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Abstract

“Price is what you pay. Value is what you get.” — Warren Buffet

With this quote | would like to start the work because it describes well one of the objectives
of this project and why | started the master’s program. Nowadays there is an incessant rush to try to
discover the value of companies, projects, goods and so on. In the world of globalization, full of
information that we consider to be symmetric so we can have perfect markets, trades and M&As,
new business development always have one big question everyday: How much is this worth?

Trying to value business or corporate units, accountants have tried to make guidelines that
we could follow, such as the IFRS (International Financial Reporting Standards) or the IAS
(International Accounting Standards). But even though, there are many uncertainties that are still
inputted in our premises that play a big role in determining the value of a business. Even though we
are dealing with numbers and formulas, the assumptions from the one who is responsible for making
a valuation are compared to “art”. In them is where the big discussion happens so the value can be
found as an output from a model.

The main three ways of finding ones value are: income approach, cost approach and market
approach. These three methods are widely used by the whole financial industry in order to evaluate
and try to justify prices. Along with this paper, these methods will be explained and used to try to
justify a company price and multiples together with the review of the financial statements publicly
available.

Having stated this, the aim in this project to discuss about the energy transmission sector in
Brazil and therefore analyze one company that plays a big role in the sector, Taesa. Factors that are
important and worth highlighting are the nature of this sector in Brazil, such as high government
influence over it, which affects the population everyday life, and the big growth expectations for next
years, shown in government agency plans. As the sizes of the country are continental and not
necessarily the energy generation units are located close to the big urban centers, there is an intense
need for the development of transmission lines that could take the energy from the generation
places to big urban and industrial centers, which are the main consumers. With these huge projects
in need, this sector draws a lot of attention from the government and the public. That justifies why it
is always in the headlines of news providers and the high regulation in the sector with different
autarchies, which will also be presented in the paper.

Keywords: Company Valuation; Discounted Cash Flow; Energy; Transmission



Resumo

“O prego é o que vocé paga. O valor é o que vocé recebe.” — Warren Buffet

Com esta citagao, gostaria de iniciar este trabalho, pois ela descreve bem um dos objetivos
deste projeto e por que iniciei o programa de mestrado. Nos dias de hoje, ha uma corrida incessante
para tentar descobrir o valor de empresas, projetos, bens e assim por diante. No mundo da
globalizagao, repleto de informagbes que consideramos simétricas para termos mercados
perfeitos, negociacdes e fusdes e aquisicoes, o desenvolvimento de novos negdcios sempre levanta
uma grande pergunta todos os dias: Quanto isso vale?

Ao tentar avaliar negdécios ou unidades corporativas, os contadores tentaram criar diretrizes
que pudéssemos seguir, como as IFRS (Normas Internacionais de Relatério Financeiro) ou as IAS
(Normas Internacionais de Contabilidade). Mas, apesar disso, ainda existem muitas incertezas que
sdoinseridas em nossas premissas, as quais desempenham um papelimportante na determinagao
do valor de um negécio. Mesmo lidando com numeros e formulas, as suposicdes de quem é
responsavel por fazer uma avaliagdo sdo comparadas a “arte”. E nelas que acontece a grande
discussao para que o valor seja encontrado como um resultado de um modelo.

As trés principais formas de determinar o valor sdo: abordagem de rendimento, abordagem
de custo e abordagem de mercado. Esses trés métodos sdo amplamente utilizados por toda a
industria financeira para avaliar e tentar justificar pregos. Juntamente com este trabalho, esses
meétodos serao explicados e utilizados para tentar justificar o pregco de uma empresa e seus
multiplos, juntamente com a revisao das demonstragoes financeiras publicamente disponiveis.

Sabendo disso, o objetivo deste projeto é discutir o setor de transmissao de energia no Brasil
e, portanto, analisar uma empresa que desempenha um papelimportante no setor, a Taesa. Fatores
que sao importantes e merecem destaque incluem a natureza deste setor no Brasil, como a forte
influéncia do governo sobre ele, que afeta o cotidiano da populagéo, e as grandes expectativas de
crescimento para os préximos anos, apresentadas nos planos de agéncias governamentais. Como
os tamanhos do pais sao continentais e nem sempre as unidades de geracao de energia estao
localizadas préximas aos grandes centros urbanos, ha uma necessidade intensa de
desenvolvimento de linhas de transmissdo que possam levar a energia dos locais de geragao para
os grandes centros urbanos e industriais, que sao os principais consumidores. Com esses grandes
projetos em andamento, o setor atrai muita atengcdo do governo e do publico, o que justifica sua
presenca constante nas manchetes dos meios de comunicacao e a alta regulamentacao do setor
com diferentes autarquias, as quais também serdo apresentadas neste trabalho.

Palavras Chave: Avaliagao de Empresa; Fluxo de Caixa Descontado; Energia; Transmissao
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1. Introduction

Electricity sector is a crucial sector for the development and ongoing activities of every
country. To understand it, how the energy flows from generators to users is crucial for any society so
the development can be organized and planned. Such importance is reinforced by the media and
news channels as itis always on firstimportance. Motivated by these, the paper starts explaining the
energy sector in Brazil, its breakdown and why it is so important for the country. In this first part, MP
579 effects are analyzed in the transmission sector, the sector mainly analyzed along the paper. Its
effects on auctions created a pivotal moment for the country and reinvented the landscape for these
sector.

In the second part, one of the biggest public companies in the country is presented, with its
strategy and C level team is described, TAESA. Along with this, forward expectations for the sector
as shown in the PDE 2034, are presented. PDE is a guidance for the country new developments on
the energy sector for the next 10 years created by EPE, an autarchy responsible for planning and
studying the needs of the energy sector so growth can be properly organized and unleashed as
expected.

Later, the financial analysis and valuation of TAESA is discussed. Understanding a firm's true
worth is not merely an academic exercise but a vital tool for decision-making, whether for
investment, acquisition, or strategic planning. After the reformulation of the financial statements
and projections made, informed by previous presented ideas, the methodologies are employed.
Discounted Cash Flow (DCF) and Residual Earnings approaches are the ones chosen for their
robustness and theoretical grounding.

After the valuation is done and equity value is calculated, it is possible to discuss the
companies position in the market, comparing it against peers and showing the comparison between
real market traded value and the calculations humbers, remembering that no value calculated
reflects real marketvalue, but a parametervalue. As market always have much more deep reasoning
and logic that analysts wouldn’t be able to ever translate all of them into valuation, but to adjust their
knowledge to try to ground the parameter value of the company in known information.
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2. Review on electric sector in Brazil and Taesa

2.1. Energy Sector in Brazil

The electricity market in Brazil plays a vital role in sustaining the country’s economic growth
and ensuring energy security for its population. As a cornerstone of national infrastructure, it directly
impacts industrial productivity, technological development, and the quality of life of millions of
Brazilians. With a unique energy mix heavily reliant on renewable sources, Brazil stands out as a
global leader in clean energy innovation, highlighting the strategic importance of a well-regulated
and efficient electricity market. In Brazil, the regulation of this sector is overseen by the National
Electric Energy Agency (ANEEL), an autonomous body under the Ministry of Mines and Energy (MME),
established through Law No. 9,427 on December 26, 1996.

ANEEL has under its power two other autarchies that also oversee the electricity market.
ONS (Operador Nacional do Sistema Elétrico) is the autarchy responsible to manage and oversee
the functioning of electricity generation and transmission facilities within the National
Interconnected System (SIN) while also strategizing the operation of the country's standalone
systems. (ONS, n.d.). Other important autarchy is the CCEE (Cadmara de Comercializagcado de Energia
Elétrica), their objective is to integrate generators, distributors, traders, and consumers. It operates
across every stage of the electricity trading process, ensuring the necessary conditions for efficient
transactions and a balanced market. As a key facilitator, the CCEE oversees energy auctions, market
operations, and the settlement of financialtransactions, contributing to the transparency, reliability,
and sustainability of Brazil's electricity sector. (CCEE, n.d.).

Looking to follow a global trend and turn the state less as provider and more as regulator,
public services like energy providing started to work in concessions. The state assigns the provision
of public services to a third party through a competitive bidding process. This third party must be
capable of delivering the service independently, assuming the associated risks, and for a specified
period. A specific legislation mediates the terms governing public service delivery, the unique nature
of concession contracts, the rights and obligations of both users and service providers, tariff
policies, and the requirement to ensure adequate service.

This market is divided today into three segments: generation, transmission, and distribution.

The generation market involves the production of electricity using various energy sources
such as hydroelectric, thermal, wind, and solar power. Brazil stands out globally due to its reliance
on renewable energy, especially hydroelectric power, which accounts for 58.9% (as of 2023) of the
country's electricity production, as it can be seen in the breakdown of the Figure 1 — Brazilian Electric
Matrix (EPE, n.d.). The integration of renewable sources like wind and solar has grown significantly in
recentyears, driven by government policies and competitive auctions that foster innovation and cost
efficiency.
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Figure 1 - Brazilian Electric Matrix; Source EPE

The distribution market is responsible for delivering electricity from the transmission grid to
end-users, such as households, businesses, and industries. In Brazil, distribution is highly regulated
to ensure affordability and quality of service. The unique geography of Brazil, including its vast
Amazon region, poses challenges for distribution companies. To address these difficulties, many
programs have been implemented to bring electricity to remote areas, boosting socio-economic
development and reducing energy inequality.

The transmission market involves the high-voltage transfer of electricity from generation
facilities to distribution networks. Brazil's extensive grid, one of the largest globally, includes more
than 184 thousand kilometers of transmission lines (REGLOBAL, 2024), ensuring nationwide
connectivity. Auctions for transmission projects are highly competitive, attracting both domestic
and foreign investors. Brazil's interconnected grid, the Sistema Interligado Nacional (SIN), plays a
crucialrole in ensuring energy security. It allows for energy transfers between regions with different
generation profiles—for example, enabling the northeast to supply wind energy to the southeast
during periods of drought that impact hydroelectric plants.

The three markets are intrinsically connected, forming a seamless system to ensure reliable
electricity supply. Generators produce energy, which is transported through the transmission
network and delivered to consumers via distribution companies. Any inefficiency or disruption in one
market can have cascading effects on the others. Forinstance, delays in transmission infrastructure
development can hinder the integration of new renewable energy projects into the grid. In Brazil, this
interplay is managed through centralized auctions and contracts designed to balance market needs,
enhance efficiency, and reduce risks for investors and operators.

15



The EPE (Empresa de Pesquisa Energetica) is a public company, implemented by the Lei
10.847/2004 (EPE, 2024), that works together with the MME (Ministerio de Minas e Energia) and is
responsible to make the necessary research and planning of the energy sector. They publish yearly
the ”"Planos de Expanséao da Geragdo e Transmissao de energia elétrica” (Eletric Energy Generation
and Transmission Plans of Expansion) over different time frames and also cover other energy
matters, such as petrol, natural gas, biofuel and their relatives. Its creation came with the objective
to fill the studying and planning void that existed in this matter.

In recentyears, the transmission segment in Brazilhas been undergoing a period of transition
and increasing complexity. Many of transmission concessions are approaching their expiration
dates, which raises important questions about the reallocation of assets, upcoming bidding
processes, and the regulatory framework that will govern this new phase. This shift has drawn the
attention of both public institutions and private investors, who are closely monitoring the next steps
of ANEEL and MME in defining the future of the sector. The competitive nature of upcoming auctions,
coupled with the growing need for operational efficiency, reinforces the strategic importance of
robust planning and valuation practices in this segment.

At the same time, the sector is being impacted by adverse climate conditions. Brazil has
witnessed a rise in extreme weather events—such as intense rainfall, droughts, and heatwaves—
which have placed additional pressure on the transmission infrastructure. These climate-related
disruptions have led to unanticipated investments in maintenance and system reinforcement, even
during periods of concession contracts when such capital expenditures would not typically be
expected. As a result, transmission companies face heightened operational and financial
uncertainty. This evolving scenario must be taken into account for any comprehensive valuation
analysis, as it directly affects projected cash flows, risk exposure, and long-term return expectations
within the sector.

2.2. History of transmission sector

For many years, Brazil’s energy sector experienced significant growth led by large state-
owned enterprises (SOEs) such as Eletrobras, Cemig, and Copel, along with foreigh companies.
Between 2009 and 2012, these players accounted for 52% of all greenfield projects auctioned, i.e.
projectthatwere executed from the scratch by the companies. However, the sector faced a dramatic
shift following the introduction of Provisional Measure MP579 in 2012. This policy aimed to reduce
electricity tariffs by imposing strict terms for renewing concessions due to expire between 2012 and
2015, including deep cuts to regulated revenues—with transmission assets seeing reductions of
approximately 70% (Provisional Measure MP 579, 2012). Consequently, state-owned companies
faced substantial financial strain, while privately managed firms viewed the regulatory landscape as
increasingly risky. The effects were stark: from 2013 to 2016, 39% of the 132 projects auctioned
failed to attract any bids. (BOFA, 2019)
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Figure 2 - Breakdown of transmission auctions since 1999; Source Aneel

Further compounding the challenges, several greenfield projects awarded to financially
distressed companies were never completed. Two European utilities filed for bankruptcy, leaving
over R$10 billion in undelivered capital expenditure commitments. This failure caused significant
delays and added billions in costs to Brazil’s energy system. After two years of legal disputes,
regulators canceled the original contracts and re-auctioned the projects to mitigate the damage.

In 2016, the government implemented a series of measures that marked a turning point for
the sector. First, they addressed disputes over non-depreciated investments affected by MP579.
These assets, known as "RBSE" (Rede Basica de Servigo Existente), involved compensations for
investments made prior to May 2000. While resolving these disputes required financial outlays that
risked either increasing tariffs or straining federal resources, the resolution ultimately strengthened
company cash flows and reduced regulatory uncertainties.

Simultaneously, authorities introduced significant reforms to greenfield auction parameters
to attract investments. Key changes included:

e Extending construction schedules from approximately three years to four or five
years, reducing delays and risks.

e Increasing the allowed revenue-to-capital expenditure ratio (RAP/capex) by an
average of 65%, with returns averaging 17% compared to the previous 10%.

e Establishing a fixed cost of equity (Ke) during tariff reviews, lowering revenue risks. In
subsequent auctions, the real Ke averaged 9.9%.

e Implementing a standardized capital structure during tariff reviews, with a typical mix
of 33% debt (Kd) and 67% equity (Ke).

These reforms, combined with Brazil’s improving macroeconomic environment and
declining interest rates, made long-term projects more attractive. As a result, new investments
flowed in from established transmission companies, new utilities entering the market, and
investment firms. Since 2017, competition in greenfield auctions intensified, with average discounts
to maximum allowed revenues reaching 45%, reflecting the optimism of companies expecting to
outperform regulatory benchmarks.

17



Transmission Auctions and the historical discount over
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Figure 3 - Transmission auctions and the historical discount over RAP; Source Aneel

With heightened competition in greenfield projects, mergers and acquisitions (M&A) have
emerged as a critical growth strategy. Companies have focused on acquiring assets from financially
distressed firms, entities looking to reduce debt, and construction firms seeking returns during
project development. Taesa has led this trend, completing over R$1.3 billion in M&A transactions
over 2017-2019, which accounted by then for 25% of its revenues. Moving forward, transmission
companies such as TAEE, CTEEP, and ALUP are well-positioned to capitalize on asset sales by
investment firms and construction companies. (BOFA, 2019)

2.3. Transmission Company: TAESA

TAESA, or Transmissora Alianca de Energia Elétrica S.A., is one of Brazil's leading electricity
transmission companies and the biggest pure transmission stock (BOFA, 2019). It operates an
extensive network of transmission lines spanning over 15,000 kilometers (TAESA, n.d.), ensuring the
delivery of energy across various regions. TAESA is known for its operational efficiency and strategic
focus on long-term contracts, which provide steady cash flows and make the company a favorite
among investors seeking dividend-paying stocks. The company plays a vital role in maintaining the
reliability of Brazil's SIN, and its strong track record in auctions allows it to continuously expand its
portfolio. Additionally, TAESA has embraced innovation, including the digitalization of grid
monitoring, positioning itself as a pioneer in modernizing Brazil's transmission infrastructure.

TAESA managed to get these projects under its management via public auctions promoted
by ANEEL. After EPE, together with MME, build a plan on a new transmission line project, this project
is auctioned to public and private companies with a predefined RAP (Receita Anual Permitida) that
is calculated based on estimated investment (CAPEX and OPEX), transmission line paths, leverage
leves, costs of capital and time to build the project, which tend to be between 18 and 60 months.
The bidder who offers the biggest discount over this value is selected and then goes over an
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documentation evaluation to see if he is accepted or no to take over the project and own the
concession for the next 30 years. The RAP is financed via TUST, a charge that incurs generators and
consumers. This helps ensure virtually zero default on this source of revenue of transmission
companies. The revenues are adjusted by inflation on annual basis.

Once the bidder is accepted, the CSPT (Contrato de Prestacao de Servico de Tansmissao)
with the concessionaires of public transmission service is signed, this is where ONS can stablish
technical and commercial terms of the transmission service provision. With this document, the
concessionaries assume the responsibility for operation and maintenance of the facilities and the
RAP is stablished, being discounted if any unviability is observed over the periods. This way, ANEEL
regulate the sector over a “Revenue Cap Model”. The revenue from this transmission
concessionaries are dependent on the availability of the lines and not over the transmission volume.
This ensures solid and safe growth for the transmission markets in Brazil. (TAESA, n.d.).

The processes described above, can reinforce why these types of companies are seen as
bond-proxy, their cash flows are predictable with low chances of default. Their revenues are virtually
fixed by the period of the concession, have predictable tarif reviews based on the contract type for
the projects and don’t suffer volume risk and have high operate margins.

Nowadays, transmission companies in Brazil operate under three primary categories of
contracts, each with distinct characteristics that influence the revenue profile and cash flow
dynamics of the assets. These contracts are critical to understanding the financial performance of
transmission companies, including TAESA, Alupar, and ISA CTEEP, as they directly impact revenue
predictability and return on investment.

Category 1 contracts are applied to assets auctioned prior to 1999 and were later extended
in 2012 for an additional 30-year period. Under this type of contract, regulated revenues are annually
adjusted for inflation using the IPCA index and are subject to a review every five years. During these
reviews, ANEEL recalculates the regulatory asset base to ensure a fair return on investment while
accounting for updated operational and financial conditions. The predictable nature of revenue
adjustments makes Category 1 contracts a stable and reliable source of income for transmission
companies.

Category 2 contracts pertain to assets auctioned between 1999 and 2006. These contracts
introduce a significant characteristic: a 50% reduction in regulated revenues starting in the 16th year
of the concession. From a net present value (NPV) perspective, this revenue structure is designed to
be neutral, as the higher revenues in the first half offset the reduction in the latter half. However, this
front-loading of revenue is particularly advantageous during the project's initial stages, as it
strengthens cash flow during the debt amortization period, which typically lasts around 16 years.
Revenues under Category 2 contracts are adjusted annually by the IGPM index. For TAESA, Category
2 contracts are particularly significant, accounting for 71% of its Annual Permitted Revenue (RAP).
This high representation highlights the pivotal role of these contracts in TAESA's revenue structure
and financial strategy.

Category 3 contracts apply to assets auctioned from 2006 onward, including current
greenfield projects. These contracts introduce periodic revenue reviews at the 5th, 10th, and 15th
years of the concession. During these reviews, ANEEL recalibrates revenues to ensure the same
regulated return while updating cost of debt (Kd) and operational and maintenance (O&M)
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assumptions. Additionally, revenues under Category 3 contracts are adjusted annually for inflation
using the IPCA index, with adjustments taking effect every July. This structure ensures that revenues
remain aligned with changing economic conditions and market dynamics over the concession's
lifecycle. (TAESA, n.d.)

One value driver of transmission companies is the CAPEX phase. As mentioned before, given
the high margin and fixed revenue profile of these assets, what promotes an outperformance vs
regulatory return is an efficient construction phase, i.e., being able to start operations before
planned and having lower construction costs than estimated (this would raise regulatory WACC).
Both are beatable by efficient and integrated companies such as TAESA.

Reinforcement capex is also a source of extra revenues for these companies, once
authorized by regulators they can be translated into extra RAP.

As of end of 2024, Taesa holds 43 transmission concessions that sum up to 15.105 km of
transmission lines, NOVATRANS and TSN concessions are the longest ones, having 1278 km and
1139 km respectively (TAESA, n.d.). These concessions are divided as below:

e 14 comprise the holding company
e 10 are 100% owned by TAESA
e 19TAESA has shareholder interest

2.3.1. Capital Structure

As of December 2024, TAESA is controlled by CEMIG (Companhia Energetica de Minas
Gerais), an integrated Brazilian Utility controlled by Minas Gerais’s state government, and by ISA
Brasil (ISA Investimentos e Participagdes do Brasil S.A.), an integrated infrastructure company,
controlled by the Colombian government that operates on Electric Energy, Transmission, Road
Concessions and Information and Telecommunications Technology. They hold together 63% of the
Ordinary Shares, which are the ones that give the right to vote in company decisions, and 1% of the
Preferencial Shares. All others are free float, making the market owner of 63% of total number of
shares (TAESA, n.d.).
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2.4. Forward expectations for the transmission sector

PDE 2034 report still reinforces one of the main drivers for the next 10 years on the
transmission sector will be to improve the capacity of exporting energy from northeast region of
Brazil to the southern regions, as it can be seen in Figure 4 — Development of energy export capacity
of Brazilian Northeastregion and Figure 5 - Development of energy export capacity of Brazilian South
Region. The blue blocks indicate the export limit of these regions, while the green line indicates the
expected incremental gains in MW accordingly to the expected projects for these regions.

Increment of export capacity of Northeast region (MW)
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Figure 4 - Development of energy export capacity of Brazilian Northeast region; Source PDE 2024

Increment of export capacity of South region (MW)
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Figure 5 - Development of energy export capacity of Brazilian South Region; Source PDE 2024
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The northeast and south regions of Brazil have great conditions for energy generation due to
their abundant natural resources and favorable conditions. The northeast is a leader in renewable
energy, particularly solar and wind. The high levels of solar irradiation and strong coastal winds make
it a hotspot for these types of energy generation. These factors have positioned the northeast as a
renewable energy hub, driving significant investments in clean energy infrastructure.

The south region benefits from an extensive network of rivers and waterfalls, making it ideal
for hydropower, Brazil’s primary energy source. It hosts hydroelectric plants, such as Itaipu, one of
the world’s largest dams. These regions highlight Brazil’s diverse energy potential, leveraging natural
conditions to meet growing demand sustainably.

The appearance of Data centers across Brazil to support the debut of Al requires high levels
of energy to refrigerate these structures. This has been being studied by EPE in order to prepare for
the arrival of new structures. Also in this sense, Brazil, with its high capacity of generating renewable
energy, has been identified as a promising producer of energy via electrolyze of hydrogen. EPE has
also been preparing the transmission system to support those demands and types of charge.

Expansion projects in Sao Paulo and Amazonas are mentioned as well to support the new
normal demand of systems. New technologies arise along with this demand and are also mentioned
to be studied for the next years. Each of these new projects pose their own technical and ambiental
challenges, such as river crossings or going through indigenous lands.

With climate events starting to impose a greater risk to the system, EPE proposed a study to
improve the resiliency of the energy system to face adverse climate events. Studies to prepare for
scenarios of water scarcity and extraordinary floods in the Madeira River basins, for example, are
mentioned to have started as the latest occurrences of extreme weather caused Santo Antonio
hydroelectric plantin the North Region to produce 0 MW in the extreme case. New transmission lines
are being planned to solve the problem.

To support all the growth mentioned, EPE estimates a growth of 30.000 km of new lines over
the next 10 years, as it can be seen in the graph below as indicated in the PDE 2024. This translates
intoan 1.55% CAGR over 10 years and is a base metric that will be later used on the growth in revenue
projected for the analyzed company, TAESA.
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Figure 6 — Growth in transmission lines from PDE 2034
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3. Financial Statements Review and Valuation

Valuation models provide the architecture for fundamental analysis. They are tools for
thinking about value creation in a business and translating that thinking into a value. Fundamental
analysis involves developing pro forma (future) financial statements and converting these forecasts
into a valuation. Accounting-based valuation anchors valuation in the financial statements. The
valuation should be anchored on things known and not on speculations.

To properly analyze and evaluate a business, it is essential to first understand its core
competitive advantage and the factors that sustain it over time. This includes examining the
durability of its advantage, the nature of its competition, and the protections it has against
competitors, such as patents or high barriers to entry. Additionally, a thorough understanding of the
products offered by the business is critical—this involves evaluating their demand elasticity,
availability of substitutes, and potential market positioning. These aspects lay the foundation for
assessing the company's strategic positioning within its industry.

Next, analyzing the industry itself is vital. This involves understanding the industry’s
structure, including the number of firms, their relative sizes, and the concentration of power.
Assessing barriers to entry and the likelihood of new competitors or substitute products can reveal
the potential for long-term profitability. The industry’s capacity, particularly in relation to supply and
demand dynamics, also provides insights into market stability. Additionally, examining how the
business leverages technology for production, marketing, distribution, and cost efficiency gives a
clearer picture of its operational strengths and vulnerabilities.

Equally important is evaluating the company’s management and governance. This includes
understanding management’s track record, their entrepreneurial mindset, and whether they
prioritize shareholder value over personal gain. The alignment of stock compensation plans with
shareholder interests and the adherence to ethical and governance standards also play a critical
role in determining the company’s stability and trustworthiness. Strong corporate governance
mechanisms and transparent decision-making processes indicate a business that is well-prepared
to navigate challenges and maintain investor confidence.

Finally, external factors such as the political and legal environment must be considered. The
firm’s political influence, exposure to regulatory constraints, and compliance with laws such as
antitrust, labor, and environmental regulations can significantly impact its operations. Taxation
policies and pricing regulations are also important in shaping its financial outcomes. Once all these
aspects are thoroughly assessed, the gathered information can be analyzed to forecast the
business's payoffs. These forecasts are then translated into valuations, forming the basis for
informed trading or investment decisions.

3.1. Income Statement

On the income statement, ideally an analyst should be able to clear distinct operating items
from financing items to clear identify profits and losses. Also, the operating income from the core
business should be segregated from other operating income, so a clear analysis can be made on the
business. Not less important, the tax should be allocated specifically to each respective business.
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Itisimportantto mind the possible dirty surplus added by companies. This occurs mainly via
currency translation in gains or losses or unrealized gains or losses in securities or derivatives.

One common topic of discussion is the exercise of options below the current market price.
In this case, there are two possibilities of booking the P&L of the execution of these options. If options
are part of a compensation package, this loss is an employee compensation expense. If from a
conversion of abond, preferred stock or warrants, the loss is a financing expense. For these kinds of
executions, the amount of loss booked on the P&L should be Market Price — Strike price and the
equity should be increased. In both cases, they are liabilities for current shareholders, they have a
contingent liability to issue a stock at less than market price.

On a clear analysis, taxes should be allocated to both operating and financing components
to put both on an after-tax basis. The tax benefit (tax shield) is calculated by multiplying Net Interest
Expense by tax ratio. This will be deducting the payment of interest. This information may be used
for tax planning effects and planning. In the valuation, the assumed tax rate, D&A, deductions and
COGS correspond for the average of available last years rate.

(BRL 000 000) 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 " 2023
Tox shield 40 59 23 92 77 72 52 a0 48 36 110 25 115
Tax rate -23% -21% -6% -22% -17% -18% -23% -19% -19% -8% -14% -3% -13%

Figure 7 - Tax shield and tax rate for TAESA

Historical Rates

DE&A Rate Average (12y) -4.4%
Deductions Rate Average (13y) -8.89%

Tax Rate Average (13y) -15.96%

COGS Rate Average (7y) -12.5%

Figure 8 - Rates used in the PnL forecast

From the operating income deduct both the total tax and the tax benefit, to capture what the
operating income would have been, after tax, had there been no financing activities. In the case of
TAESA P&L statement, they don’t clearly segregate expenses from revenues, so it is considered the
consolidated value in order to calculate the tax shield for the valuation of the project, as it can be
seen on Figure 9 — PnL projections for TAESA.

The forecast for the PnL of TAESA was done as seen in Figure 9 — PnL projections for TAESA.
The growth starting in 5% and decreasing in the revenues for the next 5 years which correspond to
start with the average of the last 10 years. This assumption comes in line with expected line growths
for the next years from EPE PDE report and expected growth in revenues due to readjustments of
contracts. After this valuation, no new projects are assumed, only operational optimizations which
would be the reason of slowing down YoY revenue growth for next years. Depreciation and
Amortization remains constant as the current base of assets would depreciate at the same rate as
last year. The capital structure remains the same maintaining financial expenses constant.
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Pl (BRL 000 000) 2022 2023 202auntilQ3  2025E 2026E 2027E 2028F 2029E 2030E

Revenue 2,453 2,681 2,623 2,754 2,384 3,007 3,084 3,152 3,222
Deductions -225 -251 -233 -245 -256 -268 -274 -280 -286
NetRevenue 2,228 2,430 2,390 2,509 2,628 2,749 2,810 2,872 2,935
coGs -307" -387" -39 -3as5” 361" 378" -as6" 395" -a04
Gross Profit 1,922 2,043 2,061 2,164 2,267 2,371 2423 2,477 2,532
GRA 0 0 0 0 0 0 0 o 0
Operational expenses -39 o -39 -39 -39 -39 -39 -39 -39
Total Operational Expenses -39 0 -39 -39 -39 -39 -39 -39 -39
EBITDA 1,882 2,043 2,022 2,125 2,227 2,331 2,384 2,437 2,492
DEA -289 -333 376 -396 -396 -396 -396 -396 -396
EBIT 1,593 1,710 1,696 1,728 1,831 1,935 1,987 2,041 2,096
Financials revenues / expenses 739" 903" 9547 954" 954" 954" 954" 954" 554
EBT 855 807 692 774 877 981 1,034 1,087 1,142
IReCSLL -29” -1037 1207 124 1407 157) 1657 17af 182
Net Income 826 704 582 651 737 825 869 914 960

(BRL 000 000) 2022 " 2m: 2024untilQ3  2025E 2026E 2027E 2028E 2029E 2030E
Tax shield 25 115 152 152 152 152 152 152 152

Tax rate

-13%

-16%

-16%

-16%

-16%

-16%

-16%

-16%

Figure 9 - PnL projections for TAESA

3.2. Balance Sheet

A balance sheet is a fundamental financial statement that provides a snapshot of a
company’s financial position at a specific point in time. It is divided into three main components:
assets, liabilities, and shareholders equity. Assets represent what the company owns, including
cash, inventory, and property, while liabilities reflect what the company owes, such as loans and
accounts payable. Shareholders equity is the residual interest in the assets after deducting
liabilities, representing the owners stake. The balance sheet follows the accounting equation: Assets
= Liabilities + Shareholders Equity, ensuring that all financial transactions are properly accounted
for.

One key step to properly understanding the financial statements and valuing a company is
being able to modify and prepare the financial statements to ready them for the financial analysis. A
clear distinction between operating and financing aspects of the business makes possible a sharper
picture on the company as only operating activities generate value.

Key points of reformulation

1) Exclude non-controlling interest and preferred equity from the common shareholders’ equity
statement (if reported within equity) and treat them as an obligation to others

2) Calculate net transactions with shareholders and separate them from comprehensive income
Cash dividends + share repurchases — share issues; (Cash dividends = Dividends declared —
change in dividends payable)

3) Calculate comprehensive income

In areformulated Balance Sheet, the analyst should be able to easily identify Uses separated
by PPE & Intangibles and Working Capital, and Sources of financing this Uses by Net Debt,
Shareholders equity and Minority Shareholder control, as it can be seen in the image below, done in
TAESAs BS. On a normally structured BS we are not able to see operating vs financing, assets and
liabilities are simply classified by time.
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Simplified balance sheet 2020 2021 2022 2023 2024Q3 2025E 2026E 2027E 2028E 2029E 2030E

Uses 8,334 8,338 8,485 9,646 10,180 10,180 10,180 10,180 10,180 10,180 10,180
PPE & Intangibles 6,466 6,742 6,931 8,573 9,048 9,048 9,048 9,048 9,048 9,048 9,048
Waorking Capital 94 29 295 57 73 73 73 73 73 73 73
Others 1,774 1,625 1,259 1,015 1,059 1,059 1,059 1,059 1,059 1,059 1,059

source 8,334 8,338 8,485 9,646 10,180 10,180 10,180 10,180 10,180 10,180 10,180

Shareholders Equity (Patrimonio Liguido) 3,009 1,933 1,418 1,252 1,191 1,191 1,191 1,191 1,191 1,191 1,191

Net Debt 5,325 6,404 7,067 8,394 8,989 8,989 8,989 8,989 8,989 8,989 8,989
Minorities 0 0 0 0 0 0 0 0 0 0 0

Figure 10 - Reformulated Balance Sheet

In the reformulation of TAESA balance sheet we can simply view how the capital structure is
defined in end of 2024 3Q. 8.9 bln BRL of Net Debt and 1.2 bln BRL of Equity to shareholders. These
liabilities source the Uses of the company that translates in 9 bln BRL in PPE & Intangibles, small
working capital and other asses. Itis assumed that for the matters of valuation the values remain the
same.

3.3. Cash Flow

Once the B&S and P&L have been read and structured, the analysis can follow to the CF
statement. This is nhot an open statement by companies, but it can be calculated from these other
two and then analyzed. The CF statement is broken down into 3 categories, for operations, for
financing and lastly for the equity holder.

Cash flows focus on analyzing the movement of cash through a company to understand its
financial performance and equity returns. The starting point is FCO (Operating Cash Flow), which
represents the cash generated from the company’s core operations. It reflects the business’s ability
to generate cash from its products or services, excluding non-cash expenses. From this, Capex
(Capital Expenditures) is subtracted, capturing the funds used to acquire or maintain fixed assets
like equipment or facilities. The resulting FCF (Free Cash Flow) highlights the cash available after
necessary investments to sustain and grow the business.

To assess cash available to equity holders, the Change in Debt is factored in. Adding or
subtracting net borrowings from the Free Cash Flow results in FCFE (Free Cash Flow to Equity). This
metric provides a clearer picture of the cash available for dividends or reinvestment by shareholders.
This analysis helps investors and stakeholders gauge financial flexibility, sustainability, and
potential returns, offering valuable insights into a company's ability to balance operational needs,
investment, and financial obligations.

As seen in the image below, no capex was assumed for TAESA, no new concessions are
assumed for the next years, so it would be operating only the current base with their RAPs. No new
projects would mean no necessity of raising new capital, so the capital structure of the company is
assumed to remain the same way. Possible gains would be assumed from performance efforts and
good maintenance of current asset base, so no penalties and corresponding deductions to the RAP
would be incurred.
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CASH FLOW ANALYSIS

FCO 736 647 1.114 1.036 1.158 1.919 2.080 2.250 2.339 2.432 2.528
Capex 0 0 0 0 0 0 0 0 0 0 0
FCF 736 647 1.114 1.036 1.158 1.919 2.080 2.250 2.339 2.432 2.528
Change in debt 914 568 1.361 1.550 319 0 0 0 0 0 0
FCFE 1.649 1.215 2.475 2.586 1.477 1.919 2.080 2.250 2.339 2.432 2.528

Figure 11 - Cash flow calculations for TAESA

3.4. Valuation

When evaluating a company's valuation, it is essential to distinguish between genuine value
creation and superficial earnings growth. Earnings growth driven by new investments can be
misleading if those investments fail to generate returns above the company's cost of capital. While
such growth might inflate earnings, it does not add intrinsic value unless the capital deployed is used
efficiently. Similarly, earnings growth resulting from financial leverage can create a temporary boost
by magnifying returns on equity, but this comes at the cost of increased risk, which is highly
surveilled by the financial markets. A recent case in Brazilian equities market came to the world
attention as accounting maneuvers were used to mask the real leverage rate of Americanas S.A.
(Reuters, 2024). Leverage amplifies both gains and losses, making the company more vulnerable
during economic downturns, which may ultimately erode shareholder value. Accounting methods
are another potential source of misleading growth. Adjustments like altering depreciation schedules
or recognizing revenue earlier can boost earnings on paper, yet these do not reflect any real
improvement in the company's underlying operations or cash flow generation.

Given these considerations, the valuation process should emphasize the operations of the
company rather than its capital structure. Operations are where value is created, as they represent
the business activities that generate revenue and cash flow. Financing decisions, such as the choice
between debt and equity, merely allocate that value among stakeholders and do not contribute to
its generation. Forecasting should therefore focus on operational cash flows and performance
drivers, as these are the primary determinants of a company's intrinsic value. By isolating operations
from financing activities, analysts can obtain a clearer and more accurate picture of the company’s
sustainable earnings power and growth potential.

This focus aligns with the Modigliani-Miller theorem, which states that in a perfect market, a
firm's value is independent of its capital structure. Although real-world imperfections like taxes and
bankruptcy costs can influence the relative attractiveness of financing options, the required return
used in valuation does not need to be adjusted as leverage changes. The cost of capital should
reflect the risk of the company’s operations, not its financing decisions. By separating operational
performance from financial engineering, analysts can better assess whether earnings growth comes
from genuine value creation or merely from financial and accounting maneuvers. This distinction is
vital for making informed investment decisions and understanding a company’s true economic
potential.

One of the first fundamental challenges of valuing the fair price of a given asset is to define
the fair return of capital that is needed for their future cash flows to be discounted given their risk
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and their amount. Based on this, the formulas widely used to calculate the cost of equity (Equation
1 - Cost of Equity Formula), cost of debt (Equation 2 - Cost of Debt Formula) and the weighted
average cost of capital (Equation 3 - WACC Formula) are defined below.

For the cost of equity, the CAPM Formula (Capital Asset Pricing Model) is used, a financial
model that helps investors evaluate the expected return on an investment based on its correlation
to the market and risk premium. It suggests that the expected return of an investment is determined
by its beta, representing its volatility compared to the overall market, and the market's risk-free rate.

To estimate the risk-free rate, government default-free bonds are used, typically selecting a
bond with a maturity that aligns with the cash flow stream being valued. While the ideal approach
involves matching each cash flow with a bond of equivalent maturity, in practice, most use a single
yield to maturity from a government bond that closely matches the cash flow stream (KOLLER, 2005),
as itis done in this model for TAESA.

The Capital Asset Pricing Model (CAPM) faces several conceptual and practical limitations
(Penman, Accounting for Value - 2011, p. 25). Conceptually, it assumes that return distributions are
normal, despite historical evidence of distributions with “fat tails”. It also attributes a specific utility
function to investors, which may not reflect reality. From an implementation perspective, estimating
beta— a key component of CAPM— assumes it remains constant over time. This can be especially
problematic in turbulent markets when correlations tend to converge. Additionally, CAPM relies on
multiplying the estimated beta by the market risk premium, which itself is highly uncertain and
speculative. Estimates of the market risk premium can vary widely, often ranging from 3% to 10%,
making its prediction challenging. As a result, using CAPM to estimate the required return for
valuation purposes, such as in models like the dividend discount model, introduces a speculative
element into the valuation, undermining its reliability. For a fundamentalist approach, this reliance
on speculative inputs calls for caution, as valuations should separate known facts from conjecture.

Determining the market risk premium—the difference between the market’s expected return
and the risk-free rate—is one of the most debated topics in finance. These premium influences
corporate valuation, portfolio strategies, and retirement planning, yet it remains challenging to
estimate because the market's expected return is unobservable. With no universally accepted
model for its calculation, multiple approaches are often used to estimate the premium. (KOLLER,
2005).

The cost of debt can be calculated from the current instruments that the company issues to
acquire money as debt. To estimate the cost of debt for an investment-grade company, the yield to
maturity (YTM) of its long-term debt serves as a key reference. For firms with publicly traded debt,
the YTM can be calculated directly based on the bond’s market price and its expected cash flows. In
cases where the debt is not actively traded, the company’s credit rating can be used as a proxy to
determine the YTM. Since free cash flow calculations exclude the benefits of interest tax shields, it
is essential to express the cost of debt on an after-tax basis.

The total cost of capital can be retrieved from the Weighted Cost of Capital formula that
consider the capital structure of the company together with the individual costs for equity and for
debt. The WACC reflects the risks and capital structure of a company's assets. It represents the
minimum return required by a company to meet the profitability expectations of all investors,
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including creditors and shareholders, factoring in the tax shield benefit from interest payments on
debt.

Lastly, another key variable that plays a key role in valuing the present value of cash flows to
the future is the prediction of their long-term growth. This variable is used to calculate the continuing
value of the cash flows after the predicted period. It translates how the growth of this cash flows will
happen on long term, as shown later in the analysis. In the case of TAESA, 3% was assumed for it. As
viewed in the PDE 2034 from EPE, energy is a critical driver of new technologies and all spheres of
life. Brazil with its huge dimensions may be great place for companies such as TAESA to expand its
business. Aligned with that, it is assumed in the valuation that the long-term growth of this sector
may go above long-term GDP rates of the country (2.47% for Brazil, according to Trading Economics
research).

The estimate of continuing value is crucial in any valuation, as it frequently represents a
significant portion of a company’s overall value, as seen in the example of Figure 12 — Example of
relevance of CV over the total value of the company.

Bridge of value for TAESA
35,000

30,000
25,000

20,000

4,708

15,000

10,000

5,000

Value of Book Value Value of Short term accounting Value of long term growth

Figure 12 - Example of relevance of CV over the total value of the company

A no-growth valuation (g=0) typically is a conservative valuation, building in a margin of
safety. It indicates the analyst won’t pay for growth. It ignores growth information embedded in
financial statements and provides a “floor valuation”. There are cases that are suitable for a no
growth valuation as many firms achieve positive but constant residual earnings as the different
revenues are already precontracted and know for a market analyst once the valuation is done.

“The concept of future prospects and particularly of continued growth in the futures invites
the application of formulas out of higher mathematics to establish the present value of the favored
issue. But the combination of precise formulas with highly imprecise assumptions can be used to
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establish, or rather justify, practically any value one wishes, however high, for a really outstanding
issue.” — Benjamin Graham, The Intelligent Investor, 4th rev. ed. 8New York. Harper and Row, 1973),
pp 315-316

3.4.1 Cost of Equity
Cost of Equity (6g) =1p + [ * (T — 17)
Equation 1- Cost of Equity Formula

In the case of TAESA, the risk-free rate assumed was the nominal yield on the 10y Brazilian
sovereign bond. It is a bond with high liquidity that would correspond to the “free of risk” return in
Brazil. The currentyield average around 15%, as seen directly in 10y bonds quoted directly in market.

The beta is calculated from historical returns. The beta is considered to be a weighted
average, 1/3 of the market beta in Brazil (1) and 2/3 of the normal Beta between the security and the
representative market index, i.e. Ibovespa. This value is calculated using the historical returns of the
past 2 years of the correlation between TAEE11, the liquid unit traded from TAESA equity and the
Brazilian equity index, IBOVESPA and incurs in a value of 0.616.

Lastly, the equity risk premium demanded by investors to invest in Brazilian equities used is
fetched from DAMODARANSs public database (DAMODARAN, n.p.). To calculate the equity risk
premium (ERP), DAMODARAN starts with the country’s default spread, derived from its credit rating
or credit default swap (CDS) spread (adjusted by subtracting the US CDS spread). Then this spread
is adjusted for equity market risk by multiplying it by the ratio of equity market volatility to bond
market volatility, approximated using indices like the S&P Emerging Market Equity Index for equities
and an emerging market bond ETF for bonds. Then, this adjusted country-specific risk premium is
added to the mature market ERP, typically based on the S&P 500, to reflect both global and local
equity investment risks.

As seen below, the calculated cost of equity for TAESA is defined as 20.6% using the CAPM
and premises assumed above.

CAPM variable VALUE
Risk free rate 15% Cost of Equity (ke)
BETA 0.62 20.6%
Equity Risk Premium 9%

Figure 13 - TAESAs cost of equity

3.4.2 Cost of Debt

Y. (Debt issued * YTM;rqgeq)

Cost of Debt =
ost of Debt (dq) Total Debt Issued

Equation 2 - Cost of Debt Formula

TAESA balance sheet of end of 2024 Quarter 3 indicated an amount outstanding of debt of 10
billion BRL. These bonds can be identified in the company balance sheet along with their
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information’s, such as coupon payment. The current price and corresponding yield negotiated are
seen in market indicative quotes.

On Figure 14 — TAESA current issued bonds along with relevant information it’s possible to
see the breakdown of current debts that were used to calculate the final value of this cost. The
current calculated amount account to a yield of 8% in cost of debt (pre-tax). As of 2023 on, it is
assumed a tax rate of 16% on the company, which was deducted by an average of previous years.
Only fixed rate issued bonds were considered in order to calculate those rates as considering
floating rate bonds would increase uncertainty and variables of the assumptions.

The cost of debt and the cost of equity represent different ways companies raise capital. The
cost of debtis the effective interest rate a company pays on borrowed funds, such as loans or bonds.
It is generally lower than the cost of equity because debt is less risky for investors, who are
guaranteed fixed payments and have priority in case of bankruptcy, as it can also be seen in the
calculations done for TAESA. The cost of equity, on the other hand, is the return required by
shareholders for investing in the company. It is higher because equity holders face greater risk, as
returns depend on the company’s profitability and growth.

Name Coupon  Maturity Mid yield Outstanding Amount  Currency
TAEEBZ S5 Y2 05/15/2044  5.50 15/05/2044 7.70 283.14 BRL
TAEEBZ 5.9526 07/15/202¢ 5.95 15/07/2025 4,45 369.65 BRL
TAEEBZ 4 ¥ 07/15/2033 450 15/07/2033 7.81 244 89 BRL
TAEEBZ 4.7605 05/15/203¢ 4.76 15/05/2036 8.21 124.47 BRL
TAEEBZ 5.6 04/15/2029 5.60 15/04/2029 7.74 702.64 BRL
TAEEBZ 5.85 04/15/2037 5.85 15/04/2037 7.94 355.13 BRL
TAEEBZ 5 % 04/15/2032 5.75 15/04/2032 8.18 334.63 BRL
TAEEBZ 5.8438 03/15/203¢ 5.84 15/03/2034 7.48 322.98 BRL
TAEEBZ 5.8741 09/15/203: 5.87 15/09/2033 7.85 347.63 BRL
TAEEBZ 6.2709 09/15/203¢ 6.27 15/09/2038 1.76 409.21 BRL
TAEEBZ 6.0653 09/15/203° 6.07 15/09/2035 7.88 01.47 BRL

Figure 14 - TAESA current issued bonds along with relevant information

3.4.3 Weighted Average Cost of Capital
Equity Debt

WACC = ———————— +
Equity + Debt * 9k Equity + Debt

xap*x(1-T)

Equation 3- WACC Formula

The proportion of Equity and Debt from TAESA was fetched from the last known financial
statements they issued, which contained 1.2 billion BRL in shareholders equity and 10 billion in Debt
issued. Then the calculated Weighted Average Cost of Capital could be found, as in Figure 15 -
Calculation of WACC.
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WACC Variable Value

Tax Rate 16%
Cost of Equity 20.6%
Cost of Debt 0.08
Equity (MM BRL) 1,191
Debt (MM BRL) 10,019

WACC 8.2%

Figure 15 - Calculation of WACC

3.4.4 Valuation Approaches

To value a company, the definition of fair value, defined by the IFRS 13 - Fair Value
Measurement, should be clear. IFRS 13 an accounting standard issued by the International
Accounting Standards Board (IASB) that provides a single framework for measuring fair value and
requires disclosures about fair value measurements. It provides clarity and consistency in the
application of fair value measurement across different assets, liabilities, and industries, enhancing
the comparability and reliability of financial statements.

The standard defines three different ways to find the fair value of items, and the one most
suitable for each valued entity depends on the nature of the asset or liability being valued, the
availability of data, and the specific circumstances of the valuation.

The Income Approach is a method used to estimate fair value based on the present value of
future cash flows expected to be derived from the asset or liability. This approach focuses on the
income-generating potential of the asset, considering factors such as the expected earnings, growth
rates, and the discount rate. The fair value is determined by discounting these future cash flows to
their present value, using an appropriate discount rate that reflects the risk of those cash flows. This
approach is particularly useful for valuing assets such as intangible assets or income-generating
properties where the value is driven by future economic benefits. This is the approach that is mainly
used while valuing companies and the one that will further be used on the cash flows of TAESA.

The Cost Approach estimates the fair value of an asset based on the current cost to replace
or reproduce the asset, less any accumulated depreciation or obsolescence. It assumes that the
value of an asset is linked to the cost required to replicate its utility. This approach is often applied
to assetsthat are unique or not actively traded in the market, such as specialized machinery, orwhen
there is insufficient market data available. The fair value is calculated by considering the cost of
acquiring or creating a similar asset, adjusting for factors such as wear and tear, age, and
depreciation. This approach is often used for projects such as the transmission projects from TAESA,
as they are predesigned in the auctions, so the bidders can properly forecast their capex in order to
evaluate a suitable discount over the RAP to bid.

The Market Approach estimates fair value by comparing the asset or liability to similar items
that have been sold or are currently available for sale in the market. It relies on observable market
prices, which can be adjusted for differences between the asset being valued and comparable
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market transactions. The approach includes two common methods: the "comparable sales"
method, where the asset is compared to similar items that have been sold recently, and the "market
multiples" method, where the asset’s value is derived based on ratios or multiples observed in
comparable market transactions. This approach is typically used for assets that are actively traded
in open markets, such as real estate or publicly traded stocks. This is often used on investment
decision and will be discussed as an example while looking at TAESA peers after the financials
review.

3.4.4 Forecasts

Figure 16 - Cash flows calculated from previous statements depicts the cash flows
calculated from previous information and anchored on previous financial statements. The income
approachisthe approach used inthis case to do the DCF. Future expected cash flows are forecasted
to then be discounted to the present value.

- w - w . ~ P "~ .

MM (000 000) 2020 2021 2022 2023 2024E 2025E 2026E 2027E 2028E 2029E 2030E

INCOME STATEMENT ANALYSIS
Revenue 1.688 2.020 2.453 2.681 2.623 2.860 3.104 3.362 3.496 3.636 3.782
Revenue YoY 19,6% 21,5% 9,3% -2,2% 9,0% 8,5% 8,3% 4,0% 4,0% 4,0%
EBITDA 1.249 1.516 1.882 2.043 2.022 2.208 2.400 2,602 2.708 2.818 2,932
EBITDA Margin 74% 75% 77% 76% 77% 77% 77% 77% 77% 77% 78%
Net Income 494 387 826 704 782 1.522 1.684 1.854 1.943 2.035 2.131
NI Margin 29% 19% 34% 26% 30% 53% 54% 55% 56% 56% 56%

CASH FLOW ANALYSIS

FCO 736 647 1.114 1.036 1.158 1.919 2.080 2.250 2.339 2.432 2.528
Capex 0 0 0 0 0 0 0 0 0 0 0
FCF 736 647 1.114 1.036 1.158 1.919 2.080 2.250 2.339 2.432 2.528
Change in debt 914 568 1.361 1.550 319 0 0 0 0 0 0
FCFE 1.649 1.215 2.475 2.586 1.477 1.919 2.080 2.250 2.339 2.432 2.528

Figure 16 — Cash flows calculated from previous statements

3.4.4 Ratios (PB, PE and EV/EBITDA)

The Price-to-Book (P/B) ratio is a financial metric used to compare a company's market value
to its book value. It is calculated by dividing the market price per share by the book value per share.
The book value represents the net asset value of the company, which is its total assets minus its
total liabilities, as recorded on the balance sheet. A lower P/B ratio can indicate that a company is
undervalued or that investors are skeptical about its growth prospects, while a higher P/B ratio
suggests the market expects significant future growth or profitability. This ratio is especially relevant
for asset-heavy industries like banking, manufacturing, or real estate, where tangible assets play a
key role in determining value. Due to Brazil's regulatory framework, which provides stable revenue
streams based on concession agreements, the book value may not fully capture the intrinsic or
market value of these assets, so it won’t be a focus while analyzing TAESA.

The Price-to-Earnings (P/E) ratio measures a company's current share price relative to its
earnings per share (EPS). It is a widely used metric for assessing a stock's valuation and gauging
investor sentiment about its future earnings potential. A high P/E ratio often indicates that investors
are expecting strong future growth, whereas a low P/E ratio might suggest undervaluation,
stagnation, or concerns about earnings stability. There are two types of P/E ratios: trailing P/E, which
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uses earnings from the past 12 months, and forward P/E, which is based on projected earnings. This
ratio is commonly used in evaluating growth-oriented companies, particularly in sectors like
technology or consumer goods, where earnings expectations play a significant role in pricing.
Brazilian transmission companies operate under regulated returns that result in steady, predictable
earnings, making the P/E ratio a helpful metric for assessing valuation compared to peers or other
income-generating investments.

The Enterprise Value to Earnings Before Interest, Taxes, Depreciation, and Amortization
(EV/EBITDA) ratio is a key financial metric used to evaluate a company's overall valuation and
profitability. It is calculated by dividing a company’s enterprise value (EV) by its EBITDA. EV
represents the total value of a company, including its equity market capitalization, debt, and any
minority interest, minus cash and cash equivalents. EBITDA, on the other hand, reflects the
company’s operating performance by focusing on earnings before non-operating expenses. This
ratio is particularly useful for comparing companies within the same industry, as it eliminates the
effects of capital structure and accounting differences. A lower EV/EBITDA suggests a potentially
undervalued company, while a higher ratio may indicate overvaluation or strong future growth
expectations. This ratio is particularly insightful for transmission companies in Brazil, as it
normalizes valuations by focusing on operational performance, excluding the effects of varying
capital structures, taxation, and non-cash items like depreciation. Given the capital-intensive nature
of transmission businesses and their reliance on debt financing, this metric is often preferred when
looking at Utilities companies.

Normal PE and Forward PE

Price

P
Forward - =
E  Forward Earningsyeqr x

Equation 4 - Forward PE year x

P 1
Normal Forward — =
E  Required Return

Equation 5- Normal Forward PE

Figure 17 — Ratios for TAESA shows what the forecasts previously mentioned generate as
these metrics for TAESA.

Ratio 2025E 2026E 2027E
PE 17,5 15,5 13,8
EV/EBITBA 4,7 4,5 4,3

Figure 17 - Ratios for TAESA
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3.4.5DCF

Simple DCF Model to find equity value of a company is one type of income approach. The
DCF method involves projecting the future cash flows generated by the asset and then discounting
these cash flows back to their presentvalue, discounted back to reflect both the time value of money
and the riskiness of the cash flows. (DAMODARAN, 2015, p. 2)

After building and understanding past cash flows, the future ones shall be forecasted and
later the continuing value (Equation 6 - Captalize terminal FCF with growth) can also be reached
using the terminal FCF. The length of the explicit forecast period is important for distributing a
company’s value between the forecasted years and those that follow, butit does not impact the total
value. The forecast period should extend long enough for the business to reach a stable, steady state
by its conclusion (KOLLER, 2005). Lastly, all are discounted to find the present value of these CFs
and the net debt subtracted. This way, the equity value of the business is reached. In this valuation
it is assumed that cashflows beyond year 2030 grow at a constant rate going on. Because no
company can sustain a growth rate higher than the overall economy indefinitely, this method of
estimating terminal value is applicable only when the company reaches a mature stage.

FCF;

Continuing Value =

Equation 6 - Captalize terminal FCF with growth

While using this approach, earnings and not cash flows should be forecasted because the
cash flows don’t get the value surrendered to generate value in the future, so it doesn’t match with
value received. They are also manipulated by altering investment or negotiating assets. Free cash
flow is not a value-added concept. The earnings (top line of the P&L) are a variable that can be
discussed in a clearer way along with its drivers.

After the forecast of earnings and later calculation of cash flows, all the expected values can
be discounted to the present value and then a valuation of the current company can be reached, as
seen in Equation 7 - Discounted Cash Flows

FCF, cv
(1 +WACC)E ™ (1+WACON

Value of Business =

Equation 7 - Discounted Cash Flows

Below it is possible to see that calculations incurred for an Enterprise Value of 32 bln BRL
based on the premises assumed. Removing the debt portion of the company, it remains an amount
of 22.3 bln BRL for the equity holders.
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DCF

" 2024 2025E 2026E 2027E 2028E 2029E 2030E

BV 2024 10,180
cv 26,134.07
FCF [ year 1,047 1,133 1,221 1,265 1,310
PV 968.12  968.36  964.19  923.40  883.93
PV of CV 17,630.82

SUM END OF 2024 32,518.97

Figure 18 - DCF Analysis for TAESA

3.4.5 Residual Earnings

A second approach to find value is calculated by anchoring the current value in something
known (rather than speculative) and adding extra value from speculation. This valuation method
helps protect againstirrational exuberance, as the value is anchored in the financial statements and
then the additional value is estimated based on expected performance.

One way to apply this principle is through the abnormal earnings growth (AEG) valuation
model. This method starts with the current book value and adds the value from expected growth in
earnings that exceed the normal return on equity. In other words, it focuses on how much more the
company will earn compared to what investors would usually expect, based on the risk of the
business. It works well in sectors where profits and book values are more predictable, like energy
transmission. This gives a more reliable picture of how a company is generating value beyond just
cash flows or dividends.

In this method, finding the going concern value—i.e., the future value that an investor expects
toreceive from holding the asset—is the goal. In the case of assets, the future value that the investor
expects to withdraw from the account are the dividends. All dividends, including the liquidating one,
should be included. In the case of a zero-dividend account, we are not able to use this method, as
seen in Figure 19 — Zero dividend account effects. If the earnings are reinvested in the business, as
can be seen by the growing book value by the same value as the earnings, neither will the DCF
method be usable, as the CFs will be zero—profits are offset by reinvestments.

Savings account without payout
Prospective years

2012 2013 2014 2015 2016 2017
Earnings 50 52 5,5 58 6,1
Dividends 0,0 0,0 0,0 0,0 0,0
Book value 100,0 105,0 110,2 115,8 121,6 127,6

Figure 19 - Zero dividend account effects
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Itis important to reinforce that forecasting dividends do not wield into a valuation, they have
nothing to do with generation of value, but with distribution and some companies do not pay
dividend, so there is no liquidating dividend. Earnings can be distributed or retained, but the amount
of the distribution (before liquidation) is not necessarily related to the amount of value generated by
the asset. Some companies do not pay dividends and, in case of going concerns there is no
liquidating dividend, or it might be difficult to establish an expected one. Forecasts far into the future
would be necessary, which can be difficult to perform.

The residual earnings model has had a long history. In the early part of the twentieth century,
the idea that a firm’s value was based on “excess profits” was firmly established in the United
Kingdom. The modelis found in German literature of the 1920s and 1930s, particularly in the writings
of Schmalenbach. (CLEMENS, 2024)

If one forecasts that an asset will earn a return on its book value equal to the required return,
it must be worth its book value. If an asset will earn a return on its book value above the required
return, it must be worth more than its book value.

The calculation is anchored in the book value. For the extra values, the residual earnings
(Equation 8 — Residual Earnings Formula), i.e. speculative earnings (Return on Equity) above the
required rate of return calculated are used. The required rate of return is calculated, for example, by
the CAPM presented before. The continuing value premium not booked is used for forecasting the
extra value (Equation 9 —Valuation of RE). As it can be observed, residual earnings are driven by ROE
and growth in book value.

RE; = (ROE; — o) * By_4

Equation 8 - Residual Earnings Formula

RE, RE, RE;
Vo= Bo+ —+—++ ——————
O O (0g — 9)0g

Equation 9 - Valuation of RE

The continuing value of the residual earnings should be calculated by using the RE of T+1 and
dividing it by cost of equity minus growth. This growth assumptions is a key figure that indicates what
isthe long term perspective of this evaluation. It could either be zero and indicate that the RE remains
constant on the long term or have a positive value, which indicates a constant growth of this metric
after the period of evaluation. It is a key metric and, as will be seen on the Taesa company info, it
plays a key role when valuing a company.

Below it is possible to see the residual earnings analysis for TAESA using the information on
the PnL issued by the company and the given rates stated above.
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RESIDUAL EARNINGS METHOD

Year 5023 5024 5025 026 5027 H028 029 030

ROE - Ke 27.1%  341%  41.3%  48.7%  52.4%  56.2%  60.0%
BV 1,252 1,191 1,588 1,984 2,381 2,777 3,174 3,570
Residual Earnings 338.96  406.09 65595 96559 1,246.72 1,559.49 1,904.96
CV RE 10,852.60

RE to be disc 406.09 65595 965.59 1,246.72 12,412.10

PV of RE 336.86 451.35 55L13  590.28 4,374.78

PV 7,995.63

Figure 20 - Residual Earnings Analysis

3.4.6 Value Drivers

It is possible to do a deeper analysis of the ROE. At first it can be seen simply calculated as
comprehensive income divided by shareholders equity but a deeper breakdown can be fone to
calculate itin a clearer way. The ROE can also be calculated as the weighted return of the operating
and financing activities by the formula below:

NOA NFO
ROE=[ G *RNOA]—[ E *NBC]

Equation 10 - ROE breakdown

That is, the equity is the total Net Operating assets less the Net Financial Obligations. The
first, has its returns defined in the Return in Net Operating Assets and the second incurs in the Net
Borrowing Costs. From Equation 10 - ROE breakdown it is possible to derive the next equation which
explain the relation between ROE and the financial leverage as it can be seen below in the equation
and the graph. ROE is dependent on profitability of operations, financial leverage and the operating
spread, which is the difference between the profitability of operations and the borrowing costs. As it
can be seen in Graph 1 - ROE graph for different spreads of RNOA — NBC, the higher the spread
between RNOA and NBC, higher is the sensibility of the difference between ROE and RNOA to the
change of financial levage.

ROE = RNOA + FLEV x (RNOA — NBC)

Equation 11 - ROE as function of Financial Leverage
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ROCE = RNOA + [FLEV x SPREAD]

Graph 1- ROE graph for different spreads of RNOA - NBC

It is important to reinforce the difference between FLEV and Debt to Equity Ratio. The first
includes financial assets (which decrease debt) and disconsider operating liabilities, in contrast to
the second.

A second breakdown of the ROE may be done for some valuations by analyzing the first
variable, the RNOA. It can be calculated as the profit margin * the asset turnover, i.e., the ability to
generate revenue given the asset base. Wahlen, Baginski & Bradshaw (2017) show the relation
between the profit margin and the asset turnover for different industries. As can be seen, Utilities,
which is the sector of TAESA offers a high profit margin and a low asset turnover combination, which
translates in an average ROA between 3 and 6, where many of the industries can be seen between
those range lines in Graph 2 - ROA lines from Profit Margin and Asset Turnover.
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Median ROA, Profit Margin for ROA, and Assets Turnover for 23 Industries
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Graph 2 - ROA lines from Profit Margin and Asset Turnover

A deeper third breakdown can be made to analyze the ROE, breaking down the profit margin
by line of business, as seen in Equation 12 — Profit Margin Breakdown:

GM Adm Expenses Selling Exp R&D Taxes

PM = - —
Revenue Revenue Revenue Revenue Revenue

Equation 12 - Profit Margin Breakdown

Obs: GM (Gross Margin) = Revenue - COGS

3.4.7 Abnormal Earnings Growth

In a third valuation model (Equation 14 - Valuation of Abnormal Earnings Growth), the anchor
used is the earnings. If forecasts show that cum-dividend (new earnings summed with the previous
dividend reinvested and performing at the cost of equity) will grow at a rate equal to the required rate
of return, i.e., the abnormal earnings growth is zero, the value of the asset is the earnings capitalized.

However, if abnormal earnings growth is expected, i.e. that future earnings are projected to
grow faster than the required return, the asset will be worth more than just capitalized earnings. The
extravalue comes from this expected growth, which is added to the base value. This model highlights
the value created when a firm reinvests earnings at rates above the cost of capital and is particularly
useful for companies in stable sectors, where earnings and reinvestment behavior are more

predictable. It combines the reliability of accounting figures with forward-looking expectations,
offering a balanced approach to valuation.

The normal earnings grow at the required rate of return, cost of equity. And the AEG is the
growth over the normal earnings growth:

AEG; = Cumdividend earnings — Normal Earnings = ARE;_q _;
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Equation 13 - Abnormal Earnings Growth Formula

1 AEG AEG AEG
VOE = [Earnl + 2 + 23 T—T+1
og—1 Og Og og' (0g — 9)

Equation 14 - Valuation of Abnormal Earnings Growth
Some key insights that should be observed while using AEG method:

- If AEG is expected to be zero, the value of the asset is the forward earning capitalized;
- Earnings come from 2 sources: Reinvesting dividends or from the asset;

- Dividends do not affect cum-dividend earnings; and

- Dividends payouts do not affect value.

3.4.6 Intrinsic Values

Concerned with finding the discrepancy between intrinsic value and price, the analyst should
recognize that intrinsic value is an elusive concept, a value which is justified by the facts (assets,
earnings, dividends, and so on). But it is a mistake to imagine that it is as definite and determinable
as the market price. (Graham and Dodd, 1934).

Reverse engineering the market price, one should be able to find what the market is currently
considering one parameter, such as the long-term growth or the cost of capital given the other
parameters. Playing with the intrinsic value of a security allows analysts and investors to explore the
relationships between key financial variables. By adjusting variables within valuation models,
investors can assess how sensitive a security's intrinsic value is to changes in assumptions,
providing insights into risks and opportunities. This approach helps identify the drivers of value and
understand the impact of factors like market conditions or company performance on a security’s
valuation. Such analysis supports better decision-making, ensuring investments align with financial
goals and risk tolerance.

Additionally, this exercise aids in scenario analysis and stress testing. By tweaking variables
like growth rates or required rates of return, investors can estimate the intrinsic value under various
economic or business conditions. This can reveal the margin of safety or potential overvaluation in
a security. It also helps to uncover mispriced assets in the market.

3.5. Buyback effects on share price

A strategy used many times by companies is to do the buyback of its shares, which can be
encouraged by different reasons. Share repurchases do not inherently add value to a company
because they do not create new assets, improve operations, or increase revenue. Instead, they
redistribute existing value by reducing the number of outstanding shares. While this can increase
earnings per share (EPS), it’s a financial adjustment rather than an indication of improved business
performance. The company’s total value, represented by its assets and operations, remains
unchanged. It simply reallocates cash (an asset) to buy back shares, reducing both assets and equity
proportionally.
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The effects of share buybacks are often cosmetic. By reducing the share count, EPS and
return on equity (ROE) may increase, making the company appear more profitable or efficient, even
if its underlying performance is static. This can lead to a short-term boost in stock price due to
market perception and reduced supply of shares. Additionally, buybacks increase the ownership
percentage of remaining shareholders, potentially enhancing their future returns. However, these
benefits do not stem from value creation, they depend on financial optics and investor sentiment.

Buybacks can also signal management’s confidence in the company’s future, but they may
indicate a lack of profitable reinvestment opportunities, which can concern long-term investors.
Moreover, if shares are repurchased at inflated prices, the company risks destroying value for
remaining shareholders. Ultimately, the impact of buybacks depends on how well they complement
other capital allocation decisions, such as investing in growth initiatives or returning cash through
dividends. Without strategic alignment, buybacks may prioritize short-term gains over sustainable
value creation.

3.6. Peers comparison

As a matter of viewing the broad spectrum of the transmission sector in Brazil, itis interesting
to view two other companies that are relatives to TAESA in the transmission sector. Alupar and
CTEEP are two peers that are relevant to be followed and serve also as a benchmark to see the
performance of TAESA.

Alupar is a privately controlled holding company, established in 2007, operating in the energy
sector with a focus on the transmission and generation segments. It stands out as the largest 100%
private company in Brazil's electricity transmission sector in terms of Annual Permitted Revenues
(RAP). In the transmission segment. Alupar manages a total of 8,805 kilometers of transmission
lines, secured through concessions with a 30-year term in Brazil and Peru, alongside lifetime
concessions in Colombia and Chile. Additionally, the company holds 16 energy generation assets
aligned with sustainable, renewable energy sources. As of the end of 2023, transmission accounted
for 75.5% of Alupar's total net revenue, while the generation segment contributed 23%, which makes
it a good peer for TAESA. (ALUPAR, n.p.)

ISA CTEEP, operated under ISA ENERGIA BRASIL, is also relevant in Brazil’s transmission
sector. It plays a pivotal role in the National Interconnected System (SIN), being responsible for
approximately the transmission of 30% of all electricity in the network. The company operates in 18
states, including regions like Rio de Janeiro, Sao Paulo, and Minas Gerais. ISA CTEEP’s infrastructure
includes around 23,000 kilometers of transmission lines. Its operations are deeply integrated within
Brazil’s regulated framework, showing also to be a great peer to be seen against TAESA. (ISA, n.p.)

TICKER NOME Mkt Cap (MM BRL) P/E EV/EBITDA Adj EV/EBITDA 1Y PERF
TAEE11BZ  Transmissora Alianca de Energia 11.311 9,6 11,2 8,2 -5,7%
ALUP11 BZ Alupar Investimento SA 8.485 94 8,9 7,0 -5,3%

ISAE4 BZ Isa Energia Brasil SA 17.417 9,4 73 74 -11,6%

Table 1- Peers comparisons; Source: Bloomberg

Table 1 — Peers comparisons compares key financial metrics of three major electricity
transmission companies in Brazil. The metrics provided include Market Capitalization, Price-to-
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Earnings Ratio (P/E), Adjusted EV/EBITDA, EV/EBITDA, and 1-Year Performance and are sourced
from Bloomberg. Market Capitalization highlights the size of these companies, with ISA CTEEP being
the largest at BRL 17.4 billion, followed by TAESA at BRL 11.3 billion and Alupar at BRL 8.5 billion. The
P/E ratio is similar across all three, hovering around 9.4-9.6, indicating comparable market
valuations relative to earnings.

When examining operational efficiency, the EV/EBITDA ratios suggest slightly different levels
of valuation. TAESA has the highest EV/EBITDA Adjusted ratio at 11.2, reflecting a premium valuation
compared to its peers, which could mean that the market pays more for its efficiency related to other
companies. They are followed by Alupar at 8.9 and ISA CTEEP at 7.3. However, in the standard
EV/EBITDA metric, ISA CTEEP performs better with a ratio of 7.4 compared to TAESA's 8.2 and
Alupar's 7.0, meaning there is some kind of one-off adjustment that should be made to TAESAs base
EBITDA release. Finally, the 1-Year Performance metric reveals negative returns for all three
companies, with ISA CTEEP showing the steepest decline at -11.6%, followed by TAESA at -5.7% and
Alupar at -5.2%. This underperformance could be attributed to sector-wide challenges or
macroeconomic factors impacting the electricity transmission market in Brazil.
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4. Conclusion

In this paper it was possible to discuss the energy sector and see the huge potential it has in
Brazil. Going forward, the expectations are that the sector will have its growth boosted by new
technologies arriving in the country. Its huge dimensions pose difficulties into the transmission of
the energy though the different regions and reinforce the necessity of new transmission lines that
will boost the business of TAESA.

In the models discussed, the equity value found for TAESA in the DCF accounted for 22.3 bln
reais for the equity holders, which divided by the 344 mln shares outstanding incurin a price of 64.84
BRL per share. In the second model discussed, the residual earnings model, the equity value
deducted for the shareholders was 8bln BRL, which incur in a price of 23.21 BRL per share. Both
models anchor their expectations in the book value of the equity, something know and then evaluate
future cash flows with speculations.

These both values don’t translate into exact values assumed for the company, but serve as
parameters to evaluate the company over different times by always analyzing the same factors. On
the long run, an analyst should be able to identify opportunities to buy or sell this security once these
models indicate if the evaluate parameters are over or undervalued against the current market value
of the company in markets.

Both models proved solid theorical robustness to cover a wide variety of parameters in the
company evaluation. Rates for COGS, D&A, Taxes, costs of capital and futures projections for
revenues are example of these variables which were inputted based on previous information and
market speculation in order find the current value of the company.

The current challenges facing Brazil’s energy transmission sector, such as the expiration of
concession contracts and the growing impact of climate-related events mentioned in the beginning
of the paper, have significant implications for company valuation. These adversities increase
operational risk, leading investors to apply higher discount rates to account for greater uncertainty,
ultimately reducing the present value of future cash flows. Additionally, unexpected capital
expenditures driven by climate-related disruptions put pressure on free cash flow, as funds are
redirected from returns to unplanned maintenance and reinforcements. The growing regulatory
uncertainty surrounding upcoming concession auctions also complicates long-term valuation
models, requiring more extensive scenario analysis and increasing sensitivity to key inputs such as
growth rates and margins. Lastly, the unpredictability of capital expenditure timing challenges long-
term planning and may distort return expectations, further reinforcing the need for cautious and
dynamic valuation approaches in the sector. These evolving conditions underline the importance of
adjusting traditional valuation models to better reflect the risk and complexity now embedded in
Brazil’s transmission market.

The advent of modern technologies will contribute to improve the performance and lower
maintenance costs of projects, allowing companies such as TAESA to benefit from it. With less
maintenance costs, extra revenues may be incurred from improving the allowed RAP. These new
technologies may also help transmission companies to have better services and less failures while
taking energy across landscapes, which is crucial for Brazil as its territory is very big and generators
and consumers hubs are so spread across the country.
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