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ENEA S.A. (/gws/en/esp/issr/90421075)

Fitch Affirms ENEA at 'BBB'; Outlook Stable

Fitch Ratings-London/Warsaw-30 June 2017: Fitch Ratings has affirmed Poland-based ENEA S.A.'s Long-Term Foreign- and
Local-Currency Issuer Default Ratings at 'BBB' with Stable Outlooks. Fitch has also affirmed and simultaneously withdrawn
ENEA's National Long-Term Rating of 'A+(pol)' with a Stable Outlook for commercial reasons. 

The affirmation follows the completion of capital investments in 2017. These include the acquisition of power generation company
ENGIE Energia Polska S.A. (ENGIE Poland) as well as minority investments in coal mining company Polska Grupa Gornicza Sp. z
o.o. (PGG) and construction company Polimex-Mostostal S.A. These investments reduced the importance of more predictable
power distribution income in ENEA's business profile and increased net leverage, which is negative for the credit profile. However,
the impact of the largest acquisition, ENGIE Poland, is mitigated by refurbishment of the power blocks prior to acquisition, their
profitability and reasonable consideration paid.  

We project funds from operations (FFO) adjusted net leverage to rise to about 3x in 2017-2019 from 2.2x in 2016 on the back of
these capital investments and large capex. We anticipate that FFO adjusted net leverage will not exceed 3x, which provides the
foundation for our affirmation of the ratings, but leaves no headroom within their current level.  

KEY RATING DRIVERS 

ENGIE Poland Acquisition: ENEA acquired 100% of ENGIE Poland for an enterprise value of PLN995 million (EUR231 million) in
March 2017. The main asset of ENGIE Poland is a 1.9GW power plant (1.7GW coal-fired, 0.2GW biomass-fired) located in
Polaniec. In 2016 the plant produced 10TWh of electricity and had EBITDA before proceeds from the sale of CO2 allowances of
PLN286 million (EUR68 million).  

Negative Impact Mitigated: The acquisition of ENGIE Poland is mildly negative for ENEA's credit profile due to the increase in
importance of conventional generation in ENEA's EBITDA and hard coal in its fuel mix. However, the negative impact is mitigated
by refurbishment of the power blocks prior to acquisition, their profitability and reasonable consideration paid (EV/EBITDA multiple
of 3.5x).  

Investments Viewed as Cash Outflows: ENEA currently has no further acquisitions planned following its 2017 PLN300 million
acquisition of 7.7% shares in coal mining company PGG as well as the PLN78 million acquisition of a 16.5% stake in construction
company Polimex-Mostostal. Fitch views the PGG investment as negative for ENEA's credit profile due to increased exposure to
coal mining, questionable returns and risk of participation in future equity increases at PGG, if any. The Polimex-Mostostal
investment is smaller and it reduces ENEA's construction risk on the Kozienice power plant project.  

We treat both investments as pure cash outflows increasing net leverage and do not assume they will bring any tangible returns. 

Ostroleka C Project: ENEA is considering participation in the construction of the new coal-fired block in Ostroleka together with
Energa S.A. (BBB/Stable) with the possible involvement of third-party investors. The exact structure and budget of the project are
unknown at this point, but ENEA has agreed to participate in the preparatory works. The company is entitled to withdraw from the
project until the final decision to construct is taken (probably in 2018) if the project turns out to be unprofitable or lead to breach of
ENEA's bank covenants. 

High, but Manageable Leverage: In our rating case forecasts we assume suspension of dividends from 2018, but include cash
outflows for the Ostroleka C preparatory and initial construction phase resulting in total capex and acquisitions of about PLN12bn
in 2017-2021. In our rating case, FFO adjusted net leverage stays at 3x leaving no headroom within the current ratings. Assuming
ENEA withdraws from the Ostroleka C project following the 2017-2018 development phase and continues paying dividends at the
2017 level (PLN110 million), its FFO adjusted net leverage should decrease to slightly below 3x. 

Power Capacity Market Coming: We view plans by the Polish government to introduce a capacity market as positive for ENEA's
ratings. Assuming the Capacity Market Act is approved by the Polish parliament and receives notification from the EU Commission
by the end of 2017, the first capacity auctions could be announced in 2018 with first cash inflows in 2021. We currently do not
include any inflows related to the capacity market in our rating case.  

Power Distribution Less Important: The ENGIE Poland acquisition and start of operations of the new 1GW block in Kozienice will
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double the power generation volume in ENEA and maintain a high share of generation in its EBITDA. With the acquisition of the
Bogdanka mine in 2015 a considerable part of EBITDA will come from mining. Power distribution will decline to 40% to 45% of
EBITDA in 2017-2021, from the peak of 55% to 60% in 2013-2014 (prior to acquisitions in mining and generation), though it will
remain the largest EBITDA component. 

Standalone Rating: ENEA is 51.5% owned by the Polish state (A-/Stable). However, Fitch rates ENEA on a standalone basis
because we assess legal, operational and strategic links with the state as moderate under our Parent and Subsidiary Rating
Linkage criteria. In our view, the links have had an incrementally greater impact on the company under the new government, in
office since November 2015. Examples include a less-generous dividend policy, plans to introduce capacity market and support for
coal mining like the rescue plan for PGG. 

DERIVATION SUMMARY 

ENEA has lower share of regulated distribution than the two other 'BBB' rated Polish integrated utilities, TAURON Polska Energia
S.A. (Tauron, BBB/Stable) and Energa, and lower cash flow visibility. This is reflected in Fitch's lower maximum leverage guideline
within current ratings of 3x for ENEA and 3.5x for Tauron and Energa. The largest Polish utility PGE Polska Grupa Energetyczna
S.A. (BBB+/Stable) benefits from high share of lignite in its generation fuel mix, which in the current pricing environment for
wholesale power and CO2 allowances provides a cost advantage over its Polish peers generating power mostly from hard coal. 

All four Polish integrated utilities have limited rating headroom due to a projected increase in leverage in 2017-2019 driven by
large capex. 

KEY ASSUMPTIONS 

Fitch's key assumptions within our rating case for the issuer include: 

- Weighted average cost of capital in the distribution segment at 5.6% in 2017 rising to 6.0% in 2021 

- 5% reduction in the return on the distribution's regulated asset base from 2018 

- Volume-weighted wholesale power price falling to about PLN160 per megawatt-hour and coal prices to about PLN9 per gigajoule
by 2019 

- The new 1GW power block in Kozienice commencing operations from 2018 
- Capex and acquisitions of around PLN12bn in 2017-2021, including Ostroleka C preparatory and initial construction phase; we
expect most of capex for construction of Ostroleka C after 2021 

- PLN110 million dividends in 2017; no dividends from 2018 

RATING SENSITIVITIES 

Future Developments That May, Individually or Collectively, Lead to Positive Rating Action 

Rating upside potential for ENEA is limited due to the company's large capex plan, business risk profile including a large portion of
mining and our expectation that FFO adjusted net leverage will increase to the 3x limit for the ratings from 2017. However, future
developments that could lead to positive rating action include:  

- Stronger-than-expected cash flow generation and/or reduction of capex and acquisition plans leading to projected FFO adjusted
net leverage sustained below 2x, supported by management's more conservative leverage target;  
- A more diversified fuel generation mix and lower CO2 emissions per megawatt-hour, which, together with continued efficiency
improvements, would result in a stronger business profile. 

Future Developments That May, Individually or Collectively, Lead to Negative Rating Action  

- Increase in FFO adjusted net leverage to above 3x or FFO fixed charge cover below 5x on a sustained basis due, for example, to
full implementation of the capex plan or acquisitions in a scenario of low operating cash flows;  
- Substantial adverse change in ENEA's business profile, such as a material reduction in the share of regulated distribution in total
EBITDA; 
- Involvement in Ostroleka C project construction phase as a 50% partner, without secured cash flow support from the capacity
market or in a scenario of large dividends paid to shareholders; 
- Substantial tax payment arising from an increase in the nominal value of ENEA's shares. This is a cash flow and operating
environment risk for ENEA and other Polish state-controlled utilities as the government contemplates an increase of the nominal
value of their shares. Such an increase would be subject to approval at the shareholders' meeting. This tax payment is not
included in our assumptions for the rating case. We treat this as event risk and a potential corporate governance issue. 
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LIQUIDITY 

Adequate Liquidity: At end-March 2017 ENEA had Fitch-calculated readily available cash of PLN1.2bn and committed financing of
PLN2.5bn against short-term debt of PLN0.3bn and Fitch-projected negative free cash flow of PLN0.2bn for 2017. 

Contact:  

Principal Analyst 
Artur Galbarczyk 

Associate Director 

+48 22 338 6291 

Supervisory Analyst 
Arkadiusz Wicik 

Senior Director 

+48 22 338 6286 

Fitch Polska S.A. 
Krolewska 16
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Committee Chairperson 

Josef Pospisil 
Managing Director 

+44 20 3530 1287 

Summary of Financial Statement Adjustments - Operating lease capitalised using a 7x multiple. 

Media Relations: Adrian Simpson, London, Tel: 203 530, Email: adrian.simpson@fitchratings.com; Malgorzata Socharska,
Warsaw, Tel: +48 22 338 62 81, Email: malgorzata.socharska@fitchratings.com. 

Additional information is available on www.fitchratings.com. For regulatory purposes in various jurisdictions, the supervisory
analyst named above is deemed to be the primary analyst for this issuer; the principal analyst is deemed to be the secondary 

Applicable Criteria  
Criteria for Rating Non-Financial Corporates (pub. 10 Mar 2017) (https://www.fitchratings.com/site/re/895493) 

Parent and Subsidiary Rating Linkage (pub. 31 Aug 2016) (https://www.fitchratings.com/site/re/886557) 

Additional Disclosures  
Dodd-Frank Rating Information Disclosure Form (https://www.fitchratings.com/site/dodd-frank-disclosure/1025936) 

Solicitation Status (https://www.fitchratings.com/site/pr/1025936#solicitation) 

Endorsement Policy (https://www.fitchratings.com/regulatory) 

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
(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
(https://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 THE CODE OF
CONDUCT SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY (https://www.fitchratings.com/site/regulatory). FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF
THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE
FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE. 
Copyright © 2017 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),
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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 jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings and reports
should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the
information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its
advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and
other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with
respect to financial 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  
Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this Rating Action Commentary (RAC) by the obligatory being
rated or the issuer, underwriter, depositor, or sponsor of the security or money market instrument being rated, except for the
following:

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 (https://www.fitchratings.com/regulatory) 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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