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Rating Action Commentary

Fitch Upgrades ColTel to 'BB+'; Outlook Stable
Fitch Ratings-Chicago-01 August 2018: Fitch Ratings has upgraded Colombia Telecomunicaciones S.A. ESP's (ColTel)
Long-term Foreign and Local-Currency Issuer Default Ratings (IDRs) to 'BB+' from 'BB'. Fitch has also upgraded CoTel's
senior unsecured 2022 bond rating to 'BB+' from 'BB' and its hybrid bond to 'BB-' from 'B+'. The Rating Outlook is Stable. A
full list of rating actions follows at the end of this release.
The upgrade reflects capitalization by ColTel's shareholders on its former payment liability to Patrimonio Autonomo
Receptor de Activos of Empresa Nacional de Telecomunicaciones (PARAPAT) and the effect on ColTel's balance sheet and
cash flow generation going forward. Telefonica S.A.'s (TEF) 2017 sizable cash injection and the government's assumption of
its portion of the liability strengthened ColTel's balance sheet resulting in a material debt reduction. This capitalization also
freed approximately COP500 billion per year previously destined to service PARAPAT that will now contribute to the
company's CFFO expected performance and deleveraging strategy.
The consolidation of leading telecom fixed operations in Bucaramanga and Barranquilla since 4Q17, following the
termination of the PARAPAT operation agreement will contribute to improved EBITDA performance during the projection
period. Fitch believes that towers and real estate properties that came from PARAPAT can be monetized and proceeds can
be used to reduce indebtedness. The Stable Outlook reflects Fitch's expectation that ColTel's financial strategy will focus on
reducing total debt in 2018 and 2019, which will improve the company's adjusted net leverage metric of 2.2x by 2020.
KEY RATING DRIVERS
Strong Market Position
ColTel is one of the leading providers of mobile data services in Colombia, with a national subscriber market share of 28.5%
as of March 2018, behind Claro (53.1%), the biggest player by market share. For this same period, ColTel is also the third
largest BBI service provider, with a 19.2% of subscriber market share and the fourth pay-TV provider with a market share of
10%. The company is expected to maintain its strong mobile footprint and to increase modestly its fixed business subscriber
base, mainly in broadband and pay-tv, as it deploys its capex strategy aimed at increasing its network coverage and
penetration.
Capitalization Strengthens ColTel's Credit Profile
The 100% pay down of the PARAPAT COP 4.8 trillion liability in September 2017 achieved a material debt reduction that
strengthened its capital structure by significantly reducing its adjusted net leverage metric to 3x as of March 2018, below the
average 5.3x leverage metric posted in 2014-2016. The capitalization also freed approximately COP 500 billion per year
previously destined to pay associated interest payments that can now be used for investments or debt reduction. It also led
to the consolidation of TeleBucaramanga and Metrotel, which will boost EBITDA by 5% per year. Furthermore; the
acquisition of towers and real estate properties though this process is positive, as these assets can be monetized to
accelerate deleveraging.
Operating Cash Flow to Improve
Fitch expects ColTel's EBITDA to increase to an average of COP1.8 trillion per year over the 2018-2020 period, up from
COP1.5 trillion in 2017. EBITDA margin is expected to improve to 33.6% in 2020 from 31.5% in 2017 as a result of the
expansion of its service portfolio and stronger ARPU performance, the consolidation of Metrotel and Telebucaramanga and
the incorporation of cost efficiencies that should improve the cost as percentage of revenues ratio by 300 basis points by
2020. ColTel intends to use part of the increased operational cash flow expansion to fund capex in order to expand its LTE
and FTTH networks in support of improved ARPU performance. For the next few years, Fitch expects ColTel to increase its
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fixed business revenue to an average of approximately COP2.1 trillion per year from COP1.8 trillion in 2017. This will
contribute to close to 38% of total consolidated revenues, while the mobile operation will account for approximately 62% of
total revenues as wireless/LTE portfolio continues to grow.
FCF Projection Outperforms Previous Base Case
Coltel's annual FCF generation is expected to average approximately COP430 billion for the next couple of years, which is
above Fitch's previous projection of COP106 billion per year. The expected FCF improvement is driven by the projected
EBITDA growth and lower capex intensity (capex/revenues) of 16% during 2018-2020, less than previous capex intensity
forecast of 20%. The lower projected capex cash outlay is explained by capex optimization initiatives that focus on higher
ARPU services such as mobile data and FTTH and capex savings to connect new subscribers to its FTTH network in 20182020.
Deleveraging Trend Expected
Fitch expects Coltel to pay debt by COP338 billion in 2018 and COP 846 billion in 2019 and to substitute part of that debt
with longer tenor instruments in order to increase average life from approximately 3.7 years as of March 2018 to between
seven and 10 years. This financial strategy would result in net debt reductions of approximately COP 544 billion in 2018 and
COP 435 billion in 2019. This in conjunction with the expected EBITDA improvement would reduce the adjusted net
leverage metric from 3x in March 2018 to 2.2x by 2020, outperforming Fitch's 2017 forecast of 2.5x as of that date.
DERIVATION SUMMARY
ColTel's 'BB+' rating reflects its relatively more concentrated service portfolio given its weaker fixed business operation
compared to its peers UNE EPM Telecomunicaciones S.A. (BBB/Stable) and Telefonica Moviles Chile S.A. (BBB+/Stable),
companies that boast a more balanced subscriber base per business segment with stronger fixed internet and TV
operations. On the other hand, ColTel's credit profile is stronger than Axtel (BB-) and VTR Finance (BB-) given their less
diversified operations and weaker financial profiles.
Fitch expects ColTel's capital structure to improve by reaching an adjusted net leverage ratio of 2.2x by 2020, closer to the
expected leverage performance for UNE EPM but above Telefonica Moviles Chile's leverage metric (below 2x) given its
conservative capital structure. ColTel's capital structure is considered stronger than Axtel and VTR, given their projected
leverage metric is close to 4x.
KEY ASSUMPTIONS
--Core Revenues grow at an average of 5.5% year in 2018-2020, driven by 4.7% mobile average growth and 6.7% fixed
revenue growth;
--EBITDA averages COP1.8 trillion during the projection period;
--Moderate EBITDA growth and debt prepayments in 2018 and 2019 allow for the adjusted net leverage metric to improve to
2.2x in 2020;
--Capex, including licenses, of COP2.6 trillion in 2018-2019 as indicated by the company;
--No dividend payments during the rating horizon.
RATING SENSITIVITIES
Developments that May, Individually or Collectively, Lead to Positive Rating Action
--The strengthening of the fixed operation in support of EBITDA generation leads to a market share improvement in its fixed
business;
--The company registers an adjusted net leverage metric below 2x on a sustained basis.
https://app.fitchconnect.com/research/article/PR_10040180
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Developments that May, Individually or Collectively, Lead to Negative Rating Action
--Sustained profitability deterioration due to competitive pressures and slow growth in its non-traditional business segments;
--Negative FCF generation;
--Adjusted net leverage above 3x on a sustained basis.
LIQUIDITY
ColTel's liquidity has improved after the capitalization process that paid the PARAPAT liability and cured the piercing of the
2022 bond leverage covenant (below 3.75x) affording the company increased financial flexibility by allowing it to contract
additional debt if needed. ColTel posted a CFFO of COP878 billion as of LTM March 2018 and cash balances including
short-term investments of COP73 billion, resources more than sufficient to meet short-term debt obligations of COP435
billion as 1Q18. ColTel reported COP555 billion in available lines of credit (COP374 billion with local banks and COP181
billion with international banks) that further bolster its liquidity position.
The capitalization by the shareholders in September 2017 substantially improved the capital structure and liquidity of ColTel
by reducing the total amount of adjusted debt and associated PARAPAT's interest payable. The leverage metric stood at
3.1x as of March 2018, well below adjusted leverage metrics above 5x posted before the capitalization was held. Going
forward ColTel's financial strategy will seek to reduce its adjusted net leverage metric close to 2x by prepaying debt in 2018
and 2019 and to improve the average life of its financial debt to over seven years from the current three years, further
strengthening its liquidity position.
FULL LIST OF RATING ACTIONS
Fitch has upgraded ColTel's rating as follows:
--Long-term, foreign-currency IDR to 'BB+' from 'BB'; Outlook Stable;
--Long-term, local-currency IDR to 'BB+' from 'BB'; Outlook Stable;
--2022 senior notes to 'BB+' from 'BB';
--Subordinated notes to 'BB-' from 'B+'.
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ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND
THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS
SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE
FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM
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Copyright © 2018 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004.
Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is
prohibited except by permission. All rights reserved. In issuing and maintaining its ratings and in making other reports
(including forecast information), Fitch relies on factual information it receives from issuers and underwriters and from other
sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in
accordance with its ratings methodology, and obtains reasonable verification of that information from independent sources,
to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch's factual
investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security
and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the
issuer is located, the availability and nature of relevant public information, access to the management of the issuer and its
advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters,
appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability of
independent and competent third- party verification sources with respect to the particular security or in the particular
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ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial
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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 US$10,000 to
US$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 "nonNRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the NRSRO. However, nonNRSRO personnel may participate in determining credit ratings issued by or on behalf of the NRSRO.

ENDORSEMENT POLICY - Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used
by regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all International ratings is
provided within the entity summary page for each rated entity and in the transaction detail pages for all structured finance
transactions on the Fitch website. These disclosures are updated on a daily basis.
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