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Research Update:

Emgesa S.A. E.S.P. And Its Proposed Notes
Rated At 'BBB-'

Overview

* W received final docunentation of Engesa S. A E.S. P.'s debt issuance.

e W are assigning our 'BBB-' issuer credit rating and senior unsecured
rating to the conmpany's proposed 10-year notes.

e The conpany will issue notes in Col onbian pesos at a fixed 8.75%rate due
2021 and paynments in dollars at market rate.

Rating Action

On Jan. 25, 2011, Standard & Poor's Ratings Services assigned its 'BBB-'

i ssuer credit rating on Col onbi a-based power generator Engesa S.A. E. S.P. and
its 'BBB-'senior unsecured rating on the conmpany's Col onbi an peso (COP) 736.8
billion 8.75%nnotes with final naturity in 2021, followi ng receipt and review
of final documentation. The outl ook is stable.

The ratings on Colonbia's |argest power generator (in terns of installed
capacity), Engesa, reflects our assessnents of the conpany's business risk
profile as satisfactory and its financial risk profile as internediate.

From an anal yti cal perspective, we view the conpany's credit quality as
intertwined with that of its sister conmpany, Codensa S.A E. S.P. (not rated),
because of a high degree of integration between the two conpani es, shared
management, support units, and ownership, and the existence of interconpany
| oans to optinmize cash allocation and diversify financing sources. Therefore,
we follow a consolidated approach to the rating. Enpresa Naci onal de
Electricidad S. A, Chile (Endesa; BBB+/Stable/--) has 48.5% of Engesa's
capital stock and 56.4% of the voting shares and the right to appoint the
majority of the board of directors. Endesa Chile is an indirect subsidiary of
Endesa S. A (A-/Watch Neg/A-2), which is in turn controlled by Italian group
Enel SpA (A-/Stable/ A-2). Enpresa de Energia de Bogota S.A E. S.P. (EEB;
BB+/ St abl e/--) holds 51.5% of the capital stock in Engesa. the City of Bogota
(BBB-/Stable/--) controls 81.5% of EEB. Codensa has a sinmilar ownership
structure and final controlling stakes, but through different hol ding
conpani es.

Qur rating on Engesa is one notch above the foreign currency rating on
the Republic of Colonbia. This reflects our opinion that in a sovereign
default scenario on foreign currency obligations (including a significant
contraction of the GDP, a sharp deval uation of the domestic currency, rising
inflation, inability to adjust tariffs, and a | ack of new financing), the
conpany woul d be able to generate sufficient resources to nmeet all of its
financial obligations. Qur expectations about the conmpany nmaintaining its
financial obligations in donestic currency (even originally denoni nated or
after hedge agreenents with creditworthy counterparties), and its wllingness
to honor its obligations in a sovereign default scenario, are critical rating
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conponents.

The rating reflects our view of the conmpany's strong conpetitive
position, satisfactory free cash flow (FCF) generation ability, and prudent
| everage. Those factors are partly offset by Engesa's inherent volatile
profitability and cash flow due to its exposure to hydrol ogical risk and an
aggressive practice of paying dividend equivalent to 100% of net profits.

From a consol i dat ed standpoi nt (conbined figures), we expect cash flow
generation to remain solid, but volatile, supported by favorable near-term
econom ¢ growth prospects, although dependi ng on hydrol ogi cal conditions.
Assum ng about 3% annual growth in power demand and nornmal hydrol ogi ca
conditions (taking into account the proposed debt issuance), conbined funds
fromoperations (FFO to total debt should remain in the 30%-40% range, while
total debt to EBITDA credit nmetrics should be | ess than 2. 5x.

Liquidity

In our opinion, the conpany has an adequate |iquidity position, based on

signi ficant conbi ned cash bal ances, along with a snmooth, manageabl e debt
maturity profile, and good FCF generation ability. These attributes nmitigate

t he aggressive dividend paynents and the expected capital expenditures of nore
than COP700 billion annually in the next three to four years for Engesa and
Codensa.

As of Sept. 30, 2010, Engesa and Codensa had about COP740 billion in
aggregat ed cash and cash equival ents (about $350 million), exceeding the
short-term debt of about COP500 billion. However, we expect both conpanies to
continue refinancing nost of their principal maturities. W do not expect
di vi dend paynents to jeopardize the conpany's repaynent or refinancing
capacity. On the contrary, we expect certain flexibility in dividends and
capital expenditures in case of further unexpected financi ng needs or under
chal | engi ng refinancing market conditions.

Nei t her Engesa nor Codensa has financial covenants in its outstanding
debt instruments. Under the terns and conditions of the proposed notes, the
conpany woul d be obliged to offer to purchase the notes under certain
change-of -control events. In our view, a change of control is unlikely in the
medi um term

Outlook

The stable outl ook reflects our expectation that Engesa and Codensa woul d be
able to maintain financial performance commensurate with the rating
expectations, supported by a strong conpetitive position and good near-term
economnmi ¢ grow h prospects. Thus, FFO to total debt should exceed 30% and/ or
total debt to EBITDA of |less than 2.5x. W believe the rating upside is
limted at this point and woul d nost |ikely depend on material inprovenents in
Col onmbi a' s busi ness environment. W could | ower the ratings, however, if the
conpany assunes a nore aggressive |leverage that could lead to a deterioration
inits min credit metrics.
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Ratings List

Engesa S.A. E.S. P.
I ssuer credit rating BBB- / St abl e/ - -
Seni or unsecured rating BBB-

Conpl ete ratings information is available to RatingsDirect subscribers on the
A obal Credit Portal at ww. gl obal creditportal.comand RatingsDirect

subscri bers at www. ratingsdirect.com All ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col umm.
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