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New York, March 10, 2020 -- Moody's Investors Service ("Moody's") has affirmed the Baa3 global scale issuer
and senior unsecured ratings assigned to Empresas Publicas de Medellin E.S.P (EPM). The baseline credit
assessment (bca) of 'ba1' has also been affirmed. The outlook remains negative.

Issuer: Empresas Publicas de Medellin E.S.P

..Affirmations:

....LT Issuer Rating: Baa3

.Senior Unsecured (Foreign): Baa3

.Senior Unsecured (Domestic): Baa3

The outlook remains negative

RATINGS RATIONALE

The affirmation of the bca of ba1 reflects the confirmation from Autoridad Nacional de Licencias Ambientales --
ANLA, the national authority for environmental licenses, that the company is authorized to progress with
construction works at its Ituango hydro plant, a credit positive. Following the emergency situation of April 2018,
among other measures, ANLA issued resolution 820 which restricted works on the project to (1) monitoring
measures and the monitoring plan; (2) dismantling activities necessary to overcome risk; and (3) activities,
environmental measures, and engineering and civil works required to prevent and mitigate risks. While the
resolution remains in place, ANLA agreed with EPM's interpretation that the best way to mitigate risks to the
project's physical structure and to the communities downstream is to continue to advance with project works,
given that currently the spillway is the only structure in place to release water from the reservoir downstream,
and the fact that the spillway was never designed to be the only structure in place to release water. The ability
to continue to advance with project works decreases the risk of further project delays, and hence, overruns.
That being said, the fact that resolution 820 remains in place still presents a key risk.

On February 19 2020, EPM presented ANLA with an updated report on the current situation of the risks at the
construction site of the Ituango project, requesting an authorization to move forward with installation of
generation turbines, explaining that it is necessary because the use of the spillway alone introduces risks to
communities downstream. EPM stated that allowing the installation and generation of energy from these
turbines would reduce structural risks to the spillway.

On March 2 2020, ANLA published a letter answering EPM's request, stating that according to resolution 820
issued in June 2018 all works necessary to overcome the emergency situation, prevent and mitigate safety
risks, as well as to guarantee the integrity of the project, were never suspended. Thus, in its letter, ANLA stated
that the resolution issued in June 2018 was sufficiently precise and specific in indicating which are the activities
subject to suspension and that no additional authorization was required.

The rating affirmation also reflects EPM'S large scale and consolidated revenue base diversified by sector,
with the more stable electricity distribution business being the most important EBITDA contributor, with a share
of 45% up until September 2019. The rating affirmation reflects the expectation that leverage as measured by
debt to EBITDA will stay close to 4.0x over the next 12 to 18 months. EPM has already received the
notification that it is entitled to insurance indemnifications for damage coverage -- having received COP495
billion in 2019 -- with the expectation to receive about COP1.9 trillion until 2021. EBITDA in 2019 also
increased at a higher pace than expected, as a reflection of higher revenues particularly related to the tariff
review process for its Colombian distribution companies, the ramping up of certain water assets and very
important cost savings.

Affirmation of EPM's issuer rating and senior unsecured rating of Baa3, considers the potential for
extraordinary support by its by its majority shareholder, the City of Medellin (Baa2 stable), on top of its



standalone credit profile. The ratings consider the 'Strong' support and 'Very High' dependence to the City of
Medellin.

Our ratings continue to factor in EPM's guidance that 300MW (phase 1) will be in operations until the end of
2021, that it will receive insurance coverage proceeds related to damages of COP1.9 trillion until the end of
2021, and that total capex for the Ituango Project will be of around COP15.3 trillion, which represents a 34%
increase over the initial budget. Under this scenario, we expect total Moody's-adjusted debt to peak at around
COP24 trillion by year-end 2021. Within this scenario, we expect leverage measured by total Moody's-adjusted
debt-to-EBITDA to peak at 3.9x by year-end 2020 and decline to 3.5x by 2022. We expect [CFO pre WC /
Debt] and interest coverage, measured by [CFO pre WC + Interest Expense ]/ Interest Expense, to reach 18-
19% and 4.0x, respectively, by 2022.

RATINGS OUTLOOK

The negative outlook reflects the risks that still remain to the leverage trajectory given the uncertainties
regarding the Ituango hydro plant, including the degree of damage to existing infrastructure, cost overruns for
completion, insurance reimbursements, and total costs and potential fines related to social and environmental
consequences. The risks to leverage trajectory are magnified by the fact that the company achieved only 20%
progress of the previously announced divestment plan, which is not expected to move forward.

WHAT COULD CHANGE THE RATING - UP /DOWN

The outlook can be revised to stable upon conclusion of overall damage assessment of Ituango with a clear
path to resumption of completion of construction works, including the conclusion of the independent engineer
report with the full lifting of the restrictions imposed by ANLA. Quantitatively, a positive action can occur upon
clear indications that Debt to EBITDA will be below 4.0x by 2020, with [CFO pre WC / Debt] and [CFO pre WC
+ Interest Expense ]/ Interest Expense reaching above 17% and 3.5x, respectively, on a sustainable basis.

The rating could be downgraded should overall third party liability or environmental expenses cause significant
pressure on credit metrics and/or if further incidents at Ituango cause additional environmental damage, third-
party liability expense, or permanent/irreversible damage to the project's infrastructure. Negative rating
pressure will arise upon indication of further cost overruns, further delays, or potentially project cancellation,
leading to a perception of Debt to EBITDA remaining above 4.0x beyond 2021, with [CFO pre WC / Debt] and
[CFO pre WC + Interest Expense] / Interest Expense kept below 17% or 3.5x. A perception of lower support
from the Municipality of Medellin would also exert negative rating pressure.

Headquartered in Medellin, Colombia, EPM is a multi-utility vertically integrated public service group operating
in energy generation, distribution and transmission; natural gas distribution; water and sanitation; solid waste
management; and telecommunications. For the 12 months ended September 2019, 77% of the company's
EBITDA was derived from the electricity distribution (43%) and energy generation (34%) segments. The
company benefits from 37 power generation plants, which generated 16,095 gigawatt hours in 2018 through a
combined installed generation capacity of 3,689 MW. EPM also serves 6.6 million consumers in the distribution
segment. Apart from providing its own services, the group also holds ownership stakes in controlled and
noncontrolled subsidiaries located in Colombia and abroad (mainly Chile, Panama, El Salvador, Guatemala
and Mexico).

The methodologies used in these ratings were Unregulated Utilities and Unregulated Power Companies
published in May 2017, and Government-Related Issuers Methodology published in February 2020. Please
see the Rating Methodologies page on www.moodys.com for a copy of these methodologies.

REGULATORY DISCLOSURES

For ratings issued on a program, series, category/class of debt or security this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series,
category/class of debt, security or pursuant to a program for which the ratings are derived exclusively from
existing ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on



www.moodys.com.

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
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