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LatAm Utilities
What Is Behind the Uber-Competitive LatAm Power Bids?

OUR TAKE: The shocking 2017 LatAm power auctions season is over, with the most
competitive solar and wind bids ranging from ~US$20 to US$30/MWh. To better
understand the fundamentals behind the "maddeningly low" outcomes, we tweaked our
VBA-automated power price calculator, incorporating financing scheme nuances and
baking in expected lower building costs and capacity factor improvements. Our read?
These prices may be aggressive/optimistic, but they are not irrational. We maintain our
general dislike of gencos (with EGIE3 being the relative exception) and prefer exposure
to ENIA.

KEY POINTS

Can we reconcile our levelized costs (estimated US$/MWh that makes a project NPV
equal to zero) with the Q4/17 LatAm bids? The short answer is yes, but only after the
use of extensive leverage, cheap funding, and factoring in technical improvements for
solar and wind units expected post-2020. Levered, real IRRs in the high-single-digits
can still be reaped, but leave very little room for negative regulatory surprises.

• Argentina. We believe that the highest LatAm auction prices (~US$45/MWh for both
solar and wind) are explained by the relative financing difficulties and to a lesser
degree by project size limitations (<100MW). During 2019 we should see a new mid-
sized auction for projects starting 2021-2022 and prices could drop.

• Brazil. Solar at ~US$40/MWh remains expensive in comparison with Chile or
Mexico (US$20-US$25/MWh), mainly due to lower resource. In terms of wind, the
US$30/MWh outcome was surprisingly low enough, but could have been lower after
considering capacity factors at ~55%. However, the relatively higher tax pressure
and the relative difficulties in funding non-dollarized PPAs beg for more generous
prices. As the balance of forces between hydrology, system reserve margin, and
renewables penetration finds a balance, unregulated 5-year PPAs (now at ~R$160/
MWh) could drop to R$150/MWh (in real terms).

• Mexico. Likely the friendliest place for renewables: 20-year dollarized PPAs,
accelerated tax-depreciation schemes, feed-in tariffs, reduced country risk, and
word-class locations for solar and wind. The result? The lowest regional prices, with
some wind and solar bids going below US$20/MWh.

• Chile. To us, the US$33/MWh average outcome disclosed in November remains the
most powerful warning signal regarding wholesale pricing. The rest of the LatAm
auctions feature PPAs for renewables that do not involve a 24-hour solution (in
more technical terms, absence of spot market risk or "feed in" tariffs). However, the
Chile auction mechanism ensures that awarded blocks do carry spot risk and that
renewables face demand at hourly intervals during day and night. Yet, bidders seem
to be quite relaxed about eventual spot purchases and their offers remain quite low.
Complacency, or are we missing something? Probably the hardest question in the
sector at the moment...

You can download our new LatAm power prices calculator (which features a higher
focus on levered IRRs and financing conditions) using this link.
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Rating 1-Yr. Target Return
AESGENER-SN SU CLP 200.00 8.9%
COLBUN-SN SU CLP 140.00 4.7%
ECL-SN SP CLP 1,270 -2.2%
EGIE3-SA SO BRL 38.00 14.1%
ENIA-N SO US$10.90 2.5%
ENIC-N SU US$5.40 -2.1%
EOCC-N SP US$26.70 5.8%
IENOVA *-MX SP MXN 98.00 1.5%
TIET11-SA SP BRL 13.00 8.8%
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Exhibit 1: Levelized Costs Per Technology for Chile and Brazil 

 

Source: Scotiabank GBM estimates. 
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Exhibit 2: LatAm Renewable Auctions (Clean Price*) 

 
 
* Price adjusted for capacity payments, estimated transmission costs, and indirect taxes. 

Source: Company reports; CNE; Cammesa; CCEE; Osinergmin; CENACE; Scotiabank GBM estimates. 
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Pertinent Data
 Price Rating 1-Yr. Target 1-Yr. Return
 

AESGENER-SN CLP 202.07 SU CLP 200.00 8.9%
COLBUN-SN CLP 136.65 SU CLP 140.00 4.7%
ECL-SN CLP 1,356 SP CLP 1,270 -2.2%
EGIE3-SA BRL 35.50 SO BRL 38.00 14.1%
ENIA-N US$10.87 SO US$10.90 2.5%
ENIC-N US$5.71 SU US$5.40 -2.1%
EOCC-N US$26.46 SP US$26.70 5.8%
IENOVA *-MX MXN 96.66 SP MXN 98.00 1.5%
TIET11-SA BRL 12.83 SP BRL 13.00 8.8%

Enel Americas (ENIA-N;US$10.87)
 

Valuation: SOTP DCF Model
Key Risks: Regulation, hydrology, Argentina, M&A

Engie Brasil Energia (EGIE3-SA;BRL 35.50)
 

Valuation: DCF Model
Key Risks: Hydrology, regulation, Jirau transfer, Brazil macroeconomics
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Appendix A: Important Disclosures

Company Disclosures (see legend below)*
 

AES Gener M8, VS0211, VS0355
AES Tietê M8
Colbun G, M8, U
Enel Americas M8
Enel Chile M8
Enel Generacion Chile M8
Engie Brasil Energia M8
Engie Energia Chile M8
IEnova M8

I, Ezequiel Fernández López, certify that (1) the views expressed in this report in connection with securities or issuers that I analyze
accurately reflect my personal views and (2) no part of my compensation was, is, or will be directly or indirectly, related to the specific
recommendations or views expressed by me in this report.

This research report was prepared by employees of Scotia Capital Inc. and/or its affiliates who have the title of Analyst.

All pricing of securities in reports is based on the closing price of the securities’ principal marketplace on the night before the publication
date, unless otherwise explicitly stated.

All Equity Research Analysts report to the Head of Equity Research. The Head of Equity Research reports to the Managing Director
and Co-Head, Global Capital Markets, who is not and does not report to the Head of the Investment Banking Department. Scotiabank,
Global Banking and Markets has policies that are reasonably designed to prevent or control the sharing of material non-public
information across internal information barriers, such as between Investment Banking and Research.

The compensation of the research analyst who prepared this report is based on several factors, including but not limited to, the overall
profitability of Scotiabank, Global Banking and Markets, and the revenues generated from its various departments, including investment
banking, trading fees and other types of transactions. Furthermore, the research analyst’s compensation is charged as an expense
to various Scotiabank, Global Banking and Markets departments, including investment banking. Research Analysts may not receive
compensation from the companies they cover.

Non-U.S. analysts may not be associated persons of Scotia Capital (USA) Inc. and therefore may not be subject to FINRA Rule 2241
restrictions on communications with subject company, public appearances and trading securities held by the analysts.

For Scotiabank, Global Banking and Markets Research analyst standards and disclosure policies, please visit gbm.scotiabank.com/
disclosures.

Scotiabank, Global Banking and Markets Research, 40 King Street West, 33rd Floor, Toronto, Ontario, M5H 1H1.

Time of dissemination: December 27, 2017, 10:06 ET. Time of production: December 27, 2017, 10:02 ET. Note: Time of dissemination
is defined as the time at which the document was disseminated to clients. Time of production is defined as the time at which the
Supervisory Analyst approved the document.

*Legend
 

G Scotia Capital (USA) Inc. or its affiliates has managed or co-managed a public offering in the past 12 months.

M8 Ezequiel Fernandez Lopez, an analyst, prepared this report and is an employee of the Research Department of Scotia
Corredora de Bolsa Chile S.A.

U Within the last 12 months, Scotia Capital Inc. and/or its affiliates have undertaken an underwriting liability with respect to
equity or debt securities of, or have provided advice for a fee with respect to, this issuer.

VS0211 Research Analyst Ezequiel Fernandez Lopez visited the Maipo Valley Facilities, a hydroelectric electricity generator site, on
December 9, 2014. Partial payment was received from the issuer for the travel-related expenses incurred by the Research
Analyst to visit this site.

VS0355 Research Associate David Galante visited the Ventanas Complex, an operating power plant, on December 2, 2015. Full
payment was received from the issuer for the travel-related expenses incurred by the Research Associate to visit this site.
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Rating and Price Target History

Engie Brasil Energia (EGIE3-SA) as of December 26, 2017 (in BRL)
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05-02-2016
Price: 37.80
Rating: SU
Target: 38.00

11-16-2016
Price: 36.10
Rating: SP*
Target: 39.00*

04-10-2017
Price: 35.01
Rating: SP
Target: 37.00*

10-03-2017
Price: 36.72
Rating: SP
Target: 38.00*

12-20-2017
Price: 35.47
Rating: SO*
Target: 38.00

Powered by: BlueMatrix*Represents the value(s) that changed.
Ratings Legend: FS=Focus Stock; SO=Sector Outperform; SP=Sector Perform; SU=Sector Underperform; T=Tender; UR=Under Review; CS=Coverage Suspended; DC=Discontinued Coverage
Source: Scotiabank GBM estimates/Scotia Howard Weil estimates; FactSet.

Enel Americas (ENIA-N) as of December 26, 2017 (in USD)
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07-09-2015
Price: 8.23
Rating: SP
Target: 200.00

01-28-2016
Price: 6.12
Rating: SO*
Target: 200.00

04-21-2016
Price: 7.45
Rating: SO
Target: 110.00*

05-02-2016
Price: 8.61
Rating: SP*
Target: 110.00

07-28-2016
Price: 8.64
Rating: SP
Target: 120.00*

01-16-2017
Price: 8.65
Rating: SP
Target: 8.89*

01-30-2017
Price: 8.84
Rating: SP
Target: 8.90*

02-27-2017
Price: 9.66
Rating: SP
Target: 9.30*

05-08-2017
Price: 9.84
Rating: SP
Target: 9.70*

06-08-2017
Price: 9.45
Rating: SP
Target: 10.10*

07-26-2017
Price: 10.58
Rating: SP
Target: 10.90*

11-01-2017
Price: 10.64
Rating: SO*
Target: 10.90

Powered by: BlueMatrix*Represents the value(s) that changed.
Ratings Legend: FS=Focus Stock; SO=Sector Outperform; SP=Sector Perform; SU=Sector Underperform; T=Tender; UR=Under Review; CS=Coverage Suspended; DC=Discontinued Coverage
Source: Scotiabank GBM estimates/Scotia Howard Weil estimates; FactSet.
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Definition of Scotiabank, Global Banking and Markets Equity Research Ratings
We have a four-tiered rating system, with ratings of Focus Stock, Sector Outperform, Sector Perform, and Sector Underperform. Each
analyst assigns a rating that is relative to his or her coverage universe or an index identified by the analyst that includes, but is not
limited to, stocks covered by the analyst.

The rating assigned to each security covered in this report is based on the Scotiabank, Global Banking and Markets research analyst’s
12-month view on the security. Analysts may sometimes express to traders, salespeople and certain clients their shorter-term views
on these securities that differ from their 12-month view due to several factors, including but not limited to the inherent volatility of the
marketplace.
Ratings
 
 
 

Focus Stock (FS)
The stock represents an analyst’s best idea(s); stocks in this
category are expected to significantly outperform the average
12-month total return of the analyst’s coverage universe or an
index identified by the analyst that includes, but is not limited to,
stocks covered by the analyst.

Sector Outperform (SO)
The stock is expected to outperform the average 12-month total
return of the analyst’s coverage universe or an index identified
by the analyst that includes, but is not limited to, stocks covered
by the analyst.

Sector Perform (SP)
The stock is expected to perform approximately in line with
the average 12-month total return of the analyst’s coverage
universe or an index identified by the analyst that includes, but
is not limited to, stocks covered by the analyst.

Sector Underperform (SU)
The stock is expected to underperform the average 12-month
total return of the analyst’s coverage universe or an index
identified by the analyst that includes, but is not limited to,
stocks covered by the analyst.

Other Ratings
Tender – Investors are guided to tender to the terms
of the takeover offer.

Under Review – The rating has been temporarily
placed under review, until sufficient information has
been received and assessed by the analyst.

Risk Ranking
As of June 22, 2015, Scotiabank, Global Banking
and Markets discontinued its Low, Medium, and High
risk rankings. The Speculative risk ranking reflects
exceptionally high financial and/or operational risk,
exceptionally low predictability of financial results,
and exceptionally high stock volatility. The Director
of Research and the Supervisory Analyst jointly
make the final determination of the Speculative risk
ranking.

Scotiabank, Global Banking and Markets Equity Research Ratings Distribution*
 

Distribution by Ratings and Equity and Equity-Related Financings*

45.5%
48.7%

5.8%

43.6% 38.1% 7.4%
Sector Outperform Sector Perform Sector

Underperform

0%

20%

40%

60%

    * As of November 30, 2017.              Source: Scotiabank GBM.

Percentage of companies covered by
Scotiabank, Global Banking and Markets Equity
Research within each rating category.

Percentage of companies within each rating
category for which Scotiabank, Global Banking
and Markets has undertaken an underwriting
liability or has provided advice for a fee within
the last 12 months.

For the purposes of the ratings distribution disclosure FINRA requires members who use a ratings system with terms different
than “buy,” “hold/neutral” and “sell,” to equate their own ratings into these categories. Our Focus Stock, Sector Outperform,
Sector Perform, and Sector Underperform ratings are based on the criteria above, but for this purpose could be equated to
strong buy, buy, neutral and sell ratings, respectively.
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General Disclosures

This report has been prepared by analysts who are employed by the Research Department of Scotiabank, Global Banking and Markets.
Scotiabank, Global Banking and Markets Research produces research reports under a single marketing identity referred to as “globally
branded research” under U.S. rules. This research is produced on a single global research platform with one set of rules which meet
the most stringent standards set by regulators in the various jurisdictions in which the research reports are produced. In addition, the
analysts who produce the research reports, regardless of location, are subject to one set of policies designed to meet the most stringent
rules established by regulators in the various jurisdictions where the research reports are produced.

The frequency of reports is determined by the analyst on a case-by-case basis, driven by external market factors and issuer
announcements. Analysts will endeavour to review and publish such estimates and recommendations as soon as possible after the
release of material information by the issuer or the occurrence of other relevant events. This will typically involve, at a minimum, a
summary of quarterly earnings releases.

Scotia Capital Inc. ("SCI"), as principal, and Alberta Investment Management Corporation ("AIMCo"), on behalf of certain of its clients,
have each agreed to sell 2,750,000 common shares ("Common Shares") of TMX Group Limited ("TMX") representing an aggregate
of approximately 9.9% of the issued and outstanding Common Shares of TMX as of October 2, 2017. The Common Shares are being
sold by SCI and AIMCo by way of a trade carried out under exemptive relief from certain provisions of the Universal Market Integrity
Rules granted by the Investment Industry Regulatory Organization of Canada at a gross price of $67.00 per Common Share. After
giving effect to the trade, SCI and AIMCo will each hold less than 5% of the issued and outstanding Common Shares of TMX and will
no longer be entitled to appoint nominees to the board of directors of TMX.

This report is provided to you for informational purposes only. This report is not, and is not to be construed as, an offer to sell or
solicitation of an offer to buy any securities and/or commodity futures contracts.

If you are affected by MiFID II, you must advise us in writing at trade.supervision@scotiabank.com

Past performance or simulated past performance is not a reliable indicator of future results. Forecasts are not a reliable indicator of
future performance.

The securities mentioned in this report may neither be suitable for all investors nor eligible for sale in some jurisdictions where the
report is distributed.

The information and opinions contained herein have been compiled or arrived at from sources believed reliable, however, Scotiabank,
Global Banking and Markets makes no representation or warranty, express or implied, as to their accuracy or completeness.

Scotiabank, Global Banking and Markets has policies designed to make best efforts to ensure that the information contained in this
report is current as of the date of this report, unless otherwise specified.

Any prices that are stated in this report are for informational purposes only. Scotiabank, Global Banking and Markets makes no
representation that any transaction may be or could have been effected at those prices.

Any opinions expressed herein are those of the author(s) and are subject to change without notice and may differ or be contrary from
the opinions expressed by other departments of Scotiabank, Global Banking and Markets or any of its affiliates.

Neither Scotiabank, Global Banking and Markets nor its affiliates accepts any liability whatsoever for any direct or consequential loss
arising from any use of this report or its contents.

Equity research reports published by Scotiabank, Global Banking and Markets are available electronically via: Bloomberg, Thomson
Financial/First Call - Research Direct, Reuters, Capital IQ, and FactSet. Institutional clients with questions regarding distribution of
equity research or who wish to access the proprietary model used to produce this report should contact Scotiabank at 1-800-208-7666.
A list of all investment recommendations in any financial instrument or issuer that have been disseminated during the preceding 12
months is available at the following location: gbm.scotiabank.com/disclosures

This report and all the information, opinions, and conclusions contained in it are protected by copyright. This report may not be
reproduced in whole or in part, or referred to in any manner whatsoever, nor may the information, opinions, and conclusions contained
in it be referred to without the prior express consent of Scotiabank, Global Banking and Markets.

Additional Disclosures

Canada: This report is distributed by Scotia Capital Inc., a subsidiary of The Bank of Nova Scotia.

Chile: This report is distributed by Scotia Corredora de Bolsa Chile S.A., a subsidiary of The Bank of Nova Scotia.

Colombia: This report is distributed in Colombia by Banco Colpatria Multibanca Colpatria S.A. as authorized by the Superintendencia
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Commission to conduct Type 1, Type 4 and Type 6 regulated activities and regulated by the Hong Kong Monetary Authority.
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Singapore 048583, telephone: +65 6305 8388. This document is intended for general circulation only and any recommendation that
may be contained in this document concerning an investment product does not take into account the specific investment objectives,
financial situation, or particular needs of any particular person, and advice should be sought from a financial adviser based in Singapore
regarding the suitability of the investment product, taking into account the specific investment objectives, financial situation, or particular
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United Kingdom and the rest of the European Economic Area: Except as otherwise specified herein, this report is distributed by
Scotiabank Europe plc, a subsidiary of The Bank of Nova Scotia. Scotiabank Europe plc complies with all requirements under the EU
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dealer. All transactions by a U.S. investor of securities mentioned in this report must be effected through Scotia Capital (USA) Inc.

Non-U.S. investors wishing to effect a transaction in the securities discussed in this report should contact a Scotiabank, Global Banking
and Markets entity in their local jurisdiction unless governing law permits otherwise.

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with "Global Banking and
Markets," is a marketing name for the global corporate and investment banking and capital markets businesses of The Bank of
Nova Scotia and certain of its affiliates in the countries where they operate, including Scotia Capital Inc., Scotia Capital (USA) Inc.,
Scotiabanc Inc., Citadel Hill Advisors L.L.C., The Bank of Nova Scotia Trust Company of New York, Scotiabank Europe plc, Scotiabank
(Ireland) Designated Activity Company, Scotiabank Inverlat S.A., Institución de Banca Múltiple, Scotia Inverlat Casa de Bolsa S.A. de
C.V., Scotia Inverlat Derivados S.A. de C.V. – all members of the Scotiabank Group and authorized users of the mark. The Bank of
Nova Scotia is incorporated in Canada with limited liability. Scotia Capital Inc. is a member of the Canadian Investor Protection Fund
and regulated by the Investment Industry Regulatory Organization of Canada. Scotia Capital (USA) Inc. is a broker-dealer registered
with the SEC and is a member of FINRA, NYSE, NFA and SIPC. Scotiabank Europe plc is authorized by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Scotiabank Inverlat, S.A., Scotia
Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated by the Mexican financial
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