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Research Update:

Gas Natural de Lima y Callao S.A. (Calidda) 'BBB-'
Ratings Affirmed, Outlook Remains Negative

Overview

e The 2015 financial perfornance of Peru-based natural gas distribution
conpany, Calidda, was in line with our expectations, with sound financi al
metrics and increasing client base and network system

« W're affirming our 'BBB-' corporate credit rating on Calidda.

» The negative outl ook on the conpany mrrors that on its parent, EEB.

» W expect Calidda to maintain its key credit netrics with debt to EBI TDA
around 3.0x and funds from operations (FFO to debt above 23%for the
next two years.

Rating Action

On March 30, 2016, Standard & Poor's Ratings Services affirned its ' BBB-'
corporate credit and senior unsecured ratings on Gas Natural de Lima y Callao
S.A (Calidda). The outl ook renmains negative.

Rationale

Qur rating on Calidda considers its 'bbb-' stand-alone credit profile, which
reflects the conpany's satisfactory business risk profile, internediate
financial risk profile, and adequate liquidity.

The conpany is a subsidiary of Enpresa de Energia de Bogota S. A E. S. P
(EEB; BBB-/Negative/--), a Col onbi a-based, diversified energy hol di ng conmpany
that owns 60% of Calidda. W consider the conpany a strategically inportant
subsi diary of EEB because it's unlikely that the latter would sell Calidda in
the near term it's inportant for the group's long-term strategy, senior group
managenment has nade a long-termconmitnment to the conpany, and it's successfu
inits business line. In our opinion, EEB will continue to support Calidda,

mai nly through its business expertise and conmitnment to prudent financi al
managemnent .

On Sept. 3, 2015, we revised our outl ook on EEB to negative from stabl e,
reflecting its weaker |leverage ratios due to the depreciation of the Col onbi an
peso. Because there are no neani ngful regul atory nechani sns or ot her

structural barriers that restrict EEB s access to Calidda's assets and cash
flow, the latter's outlook is aligned with that of its parent.

Calidda's focus is on the distribution of natural gas in the departnent of
Lima and the Callao province in Peru through a 33-year concession contract
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wi th the government since 2000 to build and operate the gas distribution
networ k. The contract can be extended up to 60 years. During the concession
peri od, the conpany is responsible for building, operating, and maintaining
the natural gas distribution systemand servicing residential, comercial, and
industrial clients, electricity generators, and gas stations in the province.

Calidda's satisfactory business profile is based on its stable cash fl ow
generation--stenming fromvery low industry risk--and its nonopolistic
position in the departrment of Linma and the Callao province, which contributes
t he highest share to national GDP. The rating on Calidda incorporates a
narrower client base than those of other distribution conpanies in the region
due to the higher sales share that electricity generators represent in
Calidda's client portfolio. The conpany distributes gas to 16 power generators
in its concession area. Revenue share fromthese entities increased to 34% by
the end of 2015 from 32% in 2014 due to higher firmcontracted capacity (take
or pay) of three power generators. During 2015, Calidda's residential and
commercial client base grew 35% while industrial clients increased 4% and

t he nunber of natural gas stations it supplies rose 5% As a result, the
conpany's adjusted EBI TDA margin increased to 52.5%in 2015 from 50.1%in
2014. Calidda has to conply with investnments and connections to maintain its
actual tariff with the regulator. As of this report's date, the conpany has
successfully conmpleted them and we expect that it will continue to fulfill
its commitments.

Qur view of Calidda's internediate financial risk profile incorporates the
stability of the conpany's cash flow generation and its current and expected
key financial ratios. In 2015, the company perforned according to our
expectations. Calidda reported debt to EBI TDA and FFO to debt of 2.7x and
24.9% respectively.

Qur base-case scenario assunes the follow ng factors:

e Revenue to grow around 5.2%in 2016 and 9.6%in 2017. Peru's solid
econonmic growth prospects and favorable natural gas consunption trends
support the conpany's growth prospects.

e Goss margins to slightly inprove in the next few years as costs wll
remain fixed while revenue rises.

 Dividends of $30 million for 2016 and afterwards.

* Annual investnments for network expansion are likely to remain at $80
milion - $90 nmillion

Based on these assunptions, we arrive at the following credit neasures for
2016 and 2017, respectively;

e Debt to EBITDA of 2.9x and 2.8x; and

* FFO to debt of 23.6% and 24.7%

Liquidity
Calidda's liquidity is adequate. W expect sources to exceed uses by at | east

1.2x in the next two years. W consider the conpany's dividend paynent and
capex to be highly flexible.
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Principal Liquidity Sources:
 Cash and short-terminvestments for $70 million as of Dec. 31, 2015
 FFO generation of around $77 mllion in 2016

Principal Liquidity Uses:
 Investnent for network expansion of about $90 nmillion in 2016
» Dividend paynment of $30 million in 2016.

Outlook

The negative outl ook on Calidda reflects the one on its parent, EEB. The
negative outlook on the latter reflects our viewthat its key financial ratios
could remain weak relative to its current rating category in the next few
years. This could be the result of further depreciation of the Col onbi an peso
and the conpany's | ower EBI TDA generation am d econoni ¢ weakness in its key
mar ket s.

We al so expect Calidda to maintain its key credit nmetrics, with debt to EBI TDA
around 3.0x and FFO to debt above 23% for the next two years.

Downside scenario

W woul d | ower the ratings on the conmpany if we downgrade EEB. W coul d al so
lower the ratings if Calidda generates consistently |ower-than-expected cash
flow that could pressure its financial netrics, particularly if debt to EBI TDA
is higher than 3.5x or FFO to debt is lower than 23% This could result from
additional debt to fund additional capex or dividend paynents.

Upside scenario
An outl ook revision to stable would depend on a sane action on EEB, which
could stemfromits 2016 financial perfornance aligning with our expectations.

Additionally, a positive rating action would depend on the parent's upgrade
and woul d require an inprovenent in the conmpany's key financial ratios
particularly if debt to EBITDA is consistently below 2.5x and FFO to debt is
above 35%

Ratings Score Snapshot

Corporate Credit Rating: BBB-/Negative/--
Busi ness risk: Satisfactory

e Country risk: Mdderately high

e Industry risk: Very | ow

 Conpetitive position: Satisfactory
Financial risk: Internediate

 Cash flow Leverage: Internediate
Anchor: bbb-

Modi fiers
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e Diversification/portfolio effect: Neutral (no inpact)

e Capital structure: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Fair (no inpact)

e Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: bbb-

Group Credit profile: bbb-

e Entity status within group: "Strategically" inmportant subsidiary (No

i mpact)
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Ratings List

Ratings Affirmed

Gas Natural de Lima y Callao S. A (Calidda)
Corporate Credit Rating BBB- / Negati ve/ - -
Seni or Unsecured BBB-

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings 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 nformation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on Standard & Poor's
public Wb site at www standardandpoors.com Use the Ratings search box
located in the left colum.
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