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Research Update:

Emgesa Ratings Raised To 'BBB' From 'BBB-'; Off
Watch Positive

Overview

e Col onbi a- based power generator Engesa benefits from an inproving business
envi ronnent and enjoys a solid market position, good operating efficiency
and expected healthy consolidated financials in spite of relatively high
capital expenditures and divi dend paynents.

W are raising the rating on Engesa to 'BBB from'BBB-' and renoving it
from Credi tWatch where it was placed on April 30, 2013, with positive
i mplications.

e The stable outlook reflects the growi ng demand for power in Col onbia,
expect ed good operating perfornance and expected healthy financials.

Rating Action

On May 30, 2013, Standard & Poor's Ratings Services raised its corporate
credit ratings on Engesa S.A. ESP (Engesa) to 'BBB' from'BBB-' and renoved it
from CreditWatch where it was placed on April 30, 2013, with positive

i mplications. The outl ook is stable.

Rationale

Qur ratings on Col ombi a's second-| argest power generator by installed capacity
Engesa reflect our assessnment of the conpany's business risk profile as
"satisfactory" and its financial risk profile as "internediate," as our
criteria define these terns. W view the conpany's credit quality as
integrally linked with that of its sister conpany, Colonbia's |argest electric
di stribution conpany CODENSA S. A. E. S.P. (CODENSA; not rated), because of
their significant integration, including shared nanagenent, support units, and
owner ship, and the exi stence of interconpany |oans to optim ze cash allocation
and diversify funding sources. Therefore, we follow a consolidated approach to
assigning the rating.

The ratings on Engesa reflect our view of both Engesa and CODENSA' s strong
conpetitive position in their respective markets, strong consolidated cash
flow generation and relatively | ow debt. These factors mnitigate Engesa's
relatively volatile profitability and cash flow given its exposure to
hydr ol ogi cal risk, aggressive capital expenditures (capex) in the power
generation segnent and dividend policy (100% of its net profits). W expect
consol i dated cash-fl ow generation to remain healthy with funds from operations
(FFO to total debt will likely remain at 35% 45% and debt to EBI TDA at | ess
than 2.0x. These expectations include Engesa's new 400MWV hydroel ectric pl ant
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QUI MBO, which we expect to be fully operational by 2015, and which will add
about 2,200 GW per year of |ow cost power generation, which should increase
its total power generation by about 15%

Enpresa Naci onal de Electricidad S.A Chile (Endesa Chile; BBB+/ Stable/--) and
Cono Sur Participaciones S.L. (not rated) jointly hold 48.5% of Engesa's
capital stock. Endesa Chile has the right to appoint a nmajority of Engesa's
board of directors pursuant to an agreenent between them and together with
Cono Sur Participaciones S.L. holds 56.4% of Engesa's voting shares. CODENSA
has a simlar ownership structure and final controlling stakes, but through

di fferent hol ding conpanies. Enersis S.A (BBB+/ Stable/--), a Chilean hol ding
conpany with investments nmainly in power generation and electricity
distribution in Latin Arerica, holds a 60%in Endesa Chile. Spanish utility
Endesa S. A. (BBB+/ Negative/ A-2) owns 60. 6% of Enersis.

Liquidity
We believe liquidity is "adequate" and shoul d nmeet consolidated needs over the
next two years. Qur assessnent includes:

* Sources (including FFO and cash balances) will likely exceed uses by at
| east 1.2x over the next two years;
» Sources will likely exceed uses, even if EBITDA were to decline by 20%

e Very good access to the credit nmarkets, especially in Colonbia; and
« No financial covenants.

Al so, significant consolidated cash bal ances of above Col onbi an peso (COP) 500
billion (about $270 mllion), along with strong cash flow from operations of
at least COP 1,500 billion (about $800 nmillion) would all ow Engesa to face
relatively high capex of about COP 1,000 billion (about $500 mllion) and
distribute 100% of its net income while maintaining a total debt to EBI TDA
bel ow 2. 0x and benefitting froma snmooth debt maturity profile during 2013.

Outlook

The stable outl ook reflects the growi ng demand for power in Col onbia of at

| east 3% per year, Engesa's and CODENSA' s good operational perfornance, with a
consol i dated EBI TDA nargin at about 50% and expected healthy financials with
total debt to EBITDA below 2.0x in spite of relatively high capex and di vi dend
paynments. A positive rating action is linmted by the rating on Col onbia as we
consi der that the conpanies' financial condition could be significantly
weakened in a sovereign default scenario. We could lower the ratings if the
conpani es adopt a nore aggressive business expansion strategy, increase cash
fl ow upstreamto sharehol ders through dividends or through capital reduction
resulting in | everage |evels exceedi ng 3. 0x.
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Related Criteria And Research

» Met hodol ogy: Busi ness Ri sk/Financial R sk Matrix Expanded, Sept. 18, 2012

e Accept Al | ChangesShown " Met hodol ogy And Assunptions: Liquidity Descriptors
For d obal Corporate Issuers", Sept. 28, 2011

e 2008 Corporate Criteria: Analytical Methodology, April 15, 2008

Ratings List

Upgr aded; CreditWatch/ Qutl ook Action

To From
Engesa S. A, E. S. P
Corporate Credit Rating BBB/ St abl e/ - - BBB- / Wt ch Pos/ - -
Seni or Unsecured BBB BBB- / Wat ch Pos

Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal credi tportal.com and at www. spcapitalig.com Al 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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