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TGS & TGN receiving 675% tariff
Increase
Trade Book

Open Trades

Rationale

Buy Open Price: USD12.17 . We expect the transitional increase in natural gas
TGS 6-mo Target Price: USD22 Opening Date:  transportation tariff to boost TGS and TGN 2Q24 results.
or 11/03/24 However, we expect TGS to show stronger results than
TGSU2 6-mo Target Price: ARS4,700 TGN on the back of higher revenues from the Liquids and
. Midstream and Other services businesses. For this reason,

TGNO4 Open Price: ARS843 Opening Date: ~ we recommend a tactic move of increasing exposure to

05/09/23 TGS over TGN.

6-mo Target Price: ARS2,800

On April 34, the ENARGAS (The National Natural Gas Regulatory Entity) announced a new transitional
increase in natural gas transportation tariff of 675%. It will help to compensate for the accumulated
inflation between April-22 and April-24. The last tariff increase was 95% a year ago. Until the
completion of the new RTI (Integral Tariff Revision), tariffs will adjust monthly, according to an index
that is comprised of the monthly variations of private sector wages index, the wholesale price index
and the construction cost index published by the INDEC. In addition, TGS will have to commit a capex
plan of ARS27,690mn (USD32.4mn) while TGN of ARS19,150mn (USD22.4mn), adjusted by the same
indexes. In our view, they do not look like a significant amount considering FY23 Capex, which was
USD302.4mn for TGS and USD79.6mn for TGN.

TGS and TGN revenues will jump in 2Q24, while 1Q24 revenues will be weaker than 4Q23. In FY23,
TGS’s revenues from natural gas transportation were down by 22% yoy to ARS99,052mn, reaching a
record low of USD122.5mn. Due to the lack of tariff adjustment in line with inflation, revenues have
been down from USD410mn in FY18. The EBITDA margin decreased to 53% in FY23 from 70% in
FY18. Likewise, TGN’s revenues dropped by 22% to ARS99,437mn (USD123mn), 70% below FY18
levels. The EBITDA margin shrank to 13% in FY23 from 65% in FY18. TGN’s net income was negative
in FY21 and FY22. In FY23, it turned positive thanks to the income from commercial compensation, in
which YPF must pay USD190.6mn in 4 annual installments from February 1%t, 2024, until 2027.

Figure 1: With the new transitional tariff increase and subsequent monthly
adjustments, TGN & TGS natural gas transportation profitability levels will
revert to pre-pandemic levels
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Source: TPCG Research estimates based on TGS and TGN’s FFSS, figures converted into USD at the EOP FX.
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While TGN is only focused on the natural gas transportation business, TGS is also involved in the liquids
business, producing ethane, propane, butane, and natural gasoline, and midstream business, which comprise
natural gas transportation and conditioning services at Vaca Muerta, and Nestor Kirchner’s pipeline operation,
maintenance, and complementary works. These other businesses helped TGS to offset natural gas
transportation declining revenues in the past years, mainly due to the high international price environment for
liquids.

YTD TGNO4 outperformed TGSU2, with a total return of 566% vs. 362%, respectively. Now that the price
differential between TGNO4 and TGSU?2 is at lows, we prefer moving from TGN04 to TGSU2. We believe that
at this level TGSU2 price will increase more rapidly than TGN04, as TGS’s shares are more liquid than TGN'’s.
The number of shares floating of TGS is higher than TGN and TGS also accounts for ADRs in NYSE. Other
factors that should help TGS’s share to remain on the rise are:

e the announcement of the completion of two modular conditioning plants, each with a treating
capacity of 6.6MM3/d of natural gas to increase Tratayen’s conditioning capacity. Also, if TGS
moves forward with the project to build 5 additional modular conditioning plants, a polyduct and
fractionation plant.

e TRAGAS 6.75 2025 successful liability management

e TGS showing stronger results than TGN on the back of a stronger yoy performance in the liquids
business, because of higher export volumes sold and a more competitive FX than last year.

Although we currently recommend TGS over TGN, TGN fundamentals are solid, with low indebtedness levels
and strong liquidity, which gives the company an ample margin to incur in new investment projects. In FY23,
TGN total debt was USD70.7mn. TGN already canceled local debt with Banco de Galicia y Buenos Aires and
Banco Macro. Currently, the debt outstanding is comprised of a 1.5% USD55mn loan maturing in October
2024 and USD343K loan to pay imports maturing in June 2024 both with Itat Unibanco S.A. Nassau Branch.
As of Dec-2023, cash + cash equivalents + ST investments were USD90mn, more than covering short-term

debt.

Regarding TGN’s growth potential, it set up a new subsidiary, Gasoducto Vicufias S.A.U., to build a new
pipeline that supplies miner companies, mainly focused on lithium production, with natural gas in the north of
Argentina. In the long run, Argentina could export natural gas to Chile through the Tres Cruces pipeline, which
went out of use, but first, the last stage of the reverse of the North gas pipeline should be completed. With
this in mind, TGS growth prospects seem more tangible in this year than TGN.

TGS ADR has already reached our target price of USD17, which we recommended on March 11, 2024, when
it was at USD12.17, just 24 days ago. At that time, we were cautious about when and at what rate ENARGAS
would grant TGS and TGN the tariff adjustments. In view of the more favorable scenario for the companies,
we update TGS ADR target price to USD22, TGSU2 to ARS4,700 and TGNO4 to ARS2,800.

Figure 2: We expect TGSU2 performance to outpace TGNO4
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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.
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