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Genneia outperforms in the power
generation sector

We noticed heterogeneity in the performance of power generation companies’ 1Q23 results. Genneia
results stand out from peers with revenues increasing by +2.4% yoy and the Adj. EBITDA margin at
80%. The reason is that renewables have dispatch priority over thermal and the contracts are USD-
linked. In 1Q23, 87% of Genneia’s energy sold was renewables, of which 77% was wind and 10%
solar.

Pampa Energia reported revenues from the power generation segment growing by +4% yoy and AES
Argentina revenues increasing by +31% yoy. However, the companies’ EBITDA margins were below
Genneia’s at 62% and 32%, respectively. Revenue growth was partly due to both companies deciding
to participate in the new USD-linked PPAs that launched Cammesa for combined cycle plants under
Resolution 59/23. The change in revenues was important because the energy generated by those units
was under the Energia Base tariff scheme. In the past three years, Energia Base tariff increases were
given as of February bills, thus, the positive effect on revenues was reflected in 2Q. However, the
improvement in margins was temporary as inflation diluted the increase. In 2022, the total increase
given was 53%, 25% as of February bills and 28% as of August bills, while the annual inflation was
94.8%.

Then, within the companies with a higher percentage of thermal plants in its portfolio, those with PPAs
from 2017-2018 dispatched less than in 2022. What laid behind this was that there was a higher supply
of hydro energy thanks to the improvement of Parana’s River flow. Consequently, Cammesa did not
need to buy as much thermal energy as last year. It was reflected in YPF Luz’s sales performance,
with thermal energy sold decreasing by 6.1% yoy and renewable energy sold increasing by +16.7%
yoy. MSU Energy sales were also weak, down -6.5% yoy. Although MSU Energy’s EBITDA margin
was higher than Genneia’s, standing at 81%, it deteriorated from 85% in 1Q21, while Genneia’s was
flat yoy.

Figure 1: Genneia is one of the most profitable power generation companies
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In 1Q23, Genneia sold 926GWh, -4.5% yoy, explained by the decrease in wind speed in the Patagonia region.
The weighted average load factor stood at 44.2% vs. 47.9% in 1Q22. For instance, Pomona |, one of
Genneia’s largest wind parks, electricity generation shrank by 15% yoy to 90GWh. What helped to partly
offset wind farms’ lower electricity generation was the completion of Sierras de Ullum in March, a 78MW solar
park. It generated 29.5GWh. Consequently, installed capacity increased by +6.3% yoy to 1,308MW. With the
completion of La Elbita wind farm (162MW) and Tocota lll solar park (60MW), it will increase to 1,530MW. In
this way, Genneia will continue diversifying its portfolio, decreasing its exposure to Cammesa, while
increasing the one of private-off takers. This is key because, except for FODER contracts, Cammesa payment
days deteriorated materially. It paid January’s old PPAs and Energia Base bills within 99 days vs. 65 days in
January 2021.

Because of Cammesa’s payment delays, all companies showed working capital cash outflows. In fact, Pampa
Energia’s management said that Cammesa’s accumulated debt with the company was ARS40,000mn (c.
~USD173mn). However, it is important to highlight that the debt accruals interest based on Banco Nacion
active interest rate, which is ~112%. In view of this, the company tapped the local market taking advantage
of its high liquidity and low coupon rates. We believe that Genneia and YPF Luz domestic bond issuances in
1Q283 also followed the same criteria. It is also worth mentioning that, on a comparative basis, the 1Q22 was
an extraordinary quarter as Cammesa paid November 2021 bills in 54 days. In addition, there was a
transitionary pricing adjustment for Energia Base to guarantee Cammesa’s electricity exports. As a result,
most companies reported a positive change in working capital thanks to trade receivable cash inflows in
1Q22.

Although Genneia’s interest expenses were down by 36% yoy to USD17mn, the decrease was not enough to
offset the negative change in working capital, explained by collection days deterioration, and the increase in
Capex by +125% yoy to USD41mn due to the expansion projects. We believe Genneia’s negative FCF of
-USD11mn will be transitory. First, Genneia interest expense will decrease materially in 2Q23, as the GNNEIA
8.75 27s pay interest in March and September. Then, Cammesa should improve payment days as cash
inflows from the residential segment should improve with the stepped tariff increases, of which high-income
households will pay the full tariff. Also, Cammesa should pay less for fuel.

Even so, Genneia’s liquidity levels are adequate, with cash + ST investments of USD158mn (+5.9% qoq)
covering ST debt by 90%, standing at one of the highest levels in the company history. From 3Q19 to 3Q20,
it ranged from 48-68%. In 1Q21 and 2Q21, it reached a record low of 21-22%. This leads us to think that the
company is in good shape to navigate a tougher macroeconomic scenario. It is reinforced by the fact that the
company was more leveraged. As of March 31, 2023, Genneia’s total debt was USD770mn vs.
USDUSD889mn on March 31st, 2021. The company’s net leverage decreased to 2.8x in LTM1Q23 from 3.3x
in LTM1Q21. From a sector perspective, Genneia’s net leverage is in the mid bracket, standing above Pampa
Energia, AES Argentina, and YPF Luz but below MSU Energy and Generacion Mediterranea.

Figure 2: Genneia’s total debt (incl. leases) was up by +2.7% qoq, explained by the
issuance of 10-year USD73mn USD-linked green bond with a 4.5% coupon.
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Although GNNEIA 8.75 27s has historically been one the most expensive Argentine corporate bonds, it has
been one of the most resilient. We believe it is because of its attractive structure. With the increasing
importance of ESG, Genneia’s bond stands out for being the only green bond among corporate Argentine
names. Genneia has successfully established as the leading renewable energy company in Argentina, with
72% of the total installed capacity being renewables. YPF Luz, which is the second largest renewable energy
company in Argentina, only has 16% of its installed capacity in renewables. In our view, this count in asset
picking.
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Analyzing the Argentine corporate space, we found that PAMPAR 9.5 26s are rich. We believe it is a good
opportunity to swap them for GNNEIA 8.75 27s, given that the price differential stands at USD9 and the
spread differential is 350bps. By swapping Pampa Energia’s bond for Genneia’s there would be a decrease
in duration of 0.3 years. GNNEIA 8.75 27s amount outstanding is higher than PAMPAR 9.5 26s, USD329mn
vs. USD293mn, respectively. We believe Pampa Energia faces a similar risk as Genneia. Pampa Energia has
high exposure to Cammesa not only from its power generation business but also from its E&P business, as it
is mainly focused on natural gas production that is under the Plan Gas contracts. One of the main differences
is that Genneia’s revenues come entirely from the local market while Pampa Energia exports natural gas to
Chile. In 1Q28, exports revenues were USD86mn, accounting for 20% of the total. However, Pampa Energia’s
bond is not secured by exports as YPFDAR 9 26s. Genneia’s bond is secured by Madryn | and Il wind farms
USD-linked PPAs.

Figure 3: Swap PAMPAR 9.5 26s for GNNEIA 8.75 27s
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Figure 3: Genneia’s 1Q23 summary financials.

Summary financials (in USDmn) 1Q22 1Q23 Chg yoy 4Q22 1Q23 Chg qoq
Income Statement Items

Revenues 68.0 69.6 2.4% 71.8 69.6 -3.1%
Opex (29.6) (28.3) -4.2% (33.9) (28.3) -16.4%
EBITDA 52.7 55.4 5.1% 51.6 55.4 7.4%
Adj. EBITDA (reported) 54.2 55.8 3.0% 53.5 55.8 4.5%
Net Income 9.8 21.2 116.4% 14.4 21.2 47.3%
Gross Margin 64% 66% 60% 66%

Adj. EBITDA Margin 80% 80% 74% 80%

Balance Sheet Items

Short Term Debt 118.5 174.5 47.3% 187.6 174.5 -7.0%
Long Term Debt 626.0 595.9 -4.8% 562.9 595.9 5.9%
Total Debt 744.4 770.4 3.5% 750.5 770.4 2.7%
Cash & Cash Eq. + ST Investments 128.1 157.8 23.2% 149.1 157.8 5.9%
Gross Leverage (LTM) 3.5x 3.5x 3.8x 3.5x

Net Leverage (LTM) 2.8x 2.8x 2.8x 2.8x

Cash / ST Debt 108% 90% 79% 90%

ST Debt / Total Debt 16% 23% 25% 23%

Debt / Capital 56% 53% 53% 53%

Liquidity ratio 87% 84% 75% 84%

Cash Flow Items

FFO after cash interest & taxes 27.6 42.8 55.1% 55.5 42.8 -23.0%
Change in Working Capital 6.1 (12.5) n.m. 8.5 (12.5) n.m.
CFO 33.7 30.2 -10.3% 64.0 30.2 -52.8%
Capex (18.4) (41.5) 125.1% (47.4) 41.5) -125%
Disposals 14.0 - -100.0% - - n.m.
Free Operating Cash Flow 29.3 (11.2) n.m. 16.6 (11.2) n.m.
Acquisition (Disposals) - - n.m. - - n.m.
Free Cash Flow 29.3 (11.2) n.m. 16.6 (11.2) n.m.
OCF/Total Debt 18% 16% 34% 16%
FOCF/Total Debt 16% -6% 9% -6%

FCF/Total Debt 16% -6% 9% -6%
Capex/Sales 27% 60% 66% 60%

Source:
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Important Disclaimer

The document, and the information, opinions, estimates and recommendations expressed herein, have been prepared by TPCG
Valores SAU to provide its customers with general information regarding the date of issue of the report and are subject to changes
without prior notice. TPCG Valores SAU is not liable for giving notice of such changes or for updating the contents hereof. The
document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other
instruments, or to undertake or divest investments. Neither shall the document nor its contents form the basis of any contract,
commitment or decision of any kind.

Investors who have access to the document should be aware that the securities, instruments or investments to which it refers may
not be appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken
into account to prepare the report. Therefore, investors should make their own investment decisions considering the said
circumstances and obtain such specialized advice as may be necessary.

The contents of the document are based upon information available to the public that has been obtained from sources considered
to be reliable. However, such information has not been independently verified by TPCG Valores SAU, and therefore no warranty,
either express or implicit, is given regarding its accuracy, integrity or correctness. TPCG Valores SAU. accepts no liability of any
type for any direct or indirect losses arising from the use of the document or its contents. Investors should note that the past
performance of securities or instruments or the historical results of investments do not guarantee future performance. The market
prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should
be aware that they could even face a loss of their investment.

Transactions in futures, options and securities or high-yield securities can involve high risks and are not appropriate for every
investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in such
circumstances; investors may be required to pay more money to support those losses. Thus, before undertaking any transaction
with these instruments, investors should be aware of their operation, as well as the rights, liabilities and risks implied by the same
and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be limited or even
not exist.

TPCG Valores SAU. and/or any of its affiliates, as well as their respective directors, executives and employees, may have a position
in any of the securities or instruments referred to, directly or indirectly, in the document, or in any other related thereto; they may
trade for their own account or for third-party account in those securities, provide consulting or other services to the issuer of the
aforementioned securities or instruments or to companies related thereto or to their shareholders, executives or employees, or
may have interests or perform transactions in those securities or instruments or related investments before or after the publication
of the report, to the extent permitted by the applicable law.

TPCG Valores SAU or any of its affiliates’ salespeople, traders and other professionals may provide oral or written market
Commentary or trading strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore,
TPCG Valores SAU, or any of its affiliates’ proprietary trading and investing businesses, may make investment decisions that are
inconsistent with the recommendations expressed herein.

No part of the document may be (i) copied, photocopied or duplicated by any other form or means (i) redistributed or (jii) quoted
without the prior written consent of TPCG Valores SAU. No part of the report may be copied, conveyed, distributed or furnished
to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to
comply with these restrictions may breach the laws of the relevant jurisdiction.

For U.S. persons only:

This report is a product of TPCG, which is the employer of the research analyst(s) who has prepared the informative report. The
research analyst(s) preparing this report is/are resident(s) outside the United States (U.S.) and is/are not associated person(s) of
any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer and is/are
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations.

This report is intended for distribution by TPCG only to U.S. Institutional Investors and Major U.S. Institutional Investors, as defined
by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S.
Securities and Exchange Commission (SEC), in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a a US Institutional
Investors nor a Major U.S. Institutional Investor, as specified above, then he should not act upon this report and return it to the
sender. Further, this report may not be copied, duplicated and/or transmitted to any U.S. person, which is not a U.S. Institutional
Investor, nor a Major U.S. Institutional Investor.

In order to comply with the US regulations, our transactions with US Institutional Investors and Major US Institutional Investors are
effected through the US-registered broker-dealer Marco Polo Securities Inc. (“Marco Polo”). Transactions in securities discussed
in this report should be effected through Marco Polo or another U.S. registered broker dealer.

18-May-23 6



	Genneia outperforms in the power generation sector

