Fitch Affirms Elektra Noreste at 'BBB';
Outlook Stable
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Fitch Ratings-New York-01 November 2019: Fitch Ratings has affirmed the Long-Term
Foreign and Local Currency Issuer Default Ratings (IDRs) for Elektra Noreste S.A. (ENSA) at
'‘BBB'. The Rating Outlook is Stable. In addition, Fitch has affirmed the rating on the senior
unsecured notes due 2021 at 'BBB'. ENSA's ratings are based on its strong financial
position, stable cash flow generation and low business risk profile, which is characteristic
of electricity distribution companies. Cash flow stability is positively incorporated into the
rating as it lowers business risk and adds to certainty. The ratings also incorporate ENSA's
exposure to regulatory risk, which is considered moderate.

KEY RATING DRIVERS

Solid Financial Structure: Elektra Noreste's solid financial structure supports its 'BBB'
rating and is comparable with that of similarly-rated regional peers. Fitch expects the
company's 2019 leverage to be 3.2x with a decline to below 3.0x over the rating horizon
due to lower electricity purchase prices reducing the cost of energy losses, gradual
electricity demand growth and inflation adjustments to its regulated energy margin. Fitch
expects the company's FFO interest coverage to rise to above 5.0x in 2021 as a result of
continued strong cash flow and lower interest costs as the company refinances its USD100
million 7.6% fixed coupon 2021 bond with lower-cost debt.

Lower Capex to Improve FCF: The 2H2018-1H2022 tariff requires ENSA to make capital
expenditures of USD191 million over the four-year period. This represents a meaningful
decrease from the USD271 million required during the previous tariff period from 2H2014
to 1H2018 when the country was growing more rapidly with real GDP growth regularly
above 5%. Fitch expects the moderated capex requirements to improve the company's
free cash flow from structurally negative to neutral and allow for leverage to fall below
3.0x over the rating horizon. The company's practice of paying the majority of its net
income in dividends partially offsets the positive impact on FCF.

Lower Energy Costs Benefit Margins: Due to the current dry conditions and low hydrology
in Panama, energy costs for ENSA's customers reached USD159/MWh in the first half of
2019. While these costs are largely passed through to end customers, Fitch estimates
approximately 2% of the company's energy purchases are losses absorbed by ENSA. Due
to spare capacity entering the generation system, particularly low-cost LNG plants, along
with anticipated normalized hydrology conditions, Fitch assumes total energy costs will
fall to approximately USD120/MWh by 2021, translating to an additional USD2.5 million in
the company's EBITDA.



Low Business-Risk Profile: ENSA's credit profile is supported by its natural monopoly
position. ENSA's concession area is exclusive and has well-defined boundaries,
encompassing roughly half of the Panama City metro area and provinces to the north and
east. While the less stable area of Colon is 16% of ENSA's demand, its user base is
relatively densely populated with 38 users per kilometre of lines, making its concession
area easier and more economical to manage. The concession is permanent, but the
concession contract is reviewed every 15 years with the current contract expiring in
October 2028.

Moderate Regulatory Risk: ENSA faces moderate regulatory risk associated with tariff
adjustments, which can directly affect the company's cash flow generation. ENSA's
distribution tariffs are based on a price-cap methodology with the value added from
distribution (VAD) reset every four years. The current 2018-2022 tariff allows the company
to charge users USD41.95/MWh above the cost of energy and this amount is adjusted
semi-annually to reflect changes in the Panamanian consumer price index (CPI). Fitch
considers this allowance reasonable for the company to meet its commercial and financial
obligations. Tariffs are adjusted monthly to pass through fuel price changes.

Subsidy Reduction: In 2017, subsidy eligibility was tightened to those consuming 300
KWh/month or less from the previous level of 500 KWh. About 72% of ENSA's customers
qualify for subsidies and in 2018 the company received USD65 million, equating to roughly
70% of EBITDA. Two thirds of the subsidy amount was considered additional due to rising
fuel prices. In October 2019, the newly-elected government approved USD21.5 million for
the country's Tariff Stabilization Fund for 1H2019, comparable to USD18.6 million in
2H2018. While important to ENSA's cash flow, subsidies are less critical than for regional
peers and become more significant when fuel prices rise.

DERIVATION SUMMARY

With expected gross leverage of 3.2x in 2019, ENSA's rating and credit profile are in line
with those of its peers in the region. Its closest rating peers are its parent company
Empresas Publicas de Medellin (EPM) (BBB/Rating Watch Negative) and Grupo Energia
Bogota (GEB) (BBB/Stable Outlook), which have expected 2019 leverage of 3.4x and 3.9x,
respectively. Both GEB and EPM benefit from their much larger scale, with annual EBITDA
many times that of ENSA. ENSA has a comparatively more stable cash flow, which is also
reflected in a smoother leverage trajectory. Lower-rated peers include Energuate Trust
(BB/Negative Outlook) and AES El Salvador Trust Il (AES SLV) (B-/ Stable). Both DisCos are
constrained by weaker capital structures and, in particular, exposure to weaker operating
environments.



KEY ASSUMPTIONS

Fitch's Key Assumptions Within Its Rating Case for the Issuer

--Electricity demand growth linked to Fitch GDP forecast;

--Stable energy losses of approximately 11.5% during the rating horizon;

--Current tariff assumptions prevail in 2H2022;

--Long-term Spot Price of USD70/MWh, reflecting reduced costs due to new generation
sources;

--Maturing debt is rolled over into similar instruments at market rates;

--Majority of previous year's net income is paid in dividends, maintaining a minimal cash
balance.

RATING SENSITIVITIES
Developments That May, Individually or Collectively, Lead to Positive Rating Action

--With gross debt/EBITDA at or above 2.5x, ENSA has modest headroom in the 'BBB'
category. Therefore, Fitch does not anticipate positive rating action in the near term.

Developments That May, Individually or Collectively, Lead to Negative Rating Action

--Weakening of gross leverage to 3.5x or above on a sustained basis combined with
increased reliance on government subsidies;

--Tariff adjustments that significantly reduce cash flow generation;

--Increases in debt and/or dividend distribution; sovereign downgrades reflecting
deterioration of macroeconomic conditions.

LIQUIDITY

Strong Liquidity: While Elektra Noreste has a USD100 million bond maturing in 2021 and
USD17 million in short-term debt, the remainder of the company's financial obligations
are staggered with a USD100 million loan from The Bank of Nova Scotia due 2023 and a
USD80 million bond due 2027. Fitch expects the company to have strong operating cash
flow over the rating horizon of between USD60 million and USD75 million. Additionally,
the company had uncommitted credit lines totalling USD285 million from seven different
financial institutions as of June 30, 2019. While the company's practice of paying the
majority of its net income in dividends does affect free cash flow, Fitch expects capex
requirements to be reduced over the rating horizon. As of June 30, 2019, Elektra Noreste
had a cash balance of USD6.3 million.

ESG Considerations

Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a
score of 3 - ESG issues are credit neutral or have only a minimal credit impact on the
entity, either due to their nature or the way in which they are being managed by the



entity.

For more information on our ESG Relevance Scores, visit www.fitchratings.com/esg

FULL LIST OF RATING ACTIONS

Fitch has affirmed the following ratings:

Elektra Noreste S.A.

--Long-Term Foreign Currency IDR at 'BBB'; Outlook Stable;
--Long-Term Local Currency IDR at 'BBB'; Outlook Stable;
--Senior unsecured debt rating at 'BBB'.
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understand that neither an enhanced factual investigation nor any third-party verification
can ensure that all of the information Fitch relies on in connection with a rating or a report
will be accurate and complete. Ultimately, the issuer and its advisers are responsible for
the accuracy of the information they provide to Fitch and to the market in offering
documents and other reports. In issuing its ratings and its reports, Fitch must rely on the
work of experts, including independent auditors with respect to financial statements and
attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial
and other information are inherently forward-looking and embody assumptions and
predictions about future events that by their nature 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 USS$10,000 to USS$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

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a
Nationally Recognized Statistical Rating Organization (the "NRSRO"). While certain of the
NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are
authorized to issue credit ratings on behalf of the NRSRO

(see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are
not listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by
those subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel
may participate in determining credit ratings issued by or on behalf of the NRSRO.

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.
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