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Empresa de Telecom de Bogota S.A. ESP
Update to credit analysis

Summary
Empresa de Telecom de Bogota S.A. ESP's (ETB, Ba3 stable) ratings reflect the application
of our Joint Default Analysis approach for government-related issuers (GRIs). ETB's ratings
combine the company's underlying Baseline Credit Assessment (BCA) of b2, and Bogota,
Distrito Capital (Colombia)'s (Bogota, Baa2 negative) rating. ETB's Ba3 corporate family
rating (CFR) benefits from two notches of uplift from the b2 BCA given our assumption of
a high probability of support from Bogota in a situation of stress, given its 86% ownership
stake.

The b2 BCA reflects the company's intrinsic credit risk regardless of government support
considerations, mainly related to the execution risk steaming from its strategic plan focused
on becoming a neutral fiber-to-the-home (FTTH) provider in the Bogota region. The BCA also
incorporates the company's leading fixed-line and broadband market positions in Bogota,
with a market share of about 30%, and its progress since 2021 in increasing its core business
client base. The BCA is constrained by ETB's small scale and geographic concentration
compared with its main competitors, which are larger, more diversified and better capitalized
operators. We expect the highly competitive environment in the telecommunications sector
in Colombia to persist, which may weigh on customer acquisition costs and, consequently, on
margins.

Exhibit 1

Leverage will increase as a result of ETB's strategic plan
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Credit strengths

» Strong fixed-line and broadband market positions in Bogota, with 30% of market share

» Relatively low leverage

» Adequate liquidity

Credit challenges

» Intense competition from larger, better capitalized operators

» Concentration of operations in Bogota

» Limited financial means to invest compared with that of its peers

Rating outlook
ETB's stable rating outlook reflects our expectation that the company will maintain at least a stable operating performance with
adequate liquidity over the next 12-18 months.

Factors that could lead to an upgrade
ETB´s ratings could be upgraded if the company is able to weather competitive pressures, return to revenue growth and continue to
increase its market share in its core business segments. To consider a positive rating action, we would also need to ascertain strong
shareholder support and the maintenance of adequate liquidity profile. Quantitively, an upgrade would require:

» EBITDA margin, as adjusted by Moody's, consistently above 30%

» free cash flow (FCF)/Moody's adjusted gross debt improving to above 6% on a sustained basis

Factors that could lead to a downgrade
ETB's ratings could be downgraded if liquidity deteriorates and the company's cash balance declines for a prolonged period. A change in
ownership or weakening of Bogota’s credit profile or ability to support the company could also lead to a downgrade. Quantitatively, a
downgrade would be considered if:

» adjusted EBITDA margin falls to 20% or below for a prolonged period

» leverage (Moody's-adjusted gross debt/EBITDA) increases above 4.0x on a sustained basis

Key indicators

Exhibit 2

Empresa de Telecom de Bogota S.A. ESP

US Millions Dec-18 Dec-19 Dec-20 Dec-21 Dec-22

LTM 

(Mar-23)

Forward View

Next 12-18 months

Revenue 481.6 459.0 380.2 365.0 328.9 320.3 $300.0 - $350.0

Debt / EBITDA 1.5x 0.8x 1.1x 1.3x 2.4x 1.9x 2.5x -3.0x

RCF / Debt 65.6% 109.0% 129.2% 60.4% 33.5% 47.7% 25.0% - 30.0%

(EBITDA - CAPEX) / Interest Expense 3.0x 5.8x -0.9x -0.8x -3.2x -3.8x -1.0x - -1.5x

All figures and ratios are calculated using our estimates and standard adjustments. The forecasts (f) or projections (proj.) are our opinion and do not represent the views of the issuer.
Periods are financial year end unless indicated. LTM = Last 12 months.
Source: Moody’s Financial Metrics™

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Profile
Empresa de Telecom de Bogota S.A. ESP (ETB) is an incumbent telecommunications service provider offering fixed and mobile,
broadband and pay TV services to Colombia's capital and surrounding areas. The company has leading fixed-line and broadband market
positions in Bogota and, since 2014, has expanded into the mobile and pay TV sectors. In the twelve months that ended March 2023,
ETB's revenue reached around COP1,420 billion (around $320 million). The Capital District of Bogota is ETB's controlling shareholder
with 86% of the company's capital stock. Around 2% of the shares are owned by other public companies and 12% of the shares are
free float, publicly traded on the Colombian Stock Exchange.

Detailed credit considerations
ETB's b2 BCA considers the execution risk from its strategic plan laid out in 2021
ETB´s Ba3 ratings reflect the application of our Joint Default Analysis approach for GRIs, which combines the company's underlying
Baseline Credit Assessment (BCA) of b2, and the Baa2 negative rating of Bogota.

The company’s b2 BCA reflects the company's intrinsic credit risk regardless of government support considerations, mainly related to
the execution risk stemming from the strategic plan laid out in early 2021 and the resulting increase in leverage.

The strategic plan laid out by management and approved by the board of directors in early 2021 provides a clear path for ETB, as the
company will focus on becoming a neutral FTTH provider in Bogota and adjacent regions. In addition, the company will focus on homes
and small businesses (Mipymes), as well as corporate and government as its core segments. In 2022, ETB was able to grow its FTTH
subscriber base by 19% year over year, to about 473,000 users, while also increasing the number of these subscribers connected via
fiber to 76%, from 36% in 2018. The strategic plan, however, requires the company to sustain this growth momentum, to grow its
market share in Bogota to 40% by 2030. This, coupled with the significant capital investments required for at least the next three
years, averaging about 26% of projected total revenue, results in significant execution risk.

The expansion plan will also require a substantial increase in debt over the next two years. In 2023, we expect ETB’s adjusted gross debt
leverage to increase to 2.7x, from 2.4x in 2022.

ETB's Ba3 ratings reflect the high probability of support from Bogota’s current administration
ETB's Ba3 ratings benefits from two notches of uplift from the b2 BCA given our assumption of a high probability of support from
Bogota in a stress situation. Because ETB is 86% owned by Bogota, the company’s ratings reflect the application of our Joint Default
Analysis approach for GRIs.

ETB is an important telecommunications operator in Bogota, and the city is no longer contemplating selling the company. In fact, ETB
is a strategic partner for the administration as it strives to reduce the digital gap in the region. Bogota directly appoints most of the
company's board members and is closely involved in ETB's budget approval and business strategy. Bogota’s ability to provide support to
the company is measured by its Baa2 rating, strengthened by the low correlation between their credit factors, reducing the likelihood
of straining both simultaneously.

Colombia's challenging economic environment pressures margins; FCF will continue to be negative as strategic plan is
implemented
ETB's EBITDA margin contracted to 28.8% in 2022, from the 32.5% achieved in 2021, mainly pressured by the impact of persistently
high inflation on input costs and wages. In 2023, we expect economic activity to slowdown steeply, leading to real GDP growth of
about 1.1%, compared to the 7.5% achieved in 2022. We expect domestic demand to soften, weighing on economic activity, as the
central bank will likely have to maintain high interest rates into 2023 as inflation continues to increase albeit more gradually. As
inflation cools and monetary policy rates decrease, we expect GDP to rebound slightly in 2024 reaching annual growth of 2%.

ETB's operating performance and FCF deteriorated significantly after 2014, when the company invested heavily to position itself in
the mobile, fiber optic broadband and pay TV segments. In 2014 and 2015, the company’s capital spending accounted for 54.6% and
64.7% of revenue, respectively. ETB gradually reduced capital spending over the following years to an average of 28% between 2017
and 2020, a level still high compared with industry standards. In 2021 and 2022, the company intensified capital investments again
to an average of 37.7% of revenues to expand and prepare the network for additional tenants. In 2023 and 2024, we expect slightly
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lower capital spending of around COP400 billion per year, or about 28% of revenue on average. Additionally, we expect FCF to remain
negative in 2023 and 2024, mainly due to the still relatively high capital spending.

Exhibit 3

FCF will continue to be negative during the period of intensive capital spending
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Sources: Moody's Financial Metrics™ (historical) and Moody's Investors Service (forecast)

Competition in Colombia will remain intense
In Colombia, as in most of Latin America, revenue growth is primarily driven by broadband and increased data usage both for fixed
and mobile segments. ETB's strategy is to continue to gain additional subscribers for its fiber optic network, where they have a unique
service offering. The high level of investment in this network supported the roll-out of a high quality fully digital offering, implemented
with FTTC and FTTH networks. ETB is the only telecom operator to offer fiber optic services in Bogota, while its competitors are still
dependent on hybrid networks. The company's focus on becoming a fiber network company has resulted in a significant increase clients
using fiber optics, with the share of fiber users growing to 76% in March 2023, from 44% in 2019.

ETB's penetration levels are quite low, with an estimated 1.5 million homes passed and 614,000 connected homes with FTTH and FTTC
as of March 2023 (338,000 as of December 2018), which offers a significant opportunity for growth. Still, ETB maintains a prominent
position in Bogota's fixed-voice and broadband segments, and continues to invest to compete and maintain its foothold in the city.

However, highly competitive pressures in the telecommunications sector in Colombia may weigh on customer acquisition costs and,
consequently, on margins. Competition will remain intense not only from the three large, integrated multinational companies, but
from small, fragmented operators as well. America Movil, S.A.B. de C.V.’s (Baa1 STA) Claro, Telefonica S.A.’s (Baa3 stable) Movistar, and
UNE EPM Telecomunicaciones, S.A. (Tigo UNE, Baa3 RUR) have leading market shares in Colombia. Furthermore, private equity firm
Novator Partners LLP, which has a presence in Chile through its ownership of WOM Mobile S.A. and Subsidiaries (B2 negative), acquired
a majority stake in Colombia’s Avantel S.A.S in July 2020, and started a restructuring plan the broadband and mobile business.

4          31 May 2023 Empresa de Telecom de Bogota S.A. ESP: Update to credit analysis

https://www.moodys.com/credit-ratings/America-Movil-SAB-de-CV-credit-rating-600059728/summary
https://www.moodys.com/credit-ratings/Telefonica-SA-credit-rating-734508/summary
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ESG considerations
Empresa de Telecom de Bogota S.A. ESP's ESG Credit Impact Score is Neutral-to-Low CIS-2

Exhibit 4

ESG Credit Impact Score

Source: Moody's Investors Service

ESG considerations have neutral to low impact on ETB’s ratings (CIS-2). This reflects the company's neutral to low environmental risks,
moderately negative social risks and highly negative governance risks, mitigated by ETB´s status as a government-related issuer and the
expectation of support from the City of Bogota if necessary.

Exhibit 5

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
ETB has neutral-to-low exposure to environmental risks. Objectives to increase renewable energy usage are in line with
telecommunications industry trends. ETB's environmental program follows NTC ISO 14001:2015 requirements and UN's Global
Compact Principles.

Social
ETB has moderately negative exposure to social risks, including security risks and data privacy. The company benefits from positive
demographic and social trends towards the use of telecommunication services in Bogota, including low penetration rates and younger
population driving demand for connectivity with particular focus on broadband and fiber.

Governance
ETB is majority owned by the City of Bogota (about 86% stake) and a strategic partner for the administration as it strives to reduce
the digital divide in the region. The City directly appoints the majority of the company's board members and is closely involved in ETB'
budget approval and business strategy. However, the company is exposed to changes in the City administration and policies that could
impact its business strategy and financial profile. The company´s current management was appointed in 2020, together with the new
City administration, with the mandate to improve performance and deliver sustainable growth, after previous management failed to
provide clear direction and positive results for the company. The new strategy is still in early stages of implementation and carries
significant execution risk. Nevertheless, ETB has a track record of low leverage, despite its low growth, and the City has supported the
company´s decision to not distribute dividends until performance improves.
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ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.

Liquidity analysis
ETB's liquidity is adequate. As of March 2023, the company had around COP129 billion ($28 million) in cash, which is sufficient
to cover short-term maturities. The company’s debt is essentially comprised of a COP631 billion (about $130 million) bank debt
maturing throught 2027. The January 2023 maturity was addressed in November 2022, when the company via a COP524 billion 5 year
amortizing loan from Scotiabank. ETB does not have any committed revolving facility at its disposal.

Exhibit 6

ETB's maturity profile [1][2]
As of March 2023
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Methodology and scorecard
The scorecard-indicated outcome from our 12-18-month forward view under the Telecommunications Service Providers rating
methodology is B1, one notch below ETB's current assigned rating of Ba3, reflecting the assumption of strong support from the City of
Bogota.

 

Exhibit 7

Rating factors
Empresa de Telecom de Bogota S.A. ESP [1][2][3]

Methodology: Telecommunications Service Providers

published on 31 Mar 2023   

Factor 1: SCALE (12%) Measure Score Measure Score

a) Revenue (USD Billion) $0.3 Ca $0.3 Ca

Factor 2: BUSINESS PROFILE (28%)

a) Business Model, Competitive Environment and Technical Positioning Ba Ba Ba Ba

b) Regulatory Environment Ba Ba Ba Ba

c) Market Share Ba Ba Ba Ba

Factor 3: PROFITABILITY AND EFFICIENCY (10%)

a) Revenue Trend and Margin Sustainability B B B B

Factor 4: LEVERAGE AND COVERAGE (35%)

a) Debt / EBITDA 1.9x A 2.5x - 3.0x Ba

b) RCF / Debt 47.7% Aa 25.0 - 3.0% Ba

c) (EBITDA - CAPEX) / Interest Expense -3.8x Ca -1.0x Ca

Factor 5: FINANCIAL POLICY (15%)

a) Financial Policy Ba Ba Ba Ba

Rating Outcome:

a) Scorecard-Indicated Rating Ba3 B1

b) Actual Rating Assigned Ba3

Government-Related Issuer

a) Baseline Credit Assessment

b) Government Local Currency Rating

c) Default Dependence

d) Support

e) Actual Rating Assigned

Current

LTM (Mar-23)

Moody's Forward View

Next 12-18 months (as of May-

23)

Factor Factor

b2 b2

Ba3 Ba3

Baa2 Baa2

Very High Very High

Strong Strong

[1] All ratios are based on 'Adjusted' financial data and incorporate our Global Standard Adjustments for Non-Financial Corporations.
[2] As of 03/31/2023.
[3] This represents our forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Source: Moody's Financial Metrics™

 

Ratings

Exhibit 8

Category Moody's Rating
EMPRESA DE TELECOM DE BOGOTA S.A. ESP

Outlook Stable
Corporate Family Rating Ba3

Source: Moody's Investors Service
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Appendix

Exhibit 9

Moody's-adjusted debt breakdown
Empresa de Telecom de Bogota S.A. ESP

(in US Millions)

FYE

Dec-18

FYE

Dec-19

FYE

Dec-20

FYE

Dec-21

FYE

Dec-22

LTM Ending

Mar-23

As Reported Debt 166.9 128.8 123.2 143.9 194.6 153.6

Operating Leases 127.7 0.0 0.0 0.0 0.0 0.0

Moody's-Adjusted Debt 294.6 128.8 123.2 143.9 194.6 153.6

All figures are calculated using our estimates and standard adjustments.
Source: Moody’s Financial Metrics™

Exhibit 10

Moody's-adjusted EBITDA breakdown
Empresa de Telecom de Bogota S.A. ESP

(in US Millions)

FYE

Dec-18

FYE

Dec-19

FYE

Dec-20

FYE

Dec-21

FYE

Dec-22

LTM Ending

Mar-23

As Reported EBITDA 231.9 166.8 102.6 118.6 98.1 84.0

Operating Leases 46.9 0.0 0.0 0.0 0.0 0.0

Unusual -62.7 -1.3 0.0 0.0 -3.4 -0.1

Moody's-Adjusted EBITDA 216.1 165.4 102.6 118.6 94.7 83.9

All figures are calculated using our estimates and standard adjustments.
Source: Moody’s Financial Metrics™

Exhibit 11

Peer comparison
Empresa de Telecom de Bogota S.A. ESP

(in US millions)
FYE

Dec-21

FYE

Dec-22

LTM

Mar-23

FYE

Dec-20

FYE

Dec-21

FYE

Dec-22

FYE

Dec-20

FYE

Dec-21

FYE

Dec-22

FYE

Dec-20

FYE

Dec-21

FYE

Dec-22

Revenues $365 $329 $320 $2,649 $3,182 $2,922 $466 $556 $557 $810 $787 $574

EBITDA $119 $95 $84 $822 $974 $868 $173 $214 $215 $333 $285 $127

Total Debt $144 $195 $154 $3,341 $3,187 $3,216 $823 $837 $787 $1,494 $1,512 $1,426

Cash & Cash Equivalents $109 $106 $27 $285 $127 $219 $118 $153 $73 $74 $142 $40

EBITDA Margin 32.5% 28.8% 26.2% 31.0% 30.6% 29.7% 37.2% 38.5% 38.7% 41.1% 36.2% 22.1%

(EBITDA-CAPEX) / Interest Expense -0.8x -3.2x -3.8x 1.5x 2.4x 0.5x 1.5x 1.9x 1.2x 1.7x 1.1x 0.3x

Debt / EBITDA 1.3x 2.4x 1.9x 3.7x 3.7x 3.6x 4.8x 4.0x 3.8x 4.0x 6.0x 11.0x

FCF / Debt -28.6% -36.3% -44.7% -3.2% -12.1% -21.0% 3.5% 2.3% -2.9% 4.1% -0.1% -6.5%

RCF / Debt 60.4% 33.5% 47.7% 25.8% 17.3% 30.4% 9.7% 18.1% 17.0% 18.8% 10.8% 3.1%

Empresa de Telecom de Bogota Empresa Nacional de Telecomu     Telefonica Celular del P   VTR Finance N.V.

Ba3 Stable Baa3 Stable Ba1 Stable B2 Negative

All figures and ratios are calculated using our estimates and standard adjustments. FYE = Financial year end. LTM = Last 12 months. RUR* = Ratings under review, where UPG = for upgrade
and DNG = for downgrade.
Source: Moody’s Financial Metrics™
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