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Abstract

This paper examines the performance of 157 of the 400 largest nonfinancial firms in Brazil in 2018.
The metric used is the creation of value for their shareholders, represented by the difference between
return on assets (operating income/assets) (ROA) and the weighted average of the opportunity cost
of debt and equity (WACC) used to finance those assets. Among the 157 firms, one finds 66 privately-
owned and 91 publicly-owned companies. Of those, the management of 18 privately-owned (27,3%)
and 13 publicly-owned firms (14,3%) were able to produce value for shareholders, because ROA >
WACC. Therefore, this positive outcome occurred in less than half of the companies surveyed, and it
is apparent that the proportion of such an outcome in private firms was higher than that for public

firms.

Keywords: Shareholder value creation; Public firms; Private firms; Debt ratings; Opportunity cost of

capital.

I INTRODUCTION
As to the title question, the reply seems to be: not much, according to the data.

It is well understood that shareholder wealth is created when assets whose is entrusted to a firm’s
managers produce income over and above the opportunity cost of the capital used to finance those
assets.

Operationally, value creation in a given period, as opposed to value destruction, occurs when a firm’
s return on assets (ROA) is higher than the firm’s opportunity cost of capital, taking into consideration
the proportions of debt and equity capital (WACC) used by the firm over that period.

In symbols, shareholder value creation is represented by a situation in which ROA > WACC.

The present document reports on results observed for 157 of the largest non-financial Brazilian firms,
including 66 privately-owned and 91 publicly-owned (all listed at B3) firms. The methodology and the
data used in this study are described in the next section, and the results show that only for



approximately 20% of the 157 firms surveyed did their managers deliver on shareholders’
expectations.

I. METHODOLOGY AND DATA

The study began with the list of the 400 largest non-financial firms in Brazil, according to Valor
EconOmico (2019). The necessary data was collected from the Standard & Poor’s Capital IQ database,
specifically, the balance sheets and income statements found therein. As will be described,
information on the proportion of exports to total revenue was also required, and this was obtained
from two sources: Exame (2019) and Bloomberg (financial analysis/segments/geographic). Since
firms, especially when privately-owned, are not required to disclose export revenues, the study ended
up with 157 firms for which complete 2018 data was available.

The following is a description of the required calculations. All variables used in this survey were
measured in U.S. dollars, except when percentages were obtained directly, as in the case of the
proportion of revenues from exports.

ROA = return on assets = EBIT 2018/Average total assets 2018, where EBIT is earnings before interest
and income taxes, i.e., the best disclosed proxy for operating earnings, and the denominator is the
simple average of beginning and ending total assets, i.e., Total Assets 2017 + Total Assets 2018)/2.

WACC = weighted-average cost of capital = Kd x (1-0,34) x (1-E/A) + Ke x (E/A), where Kd = opportunity
cost of debt, Ke = opportunity cost of equity, E/A = average of total equity (measured by net
worth)/total assets from the end of 2017 to the end of 2018; therefore, this is the proportion of equity
in the firm’s capital structure, and (1-E/A) is the proportion of debt. The factor 0,34 takes into account
the debt tax shield resulting from Brazil’s corporate income tax legislation.

Both Kd and Ke are measured as current opportunity costs, as determined by market prices and rates,
as described in Sanvicente (2019). This is in contrast with the usual practice of proxying them with
historical average rates. As discussed in Sanvicente (2019), this cannot represent the actual market
conditions prevailing during the period in which assets were being used by the firm. The specific
manner in which Kd and Ke were calculated is explained in what follows.

Calculation of a firm’s opportunity cost of debt:

As explained in Sanvicente (2019), current data on a firm’s cost of debt can be directly observed when
the firm issues bonds and such bonds are traded and rated by a credit rating agency. Since most of
the 157 firms analyzed in this study did not have rated and traded bonds and, even if they did, the
secondary bond market is not sufficiently active for the existence of representative quotes.

Therefore, the following approach was taken.

Initially, all 157 firms were rated with the use of the equation estimated in Altman et alii. (2014), as
an extension of the Altman (1968) use of discriminant analysis for publicly-traded U.S. firms, in what
became known as the “Altman z-score model”. The same equation was estimated with data for both
publicly-owned and privately-owned U.S. firms, in Altman (1983), and the results are reported in
Altman et alii. (2014) (the “z’ model”):



z’ = 0.717 x [(Current assets — Current liabilities)/Total assets] + 0.847 x (Retained earnings/Total
assets) + 3.107 x (EBIT/Total assets) + 0.42 x (Net worth/Total liabilities) + 0.998 x (Revenues/Total
assets)

It must be pointed out that, in the original z-score model (ALTMAN, 1968), the fourth variable was
measured as the ratio between the market value of equity and total liabilities. However, the market
value of equity is not observed for privately-owned firms, forcing the model re-estimation in Altman
(1983), with the substitution of the book value of equity (or “net worth”) for the non-observed market
value.

Given that most firms in this study have not issued bond-rated bonds, it was then necessary to
attribute some rating, after the computation of each firm’s z’ score. The study proceeded with the
following scheme:

AAAifz' >3.5
AAif3.0<2 <35
Aif2.8<72'<3.0
BBBif2.0<z <2.8
BBif1.3<z' <2.0
Bif1.0<z'<1.3
CCCifz <1.0

The current and corresponding market interest rates, or yields to maturity, are those supplied by Bank
of America Merrill Lynch, available on a daily basis in the Federal Reserve Bank of Saint Louis (FRED)
database. For the 2018 period, the average daily yield to maturity corresponding to each rating index
was used.

Finally, since the Altman (1983) model and the rating indices refer to U.S-based firms, the country risk
premium for Brazil was added, as calculated in the EMBI+ set of indices, and available on a daily basis
at the Ipeadata database. Again, the value for 2018 was computed as the average of the daily quotes
for that entire year.

Calculation of a firm’s opportunity cost of equity:
As discussed in Sanvicente (2019), the so-called “security market line equation” is used, namely:

Ke = Rf + Be X ERP = risk-free interest rate + equity beta x equity risk premium

As is usual practice, the risk-free interest is measured by the yield to maturity for U.S. Treasury bonds
with 10 years to maturity. Since the approach is to use current rates, instead of historical average
rates, the 2018 average of daily yields was employed.

Similarly, the equity risk premium for the Brazilian market is obtained from current stock prices, as
discussed in Carvalho and Sanvicente (2016), and monthly updated in the EESP’s Center for
Quantitative Studies in Economics and Finance (CEQEF). Again, this is in contrast with the usual
practice of calculating the ERP with historical market index averages.



Finally, and since many of the firms surveyed are privately-owned, a “fundamental beta” approach
was used, as constructed in Minardi et alii. (2008). In that paper, regression analysis involving listed
company betas and firm characteristics resulted in the following equation:

Be =1.0523 + 0.0442 x GAF + 0.1496 x GAO —0.1673 x Export

where:
GAF = degree of financial leverage = (Net debt/Net worth)
GAO = degree of operating leverage = (Net fixed assets/Total assets)

Export = revenues from overseas sales/total net revenues

[ RESULTS

As mentioned previously, 157 firms — 56 private firms, 91 public firms — were examined, and of those
31 firms — 18 private, 13 public — were able to generate value for their shareholders in 2018, in the
sense that ROA > WACC, as displayed in Table 1. It can be noticed that the proportion of privately-
owned firms in which shareholder value was created in 2018 is higher than that for publicly-owned
firms. Future studies could consider the possibility that the focus on shareholders is stronger when
the firm’s stock is not listed, and the reasons for that.



Table 1. Shareholder value creation for the 157 large Brazilian firms in 2018.

YTM (% Export Ke (%
Firm z' Rating a.a.) Kd (% a.a.) (%) GAO GAF Beta a.a.) E/A WACC (%) | ROA (%)
Aché 2,8204| A 3,75 651| 020%| 03413| 00883 1,0803| 11,2828| 0,5387| 8,0603| 18,7998
Aegea 0,7786| ccc 10,55 1331 000%| 00112 1,8395| 1,3280| 132052| 2271\ 97885 61406
AES Tieté* 0,6928| ccc 10,55 1331 000%| 07218| 2,0309| 1,3880| 136710 O2148| 98340 63458
Alcoa 53869 | AAA 3,51 627| 3960%| 06669| -00454| 1,0087| 10,7274| 99203| 102025| 50324
AleSat 8,4949 |  AAA 3,51 627| 000%| 01202| 148987| 3,2865| 284029| 91029\ ge349| 23115
Algar Telecom 1,4124| BB 5,24 800| 000%| 05778 1,1299| 1,2469| 12,5757| 0,3269| 7,6653| 9,4991
Allied 1,4713| BB 5,24 800| 000%| 00069| 00705| 1,0632| 11,1501| 0,3511| 7,3411| 3,4685
Alpargatas* 2,5350| BBB 4,35 711| 11,80%| 0,1936| 0,0331| 1,0461| 11,0174| 0,6037| 85106| 58794
Alupar* 0,9380| ccc 10,55 1331| 000%| 02933| 04712| 1,1358| 11,7135| 04576| 10,1248| 54401
Amaggi 53479 | AAA 3,51 627| 7450%| 02845| 1,4300| 1,1541| 11,8558| 0,2336| 59410| 6,5325
Ambev* 1,8834| BB 5,24 800| 040%| 02135| -0,1607| 1,0370| 10,9473| 05629| 84699 | 11,7360
Aperam 1,6605| BB 5,24 800| 1330%| 02702| 06525| 1,1396| 11,7432| 0,4444| 81519| 58217
ArcelorMittal 1,4777| BB 5,24 800| 3880%| 03948| 1,2498| 1,1918| 12,1481| 03629| 7,7726| 9,0483
Arezzo* 35807 | AAA 3,51 627| 080%| 00796| -01731| 1,0286| 10,8819| 0,6551| 85562 | 11,4902
Arlanxeo 33204| AAA 3,51 627| 1990%| 02826| -0,0636| 1,0220| 10,8304 0,6831| 87099 | 10,1461
Arteris 0,6642| ccc 10,55 1331| 000%| 00036| 09531| 1,1950| 12,1735| 0,4440| 10,2892| 1,2791
Atacadio* 2,1299| BBB 4,35 711| 000%| 0285| -02150| 1,0328| 109142| 0,3855| 7,0912| 6,0383
Atento 1,9561| BB 5,24 800| 000%| 01245 02078| 1,0889| 11,3497| 0,1641| 672761| 46652
Avibras 0,9614| ccc 10,55 1331| 86,10%| 00752| 0,0675| 09216| 10,0516| 0,6205| 9,5707| 0,1523
B3* 1,2762 B 6,70 9,46| 000%| 00167| -0,0786| 1,0413| 10,9804 0,6552| 9,3469| 4,1330
Bahiagds 3,7277| AAA 3,51 627| 000%| 00000| -05823| 09652| 10,3898| 0,7597| 8,8877| 87282
BASF 1,2842 B 6,70 9,46| 12,50%| 0,2598| 0,0167| 1,0453| 11,0119| 03619| 7,9693| 3,6984
Bayer 1,3490| BB 5,24 800| 3,60%| 00611| 1,1736| 1,2246| 12,4025| 02528| 7,0807| 2,9085
Berneck 1,4096 | BB 5,24 800| 3970%| 03771| 0,0099| 1,0040| 10,6910| 04669 | 7,8067 | 7,2889
Biosev* 0,1952| ccc 10,55 1331| 5920%| 04118| 87466| 2,2799| 20,5919| 0,1194| 10,1948| 0,0972
Braskem* 1,4982| BB 5,24 800| 2440%| 05365| 50674| 1,7933| 16,8157| 0,1034| 6,4723| 9,0216




YTM (% Export Ke (%

Firm z' Rating a.a.) Kd (% a.a.) (%) GAO GAF Beta a.a.) E/A WACC (%) | ROA (%)
BRF* 0,6656 CCC 10,55 13,31 33,40% 0,2521 2,3779 1,3633 13,4789 0,2228 9,8305 0,2755
Bunge Alim 2,7849 A 3,75 6,51 88,80% 0,1346 -0,0301 0,9051 9,9236 0,4405 6,7750 3,1674
Calg Beira Rio 2,9477 A 3,75 6,51 12,80% 0,1501 -0,1724 1,0117 10,7509 0,6434 8,4490 8,4159
Camil Alim* 2,0715 BBB 4,35 7,11 3,50% 0,2181 0,4759 1,1273 11,6477 0,4853 8,0678 4,5905
Caramuru 1,8093 BB 5,24 8,00 50,40% 0,2456 1,7594 1,2420 12,5379 0,2223 6,8931 | 10,2997
Cargill Ag 2,8823 A 3,75 6,51 75,70% 0,2001 1,0887 1,0973 11,4149 0,2887 6,3513 3,7479
CBMM 2,5173 BBB 4,35 7,11 96,50% 0,1879 0,0639 0,9086 9,9509 0,2415 5,9625 | 33,7705
CCR* 0,7331 CCC 10,55 13,31 0,00% 0,0351 1,6621 1,3025 13,0074 0,2757 9,9487 4,5046
CEDAE 1,3766 BB 5,24 8,00 0,00% 0,0055 0,0217 1,0558 | 11,0929 0,4841 8,0943 7,9683
CEEE GT* 0,8056 CCC 10,55 13,31 0,00% 0,1329 0,1248 1,0768 11,2562 0,4822 9,9764 2,7204
CEG Rio 2,8861 A 3,75 6,51 0,00% 0,0000 0,7719 1,1678 | 11,9619 0,3872 7,2649 8,3374
Celesc* 1,0930 B 6,70 9,46 0,00% 0,0162 0,2576 1,0915 11,3704 0,1934 7,2352 2,4595
CEMIG* 0,8110 Cccc 10,55 13,31 0,00% 0,0445 0,8224 1,1773 | 12,0358 0,2965 9,7485 3,4388
Cenibra 3,1695 AA 3,63 6,39 97,60% 0,3703 -0,1594 0,8814 9,7399 0,7422 8,3159 | 15,9157
CESP* 1,1879 B 6,70 9,46 0,00% 0,6156 -0,0275 1,0754 11,2451 0,6606 9,5478 1,2127
Cia Bras.

Aluminio 1,3658 BB 5,24 8,00 13,70% 0,4900 0,2616 1,0902 | 11,3597 0,5166 8,4210| 14,1830
Cia Hering* 3,5306 AAA 3,51 6,27 3,20% 0,1794 -0,2428 1,0185 10,8039 0,7885 9,3938 8,0870
Cielo* 0,5114 ccc 10,55 13,31 15,90% 0,0070 0,3406 1,0769 | 11,2571 0,1766 9,2213 2,7984
Comexport 3,9929 AAA 3,51 6,27 0,10% 0,0012 0,3157 1,0994 | 11,4314 0,3157 6,4404 | 13,6302
Compesa 1,8579 BB 5,24 8,00 0,00% 0,0136 0,0366 1,0584 11,1130 0,7625 9,7276 2,4286
COOP 3,4340 AA 3,63 6,39 0,00% 0,3627 -0,0836 1,0558 | 11,0931 0,6028 8,3624 1,6311
Copagaz 6,7286 AAA 3,51 6,27 0,00% 0,4763 -0,0706 1,0628 11,1472 0,6567 8,7412 | 14,7057
COPEL* 1,1332 B 6,70 9,46 0,00% 0,3017 0,5811 1,1526 | 11,8439 0,4614 8,8278 | 14,0897
Copersucar 3,8741 AAA 3,51 6,27 71,40% 0,0211 1,0978 1,0979 11,4201 0,0854 4,7601 3,4161
Cosan 0,9978 CCC 10,55 13,31 17,60% 0,0173 0,4531 1,0914 11,3692 0,4142 9,8552 2,4321
CPFL Energia 1,2371 B 6,70 9,46 0,00% 0,2240 1,3713 1,2674 | 12,7347 0,2831 8,0810 5,9166
CSN* 0,9288 CCC 10,55 13,31 16,10% 0,3813 2,6526 1,4390 14,0668 0,1967 9,8235 5,5401




YTM (% Export Ke (%
Firm z' Rating a.a.) Kd (% a.a.) (%) GAO GAF Beta a.a.) E/A WACC (%) | ROA (%)
CTEEP* 1,6329 BB 5,24 8,00 0,00% 0,0014 0,2051 1,0830 11,3044 0,6301 9,0761 7,9242
CTG 2,6912 BBB 4,35 7,11 0,00% 0,0001 -0,3323 1,0026 10,6801 0,4977 7,6727 | -32,2552
Cyrela* 0,5418 CCC 10,55 13,31 0,00% 0,7777 0,8554 1,2146 12,3256 0,5062 10,5772 3,7268
Dasa* 1,2191 B 6,70 9,46 0,00% 0,1397 0,4404 1,1244 11,6250 0,4958 8,9119 3,2432
Dimed* 3,3914 AA 3,63 6,39 0,00% 0,2343 0,2192 1,0955 11,4007 0,4561 7,4934 7,0963
Du Pont 0,8614 CCC 10,55 13,31 1,10% 0,1149 0,6499 1,1528 11,8454 0,3200 9,7640 | -3,0591
Duratex* 1,3057 BB 5,24 8,00 13,50% 0,4992 0,3672 1,1067 11,4880 0,4906 8,3254 2,4138
EDP Energias* 1,3983 BB 5,24 8,00 0,00% 0,2926 0,5252 1,1438 11,7759 0,4319 8,0855 5,2991
Eletrobras* 0,5369 Cccc 10,55 13,31 0,00% 0,1786 0,8879 1,1930| 12,1578 0,2764 9,7171 2,3956
Eletropaulo* 0,9699 CCC 10,55 13,31 0,00% 0,0036 1,1120 1,2188 12,3580 0,1319 9,2560 1,8950
Elev Atlas 2,8178 A 3,75 6,51 2,90% 0,1109 -0,3633 0,9980 | 10,6445 0,4380 7,0770 | 17,9560
Embraer* 1,0143 B 6,70 9,46 93,70% 0,1740 0,2449 0,9398 10,1926 0,3489 7,6213 0,6290
EMS 1,9742 BB 5,24 8,00 0,20% 0,2198 0,0767 1,0732 11,2277 0,3281 7,2316 8,1012
Enel 0,6496 Cccc 10,55 13,31 0,00% 0,0303 1,4787 1,2749 | 12,7929 0,2897 9,9459 3,5585
Energisa* 0,7853 CCC 10,55 13,31 0,00% 0,0058 1,8939 1,3359 13,2664 0,1872 9,6235 3,6219
Eneva* 0,8692 ccc 10,55 13,31 0,00% 0,6447 0,6054 1,1714 | 11,9898 0,5017| 10,3927 | 6,0359
Engie Brasil* 1,0550 B 6,70 9,46 0,00% 0,6166 1,1178 1,2468 12,5750 0,3070 8,1874 | 10,4622
Equatorial* 1,0330 B 6,70 9,46 0,00% 0,0005 1,0388 1,2077 | 12,2720 0,2888 7,9848 | 15,9027
Estacio* 2,5617 BBB 4,35 7,11 0,00% 0,1611 0,0060 1,0603 11,1280 0,6632 8,9604 | 14,4351
Even* 0,8625 CCC 10,55 13,31 0,00% 0,0027 0,5054 1,1280 11,6535 0,4015 9,9366 | -1,3450
Fibria Celulose 1,3173 BB 5,24 8,00 95,50% 0,4944 1,2326 1,0987 | 11,4257 0,3643 7,5189 | 10,7932
Fleury* 1,6424 BB 5,24 8,00 0,10% 0,2002 0,2612 1,1001 11,4364 0,4661 8,1497 8,5959
Gerdau* 1,7997 BB 5,24 8,00 19,00% 0,3032 0,4480 1,1009 | 11,4431 0,4848 8,2681 5,5180
Grendene* 5,6122 AAA 3,51 6,27 26,90% 0,1098 -0,4077 0,9511 10,2808 0,8987 9,6584 7,6797
Guararapes* 1,8139 BB 5,24 8,00 0,00% 0,1799 0,1990 1,0900 | 11,3586 0,4849 8,2274 | 19,5989
Hypera* 2,6554 BBB 4,35 7,11 0,00% 0,0913 -0,1282 1,0372 | 10,9483 0,7729 9,5278 | 17,5349
Impar Serv Hosp 2,1100 BBB 4,35 7,11 0,00% 0,6109 0,3967 1,1386 11,7359 0,3872 7,4199 | 11,5218




YTM (% Export Ke (%

Firm z' Rating a.a.) Kd (% a.a.) (%) GAO GAF Beta a.a.) E/A WACC (%) | ROA (%)
Intelbras 2,5400 BBB 4,35 7,11 0,40% 0,1218 -0,2845 1,0145 10,7722 0,4545 7,4556 | 10,3713
Intern'l Meal* 1,7926 BB 5,24 8,00 39,80% 0,1583 0,0284 0,9969 10,6361 0,6462 8,7413 1,5709
Invepar 0,2344 CCC 10,55 13,31 0,00% 0,0431 4,5157 1,7298 16,3229 0,0794 9,3834 2,2906
lochpe Maxion* 1,5961 BB 5,24 8,00 75,30% 0,3768 0,7275 1,0517 11,0614 0,3432 7,2641 5,1794
JBS* 2,0354 BBB 4,35 7,11 38,60% 0,3178 1,6896 1,2545 12,6349 0,2425 6,6190 4,1527
JSL* 0,8753 CCC 10,55 13,31 4,10% 0,4586 5,8212 1,9366 17,9276 0,0900 9,6075 4,2563
Klabin* 0,9240 CCC 10,55 13,31 44,80% 0,4138 1,8978 1,2795 12,8289 0,2294 9,7123 4,9169
Kroton* 1,0026 B 6,70 9,46 0,00% 0,0811 0,3186 1,1035 11,4635 0,6504 9,6385 3,0978
Light* 1,0404 B 6,70 9,46 0,00% 0,0874 2,4949 1,4294 | 13,9921 0,2095 7,8668 | 4,6466
Localiza* 1,0681 B 6,70 9,46 0,00% 0,0393 1,6946 1,3075 13,0465 0,2266 7,7854 6,1116
Lojas Americ* 1,1947 B 6,70 9,46 0,00% 0,1289 0,8952 1,1919 | 12,1493 0,2219 7,5541 3,9885
Lojas Renner* 2,0475 BBB 4,35 7,11 0,00% 0,2261 0,1364 1,0827 11,3017 0,4377 7,5853 | 10,8073
Louis Dreyfus 2,1569 BBB 4,35 7,11 86,10% 0,2261 1,5849 1,1553 | 11,8648 0,1641 5,8698 1,1973
M. Dias Branco* 2,3861 BBB 4,35 7,11 0,60% 0,4086 0,1439 1,0909 | 11,3653 0,7636 9,7876 6,9218
Magazine

Luiza* 2,4319 BBB 4,35 7,11 0,00% 0,0857 -0,2397 1,0202 10,8170 0,2706 6,3498 8,0146
Mahle Met Lev* 2,5341 BBB 4,35 7,11 42,30% 0,2769 0,1434 1,0152 | 10,7778 0,5960 8,3193 9,8232
Marcopolo* 1,5247 BB 5,24 8,00 46,10% 0,1497 0,4588 1,0504 11,0510 0,4110 7,6518 2,7135
Marfrig* 1,2963 B 6,70 9,46 48,30% 0,1974 2,1949 1,3085| 13,0542 0,1380 7,1831 2,6850
Marisa* 1,5455 BB 5,24 8,00 0,00% 0,0707 0,6353 1,1505| 11,8276 0,3237 7,3994 6,9459
Merck 2,5995 BBB 4,35 7,11 1,20% 0,2387 0,1646 1,0855 11,3232 0,6230 8,8235 4,2698
MRS Logistica 1,4020 BB 5,24 8,00 0,00% 0,8028 0,5865 1,1755| 12,0221 0,4658 8,4202 7,9037
MRV Eng* 1,1225 B 6,70 9,46 0,00% 0,0221 0,0990 1,0681 11,1884 0,3801 8,1230 3,6468
Natura* 1,3947 BB 5,24 8,00 0,00% 0,1454 2,3348 1,4080 | 13,8262 0,1365 6,4463 5,6165
Neoenergia* 1,2050 B 6,70 9,46 0,00% 0,1266 0,9745 1,2037 12,2406 0,3741 8,4870 5,1278
Novartis 1,6473 BB 5,24 8,00 1,80% 0,0726 2,1110 1,3683 13,5180 0,1700 6,6805 5,2950
Ocyan 1,3666 BB 5,24 8,00 50,20% 0,0098 0,0061 0,9696 | 10,4242 0,6503 8,6254 | -3,8019
Oi* 0,2029 CCC 10,55 13,31 17,60% 0,4344 0,5181 1,1195 11,5877 0,0700 8,9808 | -5,2676




YTM (% Export Ke (%

Firm z' Rating a.a.) Kd (% a.a.) (%) GAO GAF Beta a.a.) E/A WACC (%) | ROA (%)
Pague Menos 2,3338 BBB 4,35 7,11 0,00% 0,2123 0,8826 1,1937 12,1633 0,3142 7,0396 3,4968
Paranapanema* 1,2168 B 6,70 9,46 53,50% 0,2741 3,3142 1,4707 14,3124 0,1719 7,6307 2,3009
Petrobahia 11,0185 AAA 3,51 6,27 0,00% 0,2710 0,7758 1,1803 12,0594 0,3220 6,6885 5,2958
Petrobras* 0,9503 CCC 10,55 13,31 19,10% 0,7087 0,9481 1,1935 12,1615 0,3267 9,8879 5,1785
Positivo* 1,5310 BB 5,24 8,00 0,10% 0,0284 0,4263 1,1172 11,5692 0,2885 7,0943 2,5386
Profarma* 1,8790 BB 5,24 8,00 0,00% 0,0446 0,3984 1,1139 11,5436 0,3181 7,2722 1,4575
Qualicorp* 2,0272 BBB 4,35 7,11 0,00% 0,0154 0,0658 1,0628 11,1475 0,6671 8,9984 | 11,6904
RaiaDrogasil* 3,0694 AA 3,63 6,39 0,00% 0,2104 0,1702 1,0871 11,3356 0,4920 7,7192 7,0181
Randon* 1,4844 BB 5,24 8,00 0,80% 0,2535 0,5432 1,1434 | 11,7730 0,3670 7,6631 5,0041
Redecard 0,2900 CCC 10,55 13,31 0,00% 0,0072 -0,0024 1,0523 11,0656 0,2410 9,3344 0,5708
Renault 1,8222 BB 5,24 8,00| 25,40% 0,3807 0,2428 1,0629 | 11,1484 0,2407 6,6926 | 4,4124
Repsol Sinopec 3,7208 AAA 3,51 6,27 99,70% 0,3332 -0,0030 0,8997 9,8815 0,8805 9,1955 4,5519
RGS Saneam 1,0779 B 6,70 9,46 0,00% 0,0233 0,2839 1,0958 | 11,4035 0,4159 8,3897 | 14,2930
Rio Paranapam

Energia* 0,8775 Cccc 10,55 13,31 0,00% 0,6659 0,3259 1,1305| 11,6725 0,3711 9,8563 6,9787
Rumo* 0,5539 CCC 10,55 13,31 0,00% 0,4392 1,3710 1,2768 12,8080 0,3057 10,0146 4,3752
Sabesp* 1,1817 B 6,70 9,46 0,00% 0,0061 0,5178 1,1300 | 11,6691 0,4457 8,6619 7,7545
Saneam MG* 1,4528 BB 5,24 8,00 0,00% 0,1499 0,4926 1,1326 11,6891 0,5680 8,9202 5,2179
Sanepar* 1,4365 BB 5,24 8,00 0,00% 0,0157 0,4861 1,1257 | 11,6355 0,5192 8,5795| 8,0098
Sdo Martinho* 0,9818 ccc 10,55 13,31 57,20% 0,5790 0,7178 1,0895| 11,3547 0,3547 9,6962 3,9149
Saraiva* 0,6307 CCC 10,55 13,31 0,00% 0,0527 0,6405 1,1504 11,8275 0,2350 9,4996 | -9,0519
Serpro 1,9213 BB 5,24 8,00 0,00% 0,1600 -0,4989 0,9847 | 10,5415 0,2404 6,5449 | 12,3706
SLC Agricola* 1,2714 B 6,70 9,46 53,70% 0,4838 0,3695 1,0391 10,9631 0,4984 8,5960 7,3609
Somos 0,2900 ccc 10,55 13,31 0,00% 0,0586 4,0749 1,6645| 15,8165 0,1739| 10,0077 | -1,8027
Sonda Superm 3,4003 AA 3,63 6,39 0,00% 0,2376 -0,1883 1,0346 10,9288 0,4343 7,1318 | -3,6084
South32 2,2669 BBB 4,35 7,11 93,40% 0,4978 -0,3884 0,8598 9,5723 0,7413 8,3101 7,7739
Super Bahamas 4,2851 AAA 3,51 6,27 0,00% 0,3241 0,5487 1,1487 | 11,8140 0,3302 6,6728 | 14,9819
Suzano* 1,0415 B 6,70 9,46 70,20% 0,4071 0,8524 1,0803 11,2832 0,2934 7,7220 7,2846




YTM (% Export Ke (%

Firm z' Rating a.a.) Kd (% a.a.) (%) GAO GAF Beta a.a.) E/A WACC (%) | ROA (%)
Telef Brasil* 1,6776 BB 5,24 8,00 0,00% 0,3326 0,0391 1,0728 11,2253 0,6912 9,3893 4,4585
Tenda* 1,6871 BB 5,24 8,00 0,00% 0,0149 -0,1502 1,0305 10,8966 0,5011 8,0945 7,0482
Tereos Intl 0,8953 CCC 10,55 13,31 0,00% 0,4435 0,8799 1,2035 12,2394 0,3712 10,0670 | -0,8324
TIM* 1,7214 BB 5,24 8,00 0,00% 0,3551 0,1027 1,0834 11,3068 0,5853 8,8078 5,6317
Tivit 1,1401 B 6,70 9,46 1,20% 0,1669 0,5820 1,1447 11,7832 0,4370 8,6644 5,0942
Totvs* 1,7610 BB 5,24 8,00 3,30% 0,0831 0,0201 1,0535 11,0748 0,5207 8,2974 3,2934
Trés Coragoes 3,5556 AAA 3,51 6,27 0,00% 0,2097 0,1972 1,0911 11,3667 0,5031 7,7748 | 12,4848
Triunfo* 0,3085 CCC 10,55 13,31 0,00% 0,0438 2,0046 1,3541 13,4080 0,2718 10,0412 2,6898
Tupy* 1,8303 BB 5,24 8,00 67,60% 0,3173 0,3504 1,0056 | 10,7033 0,4388 7,6600 | 15,0099
Ultrapar* 3,7199 AAA 3,51 6,27 1,70% 0,2382 0,8590 1,1885 12,1227 0,3312 6,7824 4,2625
Unidas 0,7415 Cccc 10,55 13,31 0,00% 0,7926 2,5812 1,4735| 14,3342 0,2438 | 10,1379 5,8496
Unipar* 1,9633 BB 5,24 8,00 1,30% 0,4717 0,1151 1,0882 11,3443 0,3336 7,3028 | 13,0108
uoL 1,5085 BB 5,24 8,00 0,00% 0,0127 -0,6068 0,9621| 10,3658 0,5730 8,1940 | -1,8480
Usiminas* 1,4882 BB 5,24 8,00 13,00% 0,4417 0,3263 1,0989 | 11,4273 0,5878 8,8936 | 4,1553
Vale* 1,4196 BB 5,24 8,00 88,80% 0,5487 0,2586 0,9666 10,4006 0,4782 7,7287 9,0121
Valid* 1,6466 BB 5,24 8,00 0,10% 0,1605 0,4771 1,1306 | 11,6734 0,4826 8,3655 5,3518
Via Varejo* 1,4210 BB 5,24 8,00 0,00% 0,0688 0,2727 1,0961 11,4060 0,1306 6,0801 2,3164
Vigor 1,4859 BB 5,24 8,00 0,20% 0,1879 0,1877 1,0883 | 11,3456 0,5074 8,3577 | 12,2686
Votorantim

Cimentos 0,8613 ccc 10,55 13,31 0,00% 0,4254 1,0227 1,2241| 12,3990 0,3213 9,9459 3,2195
WEG* 1,7836 BB 5,24 8,00 37,30% 0,2256 0,0308 1,0044 10,6945 0,4992 7,9831 6,3795
Whirlpool* 1,2534 B 6,70 9,46 3,00% 0,0907 -0,2314 1,0167 | 10,7894 0,2941 7,5806 1,9722
Wilson Sons* 1,8191 BB 5,24 8,00 0,00% 0,6340 0,4627 1,1495 11,8204 0,5337 8,7709 7,1169
Yara Brasil 0,9579 ccc 10,55 13,31 0,00% 0,4775 2,0480 1,3798 | 13,6071 0,3086 | 10,2729 1,5529
* B3-listed companies.

Median 5,24 8,00 1,0989 0,3872 8,3254  5,0099

10



A perusal of Table 1 reveals, as mentioned earlier, that in 31 of the 157 firms (19.75%) was there value
creation for shareholders, because ROA > WACC. The proportions among the privately-owned and the
publicly-owned firms, in turn, are equal to 18 out of 31 (58.06%) and 13 out of 91 (14.29%),
respectively.

On average, 2018 does not seem to have been a particularly favorable year in terms of shareholder
value creation, since average ROA (5.0099%) was lower than average WACC (8.3254%).

One would believe that in publicly-owned firms there would be superior governance, at least on what
concerns the interests of minority shareholders, but that appears not be the case, unless the publicly-
owned nature of those firms forces them to be more concerned with other stakeholders, reducing
their focus on shareholder interests. It is also possible, something that would need to be assessed with
the appropriate data, that owner-managers are more predominant in privately-owned firms than in
their publicly-owned counterparts.

V. CONCLUSION

One hundred and fifty-seven of the largest 400 non-financial firms in Brazil had their performance
analyzed in terms of shareholder value creation in 2018. The required comparison of return on assets
and weighted-average opportunity cost of capital indicates that in approximately 20% of those firms
was there positive value creation. The results also indicate that the proportion of positive value
creation for shareholders was higher in privately-owned firms.

In contrast with the usual approach, opportunity costs of capital, both for debt and equity, were
measured with current market data, instead of using long (or short) series of past returns on debt
and/or equity.

In addition, the present survey uses a possibly novel way of rating the credit risk of Brazilian non-
financial firms, adopting as a basis the results for the classification of public versus private firms in
more developed markets.
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