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Research Update:

Ecopetrol S.A. 'BBB' Ratings Affirmed, Outlook
Remains Negative

Overview

 Ecopetrol's credit nmeasures will remain weak in 2016 as a result of a
sharp drop in capital spending and noderate production decline in 2016.

e« We're affirming our ratings on Col onbi a-based oil and gas conpany,

i ncluding our 'BBB |ong-termcorporate credit rating. The conpany's
stand-al one credit profile (SACP) remains at 'bb'.

» The negative outl ook on Ecopetrol reflects the negative outlook on the
Republic of Colonbia. It also reflects the risks related to oil price
volatility, which could further affect the conpany's credit netrics and
pressure its liquidity. Additionally, if Ecopetrol's oil production is
significantly |l ower than we expect as a result of |ower capital spending
during 2016, a downgrade is possible.

Rating Action

On June 28, 2016, S&P d obal Ratings affirmed its 'BBB | ong-term corporate
credit rating on Ecopetrol S.A At the sane tinme, we affirnmed our 'BBB rating
on its senior unsecured debt. The conpany's SACP renains at 'bb'. The outl ook
remai ns negati ve.

Rationale

The affirmation reflects our view that Ecopetrol's credit neasures, including
debt to EBITDA, free operating cash flow (FOCF) to debt, and discretionary
cash flow (DCF) to debt, will remain weak in 2016. However, the conmpany has
achi eved hi gher operating efficiencies than we expected due to its austerity
pl an, cost-cutting neasures across all of its business segnents, and its focus
on profitable barrels, resulting in EBITDA nargi ns above 35% Additionally,
during the first half of 2016, Ecopetrol continued with the divestnment of its
share interest in Enpresa de Energia de Bogotd S.A E. S.P. (EEB

BBB-/ Negative/--) and Interconexio6n Eléctrica S.A E. S.P. (ISA

BBB/ Negative/--) fromwhich it obtained about $242 nillion, which inproved its
operating cash flow

We continue to assess a very high likelihood that the Col onbi an gover nment
will provide timely and sufficient extraordi nary support if the company is
under financial distress. In accordance with our criteria, we base our rating
approach on our view that Ecopetrol plays a very inportant role in Col onbia,
given its position as the |largest conpany in the country, has a significant
presence in Colonbia' s oil and gas sector, acts as the main supplier of
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oi | -derived products in the donestic market, and has very strong link with the
government. The latter is based on the government's controlling ownership and
strategi c oversight, despite the conpany's independent managenent team

Qur view of Ecopetrol's business risk profile reflects the conpany's | eading
position in Colonmbia's oil and gas industry, |ow production costs of about
$6.7 dollars per barrel during the 12 nonths ended March 31, 2016, and a | arge
reserve base. As of the first quarter of 2016, the conpany's production
reached 737 nmillion barrels equival ent per day (nboed), conpared with 773
nboed during the same period of |ast year. This was mainly due to a natura
decline, a lower activity, and the decision to tenporarily close sone fields
given their |ow generated profitability. Gven the current oil prices and the
conpany's focus on value (profitable barrels) over volune, we estimate a
further decline in production to 715 nboed in 2016, despite the higher
producti on due to the concession reversal for the Rubiales and Cusiana fields
during the year. Mreover, we expect that the conpletion of nmajor projects in
t he m dstream segnent (P135, which increases Ecopetrol's transportation
capacity by 135 bpd) and in the downstream segnent (the expansion and

noderni zati on of the Cartagena refinery) to nitigate the inpact of currently
| ower oil prices.

We assess Ecopetrol's financial risk profile as aggressive. W estimte that
t he conpany's recent announcenent of |ower capital spending and production
levels will result in a debt to EBITDA of 3.0x-3.5x, funds from operations
(FFO to debt of 20% 25% and DCF to debt below 5% On the other hand, given
that Ecopetrol will continue to divest its nonstrategic assets and the

shar ehol ders' decision to forego a dividend distribution in 2016, we believe
that the conmpany will generate DCF and di minish the need for additional debt
for the year.

Qur base-case scenari o assunes the follow ng:

e Production levels at approximately 715 nboed in 2016, a 6% decline as a
result of lower capital spending. For 2017, we estimate 718 nboed, given
a slight recovery in oil prices and higher estimated capex.

* Average realized sale price of $30 per barrel of oil equivalent (boe) in
2016 and $35 per boe in 2017. Qur average realized sale price ultimtely
depends on our price assunption for Brent crude oil at $40 per oil barre
(bbl) for 2016 and $45 per bbl in 2017 minus a $10 per barrel, given the
current spread between Brent and Col onbi an crude export basket prices.

« EBITDA of $4.6 billion in 2016 as a result of greater operating
efficiencies, resulting in an EBI TDA nmargi n at about 36%

» Wrking capital needs of about $1 billion during the next two years.

e Annual investnments of about $3 billion in 2016 to finish the refinery's
expansi on and noderni zation, and into the exploration and production
(E&P) segnent. For 2017, we estimate $3.3 billion nainly for the E&P
segnent .

 No dividends expected in 2016 and 2017.

These assunptions result in the followi ng credit neasures:
 Adjusted net debt to EBITDA of about 3.4x in 2016 and 3. 15x in 2017,
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e Adjusted FFO to debt at above 20% for the next two years; and
» DCF to debt bel ow 3%

Liquidity
We assess Ecopetrol's liquidity as adequate, which reflects our expectations
that the conpany's sources of liquidity will exceed its uses by nore than 1.2x

in the next 12 nonths, and that net sources and uses of liquidity will remain
positive even if EBITDA were to decline by 15%

Qur liquidity analysis also incorporates qualitative factors, including our

vi ew that the conpany has the capacity to w thstand hi gh-inpact,

| owprobability events based on its sound banki ng rel ati onshi ps and

sati sfactory access to capital markets, as seen in its recent $500 mllion
add-on to its senior secured notes due 2023. W expect Ecopetrol to retain its
very anple access to banks and debt capital nmarkets, given its close

rel ati onship with the governnent.

Principal Liquidity Sources:

* Cash bal ances of about $2.5 billion as of March 31, 2016;

e Cash FFO of $4.2 billion in 2016;

* Proceeds from $500 million of bonds issued in June 2016; and

e About $242 nmillion of proceeds fromthe announced asset sales during the
first half of 2016, but excluding proceeds frompotential divestitures in
our liquidity analysis.

Principal Liquidity Uses:

o Debt maturities of about $1.7 billion as of March 31, 2016;
« Wrking capital outflows of $965 mllion; and

e Capex, excluding downstreaminvestnents, of $2 billion

Outlook

The negative outl ook on Ecopetrol reflects the outl ook on the Republic of
Colonbia. It also reflects the risks related to oil price volatility, which
could further affect the conpany's credit netrics and pressure its liquidity
assessnent. Additionally, if Ecopetrol's oil production is significantly |ower
than we expect as a result of |ower capital spending during 2016, a downgrade
i s possible.

Downside scenario

We could | ower the ratings on Ecopetrol if we were to |ower the sovereign
rati ngs on Colonbia, or if the conpany generates |ower-than-expected cash
flow, which could result in a revision of our liquidity assessnent to |ess

t han adequate or increase the conpany's debt |everage to above 5x, leading to
a revision of the conpany's financial risk profile to highly |everaged.
Liquidity could weaken if the Brent oil price renmains bel ow $30/bbl in 2016
and its recovery in 2017 is slower than expected.
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Upside scenario

We coul d revise the outl ook on Ecopetrol to stable if we were to take the sane
rating action on the sovereign rating on Col onbia, while the conmpany's
performance is in line with our expectations and it nmaintai ns an adequate
[iquidity position.

Ratings Score Snapshot

Corporate Credit Rating
d obal Scal e: BBB/ Negati ve/ - -

Busi ness risk: Satisfactory

e Country risk: Mderately High

* Industry risk: Internediate

e Conpetitive position: Satisfactory
Fi nanci al risk: Aggressive

* Cash flow Leverage: Aggressive
Anchor: bb

Modi fiers

« Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

« Managenent and governance: Satisfactory (no inpact)

* Conparable rating analysis: Neutral (no inpact)

e Stand-alone credit profile: bb

Li kel i hood of governnent support: Very high

Related Criteria And Research

Related Criteria

e Rating Governnent-Related Entities: Methodol ogy And Assunptions, March
25, 2015

e Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Dec. 16, 2014

* Key Credit Factors: For The G| And Gas Exploration And Production
I ndustry, Dec. 12, 2013

e Corporate Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy: Ratios and Adjustnents, Nov. 19, 2013

e Group Rating Methodol ogy, Nov. 19, 2013

e Country Ri sk Assessnent Methodol ogy And Assunptions, Nov. 19, 2013

 Met hodol ogy: Industry Risk, Nov. 19, 2013

» Met hodol ogy For Linking Short-Term And Long- Term Rati ngs For Cor por at e,
I nsurance, And Sovereign |Issuers, May 7, 2013

» Met hodol ogy: Managenment And Governance Credit Factors For Corporate
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Entities And Insurers, Nov. 13, 2012
» Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
* 2008 Corporate Criteria: Rating Each |Issue, April, 15, 2008

Ratings List

Rati ngs Affirned

Ecopetrol S. A
Corporate Credit Rating BBB/ Negat i 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 www. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at ww. spcapitalig.com Al
ratings affected by this rating action can be found on the S& d obal Ratings
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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