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FY 2016 FY 2017 LTM 3Q18

(CFO pre WC
+ Interest) /
Interest

4.8x 5.2x 5.2x

CFO pre WC /
Debt

20.8% 20.8% 20.2%

Debt / EBITDA 3.1x 3.6x 3.8x

[1] All ratios are based on 'Adjusted' financial
data and incorporate Moody's Global Standard
Adjustments for Non-Financial Corporations.
Source: Moody's Financial Metrics™
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Empresas Publicas de Medellin E.S.P
Risks remain following successful closure of Ituango control
gate.

Summary
Empresas Publicas de Medellin E.S.P.'s (EPM, Baa3 negative) landmark Ituango hydro project
continues to weigh negatively on the company's credit profile. The more recent event
relates to the sooner than expected closure of one of the two control gates where water is
flowing from the powerhouse. Lower levels of water flow downstream from the project can
potentially have social implications to the neighboring population and increase costs.

The closing of the control gate, which has been successful in terms of structural issues to the
project, occurred January 16. The objective is to slow down the outflow of water and ensure
the reservoir level is at least at the 385 meter above sea level threshold. This minimizes any
potential structural issue to the project, and ultimately reduces safety risks to the population,
the environment, and to the long-term viability of the project.

The sooner than expected schedule is largely a result of the combination of lower levels of
water inflow in the Cauca River during summertime and the discovery of an opening at least
18 meters long found close to the water intake tunnels. The closure process follows other
important milestones, such as the near completion of the plastic-concrete wall in the dam
and the previous use of the spillway during 47 days until late December 2018. Closure of the
first of two control gates was done in coordination with federal authorities to minimize any
environmental, social, or economic implications to the population living downstream from
the project.

Exhibit 1

Lower water inflow is causing reservoir levels to decline
Ituango hydro project
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EPM's studies indicate the water flowing downstream from the remaining control gate is still sufficient to avoid any environmental or
social impact on the population living downstream. We believe the combination of these events have however increased social and
environmental risks, and with that, the exposure to higher costs or the application of fines. This is because there is a possibility that
closure of the remaining control gate may eventually be necessary before the reservoir levels return to the 405 meter above sea level
mark, when water flows downstream through the spillway. That can potentially lead to very low water levels downstream, exposing the
company to costs related to social and environmental implications or of developing an alternative solution that preserves minimum
water outflow.

Plan is to eventually stop the water flow through the powerhouse
The next steps to get the project back on its tracks for recovery and completion involve stopping the outflow of water in the
powerhouse and assessing eventual damages. According to the company, commissioned expert consultants suggest the sudden closure
of the control gates of the powerhouse could potentially cause its ceiling to collapse due to air pressure. In response, ongoing works
involve the opening of small entrances in the powerhouse walls to increase the airflow and avoid suction that places pressure over key
structures.

Initially, closure of one of the two control gates was scheduled to occur in late January at the earliest. However, the lower than
expected water inflow, combined with the discovery of an opening at least 18 meters long near the water tunnel intake system, has
accelerated the plan. To mitigate risks related to this opining, the company opened four holes to allow air to enter the opening during
closure of the first control gate. Closing of the control gates diminishes scouring and reduces risks to the project infrastructure. While
the company has said the opening does not pose additional security risks to the existing infrastructure or neighboring population, it is
evidence of damage that will eventually have to be repaired.

Lower water flow downstream increases exposure to social and environmental risks
The lower water outflow from the project can potentially have social and economic implications to the population living downstream.
It can potentially impact day-to-day life of the population, including navigation and transportation as well as to the volume and quality
of water supply. Economic implications will relate to the impact on the population living off the mining and fishing industries. EPM and
regulatory authorities will continue to monitor the situation to minimize and assess any environmental or social implication. The extent
of potential costs or fines to EPM, if any, is unclear.

Downside risks remain elevated
The original cause of the geological events that led to the obstruction of tunnels at the Ituango hydro project, and subsequent
unexpected events which have caused the temporary suspension of completion works, remain unknown. A report commissioned by
EPM with an outside expert consultant, initially scheduled to be delivered in December 2018, is currently delayed. The expectation is
that the study will be finalized by mid February 2019. The extent of structural damage to the powerhouse or its equipment as a result
of water flow is also uncertain. The company's expectation is that the first unit will not generate energy before December 2021 and
that cost overruns, including capitalized interest, are not higher than 23% of the original budget.

Credit view relies on successful asset divestment program
The asset sales program announced in Q3 2018, expected to raise between $1.15 and $1.35 billion, will help maintain leverage as
measured by Debt to EBITDA below 4.0x in 2019. Absent significant third-party or environmental liability, the reduction in capital
spending and completion of the asset sales program within the envisioned amounts should enable the company to reach debt/EBITDA
below 3.5x by 2020, once distribution revenue picks up following important tariff reviews, other ongoing projects become fully ramped
up, and the dividend policy is adjusted to 40% of net income as of 2020 from an average 60% of net income between 2014-219.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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The Ituango hydro project

Located in the department of Antioquia, Colombia, and benefiting from the water flow of the Cauca River, the Ituango hydro project is
designed to have a total installed capacity of 2,400 MW, with first phase COD initially expected to be reached in November 2018, with 300
MW. Full 1,200 MW of Phase 1 capacity was expected by August 2019. Phase 2 was initially programed to reach COD in 2021. Construction on
the project began in 2011.

The project was conceived under a company named Hidroelectrica Ituango S.A. E.S.P., which is owned in majority by the Department of
Antioquia through the Instituto para el Desarrollo de Antioquia (IDEA, 50.74%), with EPM (46.33%), and minority shareholders (2.93%)
holding the remaining shares. Concomitantly, EPM signed a Build, Own, Operate, Maintain, and Transfer (BOOMT) agreement with
Hidroelectrica Ituango S.A. E.S.P. for a period of 50 years. Under the agreement, EPM is responsible for the project completion (hence all the
debt) and will benefit from the rights of all revenues for the 50-year period, upon when the rights are transferred back the Hidroelectrica
Ituango S.A. E.S.P.

On April 28, 2018 EPM announced that unexpected geological events at the Ituango hydro project site led to the obstruction of one of
the tunnels that diverts water from the Cauca river downstream from the project. Since then, works on the project have been limited to
overcoming the emergency event, including raising the dam height and reinforcing its structure, permanent closing of the diversion tunnels
and auxiliary diversion galleries, and minimizing environmental, social, and economic implications of the neighboring population.

Moody’s related publications
Credit Opinion

» Empresas Publicas de Medellin E.S.P.: Update to credit analysis, 27 August 2018 (1130091)

Issuer Comment

» Empresas Publicas de Medellin E.S.P.: Ituango Incident further weighs negatively on EPM's credit profile, 18 May 2018 (1125728)
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