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Research Update:

Pacific Rubiales Energy Corp. Upgraded To 'BB'
From 'BB-' On Improved Financial Profile

Overview

 Pacific Rubiales operating and financi al performance has exceeded our
expectations.

« W are raising our corporate credit rating on the conpany to 'BB from
'BB-".

* The stable outl ook reflects our view that Pacific Rubiales will continue
to post a strong financial performance and that the conmpany's good
positioning will allowit to continue executing its growh strategies.

Rating Action

On July 5, 2011, Standard & Poor's Ratings Services raised its corporate
credit rating on Pacific Rubiales Energy Corp. to 'BB from'BB-'. W also

rai sed our rating on Pacific Rubiales' $450 million senior unsecured notes due
2016 to 'BB'. The outl ook is stable.

Rationale

The upgrade is based on the conpany's continued inprovenent in its operating
and financial perfornmance, which has exceeded our expectations. For the past
12 months (LTM ended March 31, 2011, the conpany's revenues doubl ed, reaching
$1.9 billion, mainly as a result of the increase in production at the
Rubi al es’ and Quifa's heavy oil fields and, to a |l esser extent, the start of
operations in Peru and Guatenal a. Moreover, the conpany's profits continue to
i mprove, reaching an adjusted EBI TDA margi n of 56.8% as of March 31, 2011
(compared with 50.3% of the sanme period of 2010).

For the past 12 nmonths ended March 31, 2011, Pacific Rubial es posted an

adj usted debt-to-EBI TDA, funds from operations (FFO) -to-debt, and EBI TDA

i nterest coverage ratios of 0.8x, 89.4% and 12.0x, respectively, which
conpares favorably with 1.8x, 39.3% and 7.9x of the sane period of 2010. For
the past 12 nonths ended March 31, 2011, the conpany's adjusted discretionary
cash flow was $157.2 nillion

The ratings on Pacific Rubiales also reflect our view of a fair business
profile given the conpany's short track record and heavy concentration in the
Col onbi an region. Pacific Rubiales is still a small exploration and production
(E&P) conmpany, although grow ng, when conmpared with other regional and | oca

pl ayers. Recent and expected strong growth in production and reserves, strong
l[iquidity, an experienced nmanagenment team and significant financial profile
support the rating.
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Paci fi ¢ Rubi al es, which began operations in 2007, is Col onbia's second-| ar gest
operator and produces heavy crude oil and natural gas. As of March 31, 2011
it had a gross production of approximtely 225,000 barrels of oil equival ent
per day, with working interests in 40 blocks: 35 in Colonmbia, two in
Guatenmal a, and three in Peru. Pacific Rubiales' exploration and investnent
programs continue increasing the conpany's production volunme, which, coupled
wi th higher oil prices, have lead to a strong financial performance. During
first-quarter 2011, Pacific Rubiales' gross production increased 38% conpared
with the fourth quarter of 2010. The conpany has significantly increased its
producti on vol une based on the continuous growh in the production of heavy
oil inits fields. Pacific Rubiales' production is concentrated on the

Rubi al es/Piriri, Quifa, and La Creciente fields, which produce heavy oil
requiring the conpany to incur additional costs by purchasing diluents in the
mar ket . However, the conpany is working on its Llanonul sion project, which
could elimnate the need for diluents and therefore could have significantly
hel p the transportation costs for the Rubiales and Quifa fields.

Mai nl y because of increasing volunmes and higher oil prices, Pacific Rubiales
credit netrics have inproved beyond our expectations. Qur adjusted debt

i ncl udes asset retirenent obligations, operating | eases, the ship or pay
obligation of the conpany to guarantee full payment on the O eoducto de | os
Ll anos (ODL) loan, and the proportion of convertible unsecured subordi nated
debentures classified as equity. The company's four-year strategic plan

i ncl udes investnents of about $4 billion in devel opnent drilling, exploration
and production facilities, anong others. W expect the conpany to fund these
expenditures with internally generated funds. In 2011 and 2012, considering
our price deck of $75-$80 per barrel and $75 per barrel, respectively, we
expect the company to generate adjusted FFO to debt of 122% and 154%
respectively. W expect its debt-to-EBITDA ratio to be about 0.5x in the next
two years.

Liquidity

Pacific Rubiales' liquidity is strong, and we believe the conpany's resources

can nore than cover its needs for the foreseeable future, even assum ng sharp

declines in EBITDA. W expect Pacific Rubiales' liquidity resources (including

cash, FFO, and credit facility availability) to exceed uses by 1.5x or nore
over the next 12 to 18 nonths. As of March 31, 2011, the conpany had a cash
position of $610.6 million, which conpares favorably with debt maturities of
$5.9 million for the next 12 nonths. In addition, in April 2011, the conpany
increased its conmtted credit line availability to $350 mllion from $250
mllion. The conpany's next major maturity is due in 2013 ($228.2 mllion).
Despite its high capital expenditures, the conpany generated unadjusted free
operating cash flow before we expected it to ($147.5 mllion as of March 31
2011). We believe the conmpany will continue generating discretionary free
operating cash flow in 2011 and 2012 of $4.7 million and $363 mllion
respectively, despite its expansion programand its dividends distribution

Paci fic Rubi al es’ covenants headroom was anple as of March 31, 2011. In 2011
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and 2012 we expect the conpany to nmintain about an 85% EBI TDA cushi on agai nst
t he unadj usted consolidated | everage ratio covenant of 3.5x and the unadjusted
i nterest coverage rati o covenant of 3.0x.

Outlook

The stable outlook reflects our view that the conpany's financial performance
will continue to be strong and that its good position will allow the conpany
to continue executing its organic and geographic diversification growth
strat egi es.

If the conpany's production growth is beyond our expectations in the next few
years and inproves its geographic diversification while maintaining its
current financial profile, we could raise the ratings. W could | ower the
ratings if the conmpany's liquidity or financial flexibility deteriorates
significantly to an adjusted total debt-to-EBITDA ratio of nmore than 3.0x and
adjusted FFO to total debt of |ess than 20%

Related Criteria And Research

» Met hodol ogy And Assunptions: Standard & Poor's Standardizes Liquidity
Descriptors For d obal Corporate Issuers, July 2, 2010

e Criteria Methodol ogy: Business Risk/Financial Risk Matrix Expanded, My
27, 2009

e Key Credit Factors: Business And Financial Risks In The G| And Gas
Expl orati on And Production | ndustry, Nov. 10, 2008

e 2008 Corporate Criteria: Analytical Methodol ogy, April 15, 2008

Ratings List

Upgr aded
To From
Paci fi ¢ Rubi al es Energy Corp
Corporate Credit Rating BB/ St abl e/ - - BB-/ St abl e/ - -
Seni or Unsecured BB BB-

Conplete ratings information is avail able to subscribers of RatingsDirect on
the G obal Credit Portal at www gl obal creditportal.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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