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Research Update:

Companhia Energetica de Minas Gerais Upgraded
To 'BB+' From 'BB' On Stronger Business Risk
Profile, Outlook Stable

Overview

e W are revising our business risk profile assessnent on Brazil -based
electric utility, Cemig, to "satisfactory" from"fair" in light of
clearer and nore transparent rules in the regulatory franework

« W are raising our ratings to 'BB+ from'BB on global scale and to
"br AA+' from'brAA-' on Brazilian national scale on the conpany.

» The stable outlook reflects our expectation that Cenig's financial risk
profile will remain "significant” and its liquidity "adequate" despite
the outcone of the |egal disputes with the regulator related to the
ext ensi on of certain concession agreenents.

Rating Action

On Nov. 14, 2013, Standard & Poor's Ratings Services raised its corporate
credit ratings on Conpanhia Energetica de Mnas CGerais S.A (Cenmig) and its
operating subsidiaries, Cenmig Distribuicao S.A. (Cemig D) and Cem g Geracao e
Transm ssao S.A. (Cemig GI), to 'BB+ from'BB on global scale. W also

rai sed our ratings on these conpanies to 'brAA+ on national scale. The

outl ook is stable. The stand-alone credit profile (SACP) of these conpanies is
" bb+' .

Rationale

The upgrade reflects the group's inproving business risk profile, which we
revised to "satisfactory" from"fair," in light of clearer and nore
transparent rules in the regulatory framework that reduced the uncertainties
of the group's business and financial performance. Al though Cenig is
continuing its legal disputes over its rights to renew the concessions for its
hydr opower plants with an installed capacity of about 2,500 negawatts (MA, we
bel i eve that the outconme won't jeopardize its conpetitive position. Cemg's
diversified portfolio of assets in the electricity generation, transm ssion
and distribution provides certain resilience to its operations.

We anal yze the Cenig group on a consolidated basis, as we believe that it
adopts an integrated financial strategy and that the hol ding conpany, Cenig,
is active in managing the operations of Cemig D and Cemig GI. Therefore, the
ratings on Cenig D and Cemig GI are the sane as those on Cemg.
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We apply our criteria for governnent-related entities (GRES) in our analysis
of Ceni g because the Brazilian state of Mnas Cerais (global scale:
BBB-/ St abl e/ -- national scale: brAAA/ Stable/--) controls 51% of the group. W
believe that there is a "noderately high" |ikelihood of extraordi nary support
fromthe state government in the event of financial distress. This stens from
our view of Cem g's:
* "Inmportant” role to the government because Cenig provides essenti al

public services to the state's residents. W believe that Cemg's

distress would lead to a disruption of certain activities in the state

and could harmdifferent sectors of the econony.
e "Strong" link with the state governnent because it's the ngjor

sharehol der, with a track record of providing support to Cenmig in certain

ci rcunst ances

The "satisfactory” business risk profile is based on the group's exposure to
regul ations that, in our view, provide an adequate franework to devel op the
electricity sector on a sustai nable manner. Al so underpinning the rating is
Cem g's strong narket position due to its diversified portfolio of electricity
assets. Cemig's operation in the distribution and transmni ssion segrments has
mtigated the inherent volatility of the generation segnent, which we view as
a positive credit factor. Somewhat weighing negatively on Cenig is the |ega
disputes it maintains with the regulator, which can result in the expiration
of concessions for three of its |largest power plants: Sao Sinmdo, Mranda, and
Jaguara. (If concessions won't be renewed, Cemig will | ose control of the
three plants.) Neverthel ess, we view that Cenmi g has enough flexibility to

wi t hstand such a scenario without jeopardizing its conpetitive position.

The Law 12783/2013, which was approved in early 2013, offered electric
utilities with concessions com ng due between 2015 and 2017 the option for an
early renewal in exchange for significant reduction in prices and tariffs.
After the approval of this law, Cenmig considered that its Jaguara, Sao Sinmo,
and Mranda plants didn't fit under these rules. The group believes that an
automatic renewal of its concession contracts under the original condition
shoul d be granted. Cemig is currently in a legal dispute with the regul ator
regardi ng the Jaguara power plant, the first of the three power plants to have
its concession ended (August 2013). On Aug. 30, 2013, the Hi gher Appeal Court
granted an interiminjunction to Cemig GI, giving it the right to remain in
control of the Jaguara power plant, until the final judgment of the case.

The group's "significant" financial profile reflects Cem g's aggressive
expansi on strategy, which has led to higher debt to fund acquisitions and
sizable investnents in the electricity generation business. Cenig's
consolidated credit metrics have remained fairly stable, and we expect it to
mai ntai n adj usted total debt to EBI TDA of about 3.0x and funds from operations
(FFO to total debt at 20% 25% i n 2013-2014 under our base-case scenari o,

whi ch excl udes the extension of the concessions of the three aforenentioned
power plants. W also excluded wite-offs or termination value on those
assets, and we assumed a significant reduction in EBI TDA and FFO i n 2015 due
| ower generation capacity, which may lead to a tenporary deterioration in
credit netrics that should recover in 2016. W al so expect the conpany to
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carry out a capital reduction programat Cem g GI of about R$2.3 billion in
Decenmber 2013.

Liquidity

Cemig's liquidity is "adequate," in our view The group reported cash reserves
of R$4.6 billion as of Septenber 2013 and short-term debt of R$2.5 billion

Qur liquidity assessnent includes the foll owi ng assunptions:

e The liquidity sources (including FFO and other cash sources) will exceed
cash uses by about 1.25x during the next two years;
« Annual FFO generation of R$3.0 billion - R$3.1 billion in the next two

years;
« The group has flexibility to adjust investnments and di vidend paynents if
necessary to preserve its "adequate" liquidity;

 Dividend payout of 80% 100%in the next two years;

e Capital reduction at Cem g GI for about R$2.3 billion; and

* The group has adequate financial flexibility with proven access to
capital nmarkets, as well as low priced financing from devel opnent banks,
such as the Brazilian Devel opment Bank ( BNDES)

Outlook
The stable outlook reflects our expectation that Cenmig's financial risk
profile will remain "significant” and its liquidity "adequate" despite the

outcome of the legal disputes with the regulator related to the extension of
concessions for three of its hydropower plants between 2013 and 2016. W coul d
raise the ratings if Cemg's financial risk profile inproves through |ess
aggressive investnents or nore conservative credit netrics, with debt to

EBI TDA consi stently bel ow 3x and FFO to debt above 25% This is likely if the
group is granted a renewal of its concessions for Sao Sinao, Mrannda, and
Jaguara, which would allow it to post stronger credit nmetrics. W could | ower
the ratings if Cenmi g executes a nore aggressive investnent plan and high

di vi dend paynents that would lead to a "less than adequate" liquidity. W can
also lower the rating if the adjusted total debt to EBI TDA consistently
exceeds 4x and FFO to adjusted total debt consistently is bel ow 20%
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Ratings List

Upgr aded
To From
Conpanhi a Energetica de Mnas Gerais S. A
Cem g Geracao e Transmi ssao S. A
Corporate Credit Rating BB+/ St abl e/ - - BB/ St abl e/ - -
Brazil National Scale br AA+/ St abl e/ - - br AA-/ St abl e/ - -

Cem g Distribuicao S. A
Corporate Credit Rating BB+/ St abl e/ - - BB/ St abl e/ - -
Brazil National Scale br AA+/ St abl e/ - - br AA/ St abl e/ - -

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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