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Empresas Publicas de Medellin E.S.P. (EPM) (/gws/en/esp/issr/86106500)

Fitch Expects to Rate Empresas Publicas de Medellin's Proposed Bond 'BBB+(exp)'

Fitch Ratings-Chicago-19 October 2017: Fitch Ratings has assigned an expected rating of 'BBB+ (exp)' to Empresas Publicas de
Medellin ESP's (EPM) proposed issuance of senior unsecured notes due 2027. The 10-year notes will be denominated in
Colombian pesos, payable in U.S. dollars (USD), and will carry a fixed rate. The proceeds will be used to refinance up to USD
1,000 million of existing debt under a credit agreement dated Dec. 29, 2015, with maturity on Dec. 29, 2020, between EPM and a
group of seven international banks (the Club Deal Loan). The notes will rank pari passu in priority of payment with all other EPM
senior unsecured debt and will be rated the same as the company's other senior unsecured obligations. 

At closing the issuance amount will be converted into an initial equivalent Colombian Peso (COL) amount based on the then
current exchange rate. The COL amount payable in respect of principal and interest obligations will be converted to USD based on
the local exchange rate prevailing at that moment. Payment of the notes is therefore exposed to exchange rate fluctuations, and
payment of principal and interest can decrease in USD terms if the Colombian peso depreciates. 

EPM's ratings reflect the company's low business risk resulting from its diversification and characteristics as a utility service
provider. EPM is the largest electricity generator in Colombia and exhibits a diversified portfolio of utility businesses that include
electric generation, transmission and distribution, water and sewage services, natural gas distribution, and garbage collection and
disposal services. The company's ratings also reflect its solid credit protection measures supported by moderate historical and
projected leverage, healthy interest coverage and an adequate liquidity position. EPM's ratings also reflect the company's
somewhat aggressive growth strategy as well as its exposure to regulatory risk, which is considered low. 

KEY RATING DRIVERS 

Low Business Risk: EPM's low business risk profile stems from its natural monopoly position as the main supplier of electric power,
water and natural gas services to Medellin's metropolitan area. The company is one of the largest generators of electricity within
Colombia, accounting for more than 20% of the country's installed capacity. EPM's electricity distribution assets reach a network of
approximately 6.3 million customers in six states in Colombia and four other countries. The company provides water services to
1.15 million users. This diversification provides EPM with a stable and predictable cash flow stream, primarily derived from
regulated utilities, which offsets some of the company's exposure to hydrology risk. 

Strong Credit Metrics: EPM's financial profile is strong, characterized by healthy cash flow generation, moderate leverage and
healthy interest coverage and liquidity. As of the last-12-months (LTM) ended June 30, 2017, EPM's consolidated EBITDA of
approximately COP 4 trillion (USD1.4 billion) and total consolidated financial debt of approximately COP 16.5 trillion (USD5.4
billion) resulted in a gross leverage ratio of 3.9x during this period, as per the calculation methodology employed by Fitch, down
from 4.8x registered LTM June 2016. The company's capital structure has recovered from the impact of last year's El Nino and the
unplanned Guatape outage, one if its largest hydroelectric generation plants (560 MW). Fitch expects EPM's credit metrics to
continue to deleverage to 3.6x by FYE 2017 and to average around 3.1x during 2018 to 2020, in line with the rating category as its
expansion projects commence operations. 

Aggressive Growth Strategy: EPM's growth strategy is considered somewhat aggressive and is aimed at increasing consolidated
revenues and EBITDA by investing in related businesses both within Colombia and abroad. The company's goal is to reach an
EBITDA of COP12.6 trillion by 2025. This implies that the company's size will more than double over the next decade. Fitch
expects free cash flow to be negative in 2017 to 2019 as the company funds its large capex program, which is expected to average
28% of projected sales during this period. In 2020, Fitch expects FCF to turn positive in the neighborhood of COP 590 billion as
capex diminishes (and assuming no acquisitions) and should contribute to further deleveraging. Fitch expects EPM's debt to
increase to an average of COP 20 trillion in 2017 to 2019 as the company finances a portion of its investments with debt.  

Electricity Business to Grow: Approximately 80% of the EPM's 10-year investment plan will go towards generation, distribution,
transmission and gas distribution and the balance will go mostly to the water segment. Among the largest investment projects is
the construction of the Ituango hydroelectric generation plant. This plant will have 2,400 MW of installed capacity project and is
estimated to cost COP11.4 trillion. Ituango should contribute approximately COP 2.2 trillion to EPM's consolidated EBITDA by
2025 (22% of projected total EBITDA). As of June 2017, Ituango's construction progress was 71.5% complete with approximately
COP6.7 trillion invested to date. The first phase (1200 MW) will start gradually operating with 300 MW coming on line in November
2018 and the remaining 900 MW coming on line during 2019. The second phase of Ituango is expected to become operational
between 2021 and 2022. 

https://www.fitchratings.com/gws/en/esp/issr/86106500
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Moderate Regulatory Risk Exposure: EPM's exposure to regulatory risk is considered low. The bulk of EPM's consolidated
revenues are generated either by regulated tariffs or medium-term contracts. The latter exposes the company to potentially
sustained low electricity prices. Historically, Colombian regulatory entities have ruled independently from the central government
and have provided a fair and balanced framework for both companies and consumers. Fitch expects regulatory changes over the
coming months to have a neutral impact on the company's cash flow generation and financial profile. Future regulatory changes
are expected to be aimed at adding transparency to the market and the regulatory framework overall. EPM's diversified business
profile further mitigates the company's regulatory risk as a simultaneous tariff decrease across all businesses is unlikely. 

DERIVATION SUMMARY 

EPM's ratings are well positioned relative to national and international peers in the Utilities' space rated by Fitch (CFE BBB+;
EMGESA, BBB). Its business diversification across business sectors and geographies, with approximately 45% of consolidated
EBITDA coming from a regulated and stable business such as the distribution of electricity contribute to a solid and predictable
cash flow generation and offsets partially the higher level of cash flow volatility that may arise in the generation business,
particularity during low hydrology years. EPM's expected deleveraging trend in 2017 to 2020 will allow the company to maintain a
credit profile in line with other BBB category rated companies in the region, such as CFE and Emgesa.  

KEY ASSUMPTIONS 

Neutral Regulatory Changes: EPM's ratings assume that the currently proposed regulatory changes do not materially impact the
company's cash flow generation going forward, nor will it significantly increase capital investment requirements on its regulated
businesses. 

Stable Dividends to Medellin: Dividends to the City of Medellin average 55%. 

Ituango's First Phase Online in 2018: Ituango's first phase come on line at the end of 2018 with half of its capacity that is 1,200
MW, which lowers electricity prices in the country by at least 10%.  

No Major Acquisition in the Short Term: EPM's ratings do not assume additional major acquisitions in the short term. The
company's credit metrics could deteriorate beyond its rating triggers depending on how additional acquisitions are financed. 

RATING SENSITIVITIES 

A negative rating action could result for any combination of the following factors; a steep decrease in electricity prices, coupled with
low generation and poor electricity demand; failure to maintain leverage below 4x in the next 12 months, increasing leverage on a
sustained basis to above 3.5x, an overly aggressive investment and/or acquisition strategy that impacts the leverage metric above
the 3.5x threshold; and increasing intervention from the municipality of Medellin, EPM's owner. 

An upgrade is not likely in the short to medium term given the company's current credit metrics, large capex program, and
aggressive growth strategy.  

LIQUIDITY 

The company's adequate liquidity position is characterized by a manageable maturity schedule and satisfactory cash on hand of
approximately USD358 million as of June 2017. EPM's short-term debt as of June 30, 2017 amounted to USD706 million, an
amount satisfactorily covered with cash on hand and FFO of USD 1billion as of LTM June 2017. The company's dividend policy
has been moderate and is currently not considered a credit constraint. EPM has transferred on average 55% of its net income to
the city of Medellin in the form of dividends. EPM's transfers to Medellin have historically represented approximately one third of
the city's revenues. Although not considered likely in the near term, an increase in the company's dividend distribution policy could
pressure its free cash flow generation, which is already expected to continue being negative over the short to medium term due the
company's investment plans. 
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permission. All rights reserved. In issuing and maintaining its ratings and in making other reports (including forecast information),
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cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by future
events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed.  
The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or
warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an
opinion as to the creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and
methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product of
Fitch and no individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address the risk of
loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any
security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in, but are not solely
responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating
is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its
agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole
discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any
security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-
exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors,
other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable
currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to
US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not
constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed under the United
States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any
particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available to
electronic subscribers up to three days earlier than to print subscribers.  
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license
(AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published
by Fitch is not intended to be used by persons who are retail clients within the meaning of the Corporations Act 2001  
Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this Rating Action Commentary (RAC) by the obligatory being
rated or the issuer, underwriter, depositor, or sponsor of the security or money market instrument being rated, except for the
following:

Endorsement Policy - Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by
regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit rating
agencies, can be found on the EU Regulatory Disclosures (https://www.fitchratings.com/regulatory) page. The endorsement status
of all International ratings is provided within the entity summary page for each rated entity and in the transaction detail pages for all
structured finance transactions on the Fitch website. These disclosures are updated on a daily basis.
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