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Research Update:

Emgesa S.A. E.S.P. Outlook Revised To Stable

From Negative On Expected Parent Support; 'BBB’
Rating Affirmed

Overview

e W're affirming our 'BBB corporate credit and issue-level ratings on
Col onbi a- based power generator Engesa.

e W're also revising the outl ook on Engesa to stable fromnegative based
on our expectation that its controlling parent Enel Anericas S A
(BBB/ Stable/--) would support it in a scenario of sovereign stress.

» The stable outl ook on Engesa reflects our expectation that the conpany
will continue to post debt to EBITDA bel ow 2. 0x and funds from operations
(FFO to debt above 30%in the next two years, as well as our assessnent
that Engesa will remain a core subsidiary to Enel Anmericas and that the
latter's credit worthiness will not deteriorate in the next two years

Rating Action

On Aug. 31, 2017, S&P d obal Ratings revised the outl ook on Engesa S.A. E. S. P.
to stable fromnegative. At the sane tinme, we affirmed its 'BBB corporate
credit and issue-level ratings.

Rationale

The outl ook revision to stable reflects that we consider Engesa a core
subsidiary of Enel Anméricas, its controlling shareholder. W consider Ene
Anericas to be able and willing to sufficiently support Engesa even during
stress froma sovereign default. Therefore, the ratings on Engesa and the

outl ook now reflect those on its parent, and are no | onger capped by the
Republic of Col onbia (foreign currency BBB/ Negative/A-2; |ocal currency
BBB+/ Negat i ve/ A-2) sovereign ratings, according to our Goup Rating

Met hodol ogy. Enel Angéricas hol ds 56. 4% of Engesa's voting shares, while Enpresa
de Energia de Bogota S. A E. S. P. (EEB; BBB-/Stable/--) holds the ngjority

of its comopn stocks.

In applying our Group Rating Methodol ogy on Engesa, we incorrectly analyzed it
on a consolidated basis with its sister conmpany Codensa S.A. E.S.P (not rated)
to determine its stand-alone credit profile (SACP). Therefore, we're now

anal yzi ng Engesa on its own to deternmine its SACP. This new anal ysis changed
the conpany's financial risk profile to internediate fromnodest and its SACP
to 'bbb'" from bbb+, because Codensa has | ower debt |evels and overall |ow
financial |everage. But this change al one does not inpact the final ratings on
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Engesa.

Goi ng forward, we expect Engesa's SACP to be supported by a 14,544 gi gawatt
hour (GM) energy generation in 2017 that will result in EBITDA of

approxi mately Col onmbi an peso (COP) 1.9 trillion, with a 57% EBI TDA nargi n. W
expect Engesa to naintain its comercial strategy of selling the magjority of
its capacity through mediumtermcontracts with distributors and |arge
consuners, while keeping its spot nmarket sales and thernal capacity as a hedge
for hydrology risk, as seen during the El N fio climte pattern that started in
2015 and finished in md-2016. This strategy enabled the conpany to mtigate
the hydrology risk and nmaintain stable cash fl ow generation, posting a 7.5%

i ncrease in revenue from hi gher spot prices, debt to EBITDA of 2x, and FFO to
debt of 26% at the end of 2016.

Engesa i s the second-I| argest power generator in Colonbia by installed
capacity, providing power to about 20% of the national interconnected system
with 3,467 negawatts, of which 89%is hydro-based. The conmpany benefits froma
diversified asset base: it owns 13 power plants, of which 11 are hydro plants
and two are thermal plants (oil-gas and coal). Engesa al so benefits fromits

| arge and | ow cost hydropower generation, efficient operations (average
availability | evel of above 90%in the |last three years), and a stable

regul atory environnent.

Qur base-case scenario assumes the follow ng factors:

e In 2017 and 2018, respectively, Colonbian GDP growh of 1.7% and 2.2%
(increasing the denand for energy), and a consuner price index (CPl) of
4.0% and 3.8% (i nfluencing costs and energy prices).

 Energy revenue to decrease by 2% in 2017, follow ng the plunge of spot
mar ket prices in uncontracted energy sales, to an average of COP129/ kW
in the first quarter of 2017 from over COP650/kWh in the first quarter of
2016. A nore favorabl e hydrol ogy conbined with a | ower hydrocarbon
commodity price pronpts this decrease

e Inmprovenent of EBITDA margins to 57%in 2017, based on normal hydrol ogy.

 Capital expenditures (capex) of about COP300-450 billion in the next two

years, mainly for mai ntenance of Engesa's thermal plants and expansi on of
the Ternozipa plant's useful life; and

A 100% di vi dend payout .

Based on these assunptions, we expect the following credit netrics for 2017
and 2018:

* Net debt to EBITDA bel ow 2. 0x;

e FFO to net debt of 25%in 2017 and above 30% after 2018; and

» Free operating cash flow (FOCF) to debt above 15%

Liquidity

We assess Engesa's liquidity as adequate. W expect consolidated liquidity
sources to exceed uses by at least 1.2x in the next two years, which provides
protecti on agai nst adverse events. W al so expect sources to exceed uses even

i f EBITDA declines by 15% The conpany can al so retain discretionary cash by
reducing its large dividends. In addition, Engesa isn't subject to financial
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covenants on its outstanding bonds as long as it is rated in the investnent
grade category.

Principal liquidity sources:
e Cash bal ance and short-terminvestnents of COP103 billion as of June 30,
2017; and

e FFO of about COP1.2 trillion.

Principal liquidity uses:
e Short-term debt of about COP209 billion as of June 30, 2017;
 Mai nt enance capex of about COP160 billion; and

* Fl exi bl e dividend payout.

Outlook

The stabl e outl ook on Engesa reflects our expectation that the conmpany will
remain a core subsidiary to Enel Americas and that the parent will support it
in case of sovereign stress. It also reflects our view that Engesa will
continue to post debt to EBI TDA bel ow 2. 0x and FFO to debt above 30% over the
next few years.

Downside scenario

We coul d | ower our ratings on Engesa upon a downgrade of its parent. We could
revi se Engesa's SACP downward if its financial risk profile deteriorates, due
to, for exanple, a nore aggressive comercial strategy in the midst of worse
hydr ol ogy conditions or a nore aggressive expansion plan, leading to a
debt -t o-EBI TDA ratio of nmore than 3.0x and FFO to debt of |ess than 30%
consistently in 2017 and 2018.

Upside scenario

A positive rating action on Enel Anmericas could lead to a similar action on
Engesa. Additionally, a consistent inprovenment in Engesa's financial ratio,
with debt to EBI TDA bel ow 1.5x and FFO to debt above 45% could lead to an
upgr ade.

Ratings Score Snapshot

Corporate credit rating: BBB/ Stable/--

Busi ness risk: Satisfactory

e Country risk: Mdderately high
 Industry risk: Moderately high
 Conpetitive position: Satisfactory

Fi nancial risk: Intermediate
 Cash flow Leverage: Internediate
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Anchor: bbb

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

« Managenent and governance: Satisfactory (no inpact)
 Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: bbb
Group credit profile: bbb

Entity status within group: Core

Related Criteria

* General Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Corporates - Ceneral: Methodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers, Dec. 16, 2014

e Criteria - Corporates - Industrials: Key Credit Factors For The
Unr egul at ed Power And Gas | ndustry, March 28, 2014

e General Criteria: Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ust nents, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013

e CGeneral Criteria: Group Rating Methodol ogy, Nov. 19, 2013

* CGeneral Criteria: Ratings Above The Sovereign--Corporate And Governnent
Rati ngs: Methodol ogy And Assunptions, Nov. 19, 2013

* General Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

» CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

* CGeneral Criteria: Stand-Alone Credit Profiles: One Conmponent O A Rating,
Cct. 1, 2010

» CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each
| ssue, April 15, 2008

Ratings List
Ratings Affirmed

Engesa S.A. E. S. P.
Seni or Unsecur ed BBB
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Ratings Affirned; CreditWtch/Qutlook Action
To From
Engesa S. A. E S . P.
Corporate Credit Rating BBB/ St abl e/ - - BBB/ Negat i ve/ - -

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

i nfornati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at wwww. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on the S& d obal Ratings
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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