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Research Update:

Ecopetrol S.A. 'BBB' Ratings Affirmed; Outlook
Remains Negative; Stand-Alone Credit Profile
Raised To 'bb+' From 'bb'

Overview

« W have recently seen better-than-expected credit nmeasures at Ecopetro
S.A and believe they will continue to inprove nodestly over the next
year, reflecting higher oil prices and the conpany's efforts to reduce
operating costs and becone nore efficient.

e« As aresult we are raising our stand-alone credit profile (SACP) on the
Col onbi a- based oil and gas conpany to 'bb+ from'bb'.

W are also affirming our 'BBB' |ong-termcorporate credit rating on
Ecopetrol and our 'BBB' rating on the conpany's senior unsecured debt.

» The negative outl ook reflects our negative outlook on the Republic of
Col onbia (foreign currency BBB/ Negative/ A-2; |ocal currency
BBB+/ Negati ve/ A-2). W expect Ecopetrol to continue to play a very
i mportant role in the Col onbi an econonmy and to maintain its very strong
links with the government. Therefore, we believe that the ratings on
Ecopetrol will nost likely nove in tandemw th those on the sovereign

Rating Action

On June 27, 2017, S&P d obal Ratings affirnmed its 'BBB | ong-term corporate
credit rating on Ecopetrol S.A. The outl ook remains negative. At the sane
time, we affirned our 'BBB rating on its senior unsecured debt and raised our
SACP on Ecopetrol to 'bb+ from'bb'.

Rationale

Qur rating affirmation reflects our assessnent of a very high |ikelihood that
t he Col onbi an government will provide tinmely and sufficient extraordi nary
support if Ecopetrol is under financial distress. W see Ecopetrol playing a
very inportant role in Colonbia, given its position as the |largest conmpany in
the country. The conpany has a significant presence in Colonbia's oil and gas
sector, acts as the main supplier of oil-derived products in the donestic
market, and has a very strong link with the government, which has controlling
ownershi p and strategi c oversi ght despite the conpany's independent
managemnent .

The SACP upgrade reflects that despite | ower average production in 2016 of
718,000 barrels oil equival ent per day (boed), resulting fromlower capita
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spendi ng and the natural decline of the fields, Ecopetrol reported better than
expected key credit netrics, particularly debt to EBITDA of |less than 3x and
positive discretionary cash fl ow

In the face of lower oil prices, Ecopetrol cut costs across all of its

busi ness segnments, concentrating on a strategy of profitable barrels. It also
focused on achieving structural efficiencies, such as reducing the dilution
costs of heavy crude, and inplenenting nore efficient procurenent and services
strategies. As a result, the conmpany achi eved hi gher-than-expected savi ngs.

EBI TDA rose and Ecopetrol posted an adjusted EBI TDA margin of around 39%in
2016. W believe that despite slightly | ower production, these ratios wll

i mprove nodestly in 2017, driven by recovering oil prices, a |lower spread

bet ween Ecopetrol's crude basket prices and the Brent, and continued operating
efficiencies. W therefore expect to see debt to EBITDA of 2.4x, funds from
operations (FFO to debt of 22% and discounted cash flow (DCF) to debt of
about 8% 10%

We expect slightly | ower production for 2017 conpared to 2016, reflecting the
tenporary closure of the Cafio-Li non—Covefias oil pipeline, the natural decline
of the oil and gas fields, and | ower natural gas sales. For the follow ng
years we anticipate a slight recovery in production, driven by higher capita
spendi ng (capex) dedicated to production (75% of total capex) and the
conpany's projects to increase the recovery factor of existing mature fields.
We are still concerned, however about the conpany's declining reserves and its
chal | enge maintaining its pace of production

We al so expect that the conpany will continue to dedicate capex for its
nati onal and international exploratory strategy. It could also potentially use
some of its cash to pursue inorganic grow h.

Qur base-case scenari o assunes the follow ng:

Production levels will be approximtely 715,000 boed in 2017 and 733, 000 boed
in 2018;

An average realized sale price of $41 per barrel of oil equivalent (boe) in
2017 and 2018, which ultinately depends on our price assunption for Brent
crude oil of $50 per barrel for the following two years (mnus $9 per barre
given the current spread with Ecopetrol's crude basket);

The conpany will continue to execute efficiencies andcost savings according to
its transformation plan, resulting in an adjusted EBI TDA nmargi n of about 40%
in the next 2 years;

Annual capex of about $3 billion in the next two years, with 90% used for

expl oration and production, as the conpany has already finished its nidstream
and downstream projects;

The resunption of dividend paynents in line with its new dividend policy of a
40% payout rati o;

Proceeds of $74 mllion in 2017 fromthe sale of some mnor fields and the
remai ni ng part of Enpresa de Energia de Bogota (EEB). W don't expect any
maj or di vestments because Ecopetrol has no inmedi ate cash needs; and

The ability, in our view, to generate cash for debt repaynent and to begin
anortizing debt as it comes due.
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These assunptions result in the followi ng credit neasures:

Adj usted net debt to EBI TDAX (EBI TDA pl us exploration expenses) of about 2.4x
in 2017 and 2.2x in 2018;

Adj usted FFO to debt of 22% 24% for the next two years; and

DCF of 8% 10% for the next two years.

Liquidity

We assess Ecopetrol's liquidity as strong, supported by a | ower cost structure
and noderating oil prices. Qur assessment reflects our expectations that the
conpany's sources of liquidity will exceed its uses by nore than 1.5x in 2017
and renmai n above 1x over the subsequent 12 nonths. Ecopetrol's liquidity is
supported by our view that the company has the capacity to w thstand

hi gh-i npact | ow probability events based on its sound banki ng rel ationshi ps
and satisfactory access to capital markets. We al so believe that the company
will have commtted credit lines to strengthen its liquidity.

Principal Liquidity Sources:

e Cash bal ances of about $2.8 billion as of March 31, 2017;

e Cash FFO above $5 billion for the next 12 nonths; and

 Asset sales of about $74 mllion from EBB and sone ninor fields for the
next 12 nont hs.

Principal Liquidity uses:

e Debt maturities of about $1.4 billion as of March 31, 2017.

* Wrking capital outflows of $234 million for the next 12 nonths
e CAPEX of around $3 billion for the next 12 nonths.

 Dividends of about $440 million for the next 12 nonths.

Outlook

The negative outl ook on Ecopetrol reflects the negative outl ook on the
Republic of Col onbia. W expect Ecopetrol to continue to play a very inportant
role in the Col onbian econony and to maintain very strong links with the
government. Therefore, we believe that the ratings on Ecopetrol woul d npst
likely nove in tandemw th those on the sovereign

Downside scenario

W woul d | ower the ratings on Ecopetrol if we were to | ower the sovereign
rati ngs on Col onbia. We could | ower our SACP if the conpany generates

| ower -t han- expect ed EBI TDA because of a decline in oil prices, a continued
decline in production and reserves, or if Ecopetrol incurs additional debt
t hat pushes debt to EBI TDAX above 3x and DCF bel ow 5%
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Upside scenario

We woul d revise the outl ook on Ecopetrol back to stable if we were to take the
sane rating action on the sovereign rating on Col onbia and the conpany’s
performance renmains in line with our expectations. W could raise the
conpany's SACP if debt to EBI TDAX was bel ow 2x and DCF was at or above 10%

Ratings Score Snapshot

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

Busi ness risk: Satisfactory
Country risk: Mderately Hi gh
Industry risk: Internmediate
Conpetitive position: Satisfactory
Fi nanci al risk: Significant

Cash fl ow Leverage: Significant

Anchor: bb+

Modi fiers

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

Liquidity: Strong (no inpact)

Fi nancial policy: Neutral (no inpact)

Managenent and governance: Satisfactory (no inpact)
Conpar abl e rating analysis: Neutral (no inpact)
Stand-al one credit profile: bb+

Li kel i hood of governnment support: Very high

Related Criteria

* General Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e CGeneral Criteria: Rating Governnment-Related Entities: Methodol ogy And
Assunptions, March 25, 2015

e Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

e Criteria - Corporates - Industrials: Key Credit Factors For The G| And
Gas Exploration And Production Industry, Dec. 12, 2013

e Ceneral Criteria: Country Ri sk Assessnment Methodol ogy And Assunpti ons,
Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ust nents, Nov. 19, 2013

e Criteria - Corporates - GCeneral: Corporate Methodol ogy, Nov. 19, 2013

e CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013
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e CGeneral Criteria: Methodology: Industry Risk, Nov. 19, 2013

» CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

* CGeneral Criteria: Stand-Alone Credit Profiles: One Conponent O A Rating,
Cct. 1, 2010

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each
| ssue, April 15, 2008

Ratings List

Rati ngs Affirned

Ecopetrol S. A
Corporate Credit Rating BBB/ Negat i ve/ - -

Ecopetrol S. A
Seni or Unsecur ed BBB

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs 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 nfornati on. 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 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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