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Research Update:

Energy Co. Electricite de France Outlook Revised
‘To Stable On Supportive Financial Policy Moves;
Affirmed At 'A-/A-2'

Rating Action Overview

« During the presentation of its 2018 full-year results, French power
conpany Electricite de France (EDF) announced a scrip dividend program
for the next three years; a €2 billion-€3 billion disposal program on
top of the already-achieved €10 billion; and, nore inportantly, stronger
signs of progress on regulation of its French nuclear fleet and the group
reorgani zati on, as requested by the French state.

* In addition, we note the nore favorable market power price environnment,
whi ch supports EDF's earnings growh and linmits cash burn in the com ng
two years.

e« EDF's reinforced commitnment to its stated financial policy and to
mai ntaining the rating are also credit positive.

* W are revising our outlook on EDF to stable fromnegative, and affirmng
our "A-/A-2' ratings

* W also revised to stable from negative our outlooks on EDF's U K
subsi di ari es EDF Energy PLC and EDF Energy Custoners PLC. See the ratings
list for nore details.

e The stable outlook reflects our expectation of a contained debt
trajectory thanks to slightly increasing EBI TDA and protective cash fl ow
measures over 2019-2021, absent any significant cost overruns on new
nucl ear projects and material upward reval uati on of the group's nucl ear
provi si ons.

Rating Action Rationale

The rating actions reflect our forecast of EDF' s significant cash savings over
the three com ng years, al ongside the nore-favorable power price environnent.
These factors should alleviate the pressure on EDF' s stand-al one credit
profile (SACP), which we continue to assess at 'bbb-'. W attribute these
results primarily to the French state's supportive decision to elect for scrip
for the balance of its 2018 dividends as well as for dividends relating to
fiscal years 2019 and 2020. W estinate that this translates to savi ngs of
around €2 billion for EDF over the next three years, making this nmeasure a
cornerstone of the efforts to protect the group's cash flows and credit
quality. We also believe that the French state's decision regarding EDF' s
financial policy supports our assessnment that EDF continues to benefit froma
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hi gh Iikelihood of extraordi nary governnent support if needed. As such, we
apply a three-notch uplift to EDF's SACP. As of Dec. 31, 2018, the French
state owns 83.5% of EDF' s shares.

The group al so announced a €2 billion-€3 billion disposal programto be
execut ed over 2019-2021, on top of the already-achieved €10 billion. This is
anot her renedy to better protect the group's credit quality in a highly

capital -intensive period (estimted at about €15 billion per year), notably
due to investnments on the French power distribution network, increased
anbitions in renewables, life extension of its French nucl ear reactors, and

new nucl ear builds in France and the U K These cash-protective neasures now
lead us to project that EDF' s discretionary cash fl ow generation (post

di sposal s) over 2019-2021 will remain only slightly negative--a clear

i mprovenent from our previous assunptions.

I nportantly, we view positively nanagenment's clear conmitnment to the current
rating and the stated focus on two structural pillars for the group's credit
quality: The potential regulation on its French nuclear activities and, if it
materi ali zes, the ensuing organizati onal changes. EDF confirned receipt of the
French state's nmandate to propose a potential reorganization ai ned at
facilitating the funding of its large investnment needs by year-end 2019. W
understand this woul d come hand-in-hand with progress being nade on the

regul atory front. Redefining the Regul ated Access to | ncunbent Nucl ear
Electricity's (ARENH s) tariff-setting nechani sm-which currently sets a
partial cap on prices for the output of the existing nuclear fleet--is one of
EDF' s options, and this step-change could eventually help reposition the
econom cs of EDF's French nuclear fleet. W believe this will, however, be a
| engthy process that requires the fulfilnent of several key m | estones,
starting with the passing of the French energy policy PPE decree |aw and ful
approval fromthe European Comm ssion. Wile we expect the former to happen
during the sumer of 2019, we lack visibility on the pace and outcone of the
latter. In our view, the updated French energy policy is broadly neutral for
EDF, provided we receive visibility on the timng of the energy mix transition
and that there is no disruption to its current strategic plan (see "France's
New Energy Plan: Inplications For The Power Market And EDF's Credit Quality,"
publ i shed Dec. 5, 2018, on RatingsDirect).

Finally, the higher power prices sustained over the past 12 nonths, notably
under pi nned by a revision of the carbon market and a rebound in the carbon
price, should al so provide some relief to the organic free cash fl ow
generation. Average one-year-forward power prices in France have been around
€50 per nmegawatt hour (/MAh) since nid-2018, versus €38/ MM on average in 2017
and even nuch lower in 2016. Yet EDF is likely to benefit fromthis better
price environnent nore than we previously anticipated, due to the asymmetry of
ARENH based regul ati on (nore exposure to downside price versus the €42/ M\
ARENH price, and capped to upward price novenments above the ARENH price). W
understand that, under the current mechanism only a quarter of the French
production could eventually benefit from power prices above the ARENH price.
We revised our sensitivity price analysis and consider that an increase of
€1/MW will translate in an EBITDA i ncrease of |less than €120 million on its
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French production. The hedging policy also limts potential EBITDA upside from
hi gher power prices with a two to three year |ag. EDF disclosed that the
aver age hedged strike price for 2019 was €43/ M.

The group's financial risk profile remains constrained, in our view by
relatively high | everage (with S& d obal Ratings-adjusted debt to EBI TDA
above 4.0x over 2019-2021), with significant nonfinancial liabilities from
pensi ons and t he nucl ear operations, and a sizable investnent plan leading to
negative cash flows. At year-end 2018, EDF had adjusted debt of €70 billion

conpri sing about €33 billion of net financial debt, €13 billion of pension
deficit, €12 billion of asset retirenment obligations (nostly related to
nucl ear), and about €4.5 billion of operating | ease adjustnments. W notably

see material inflationary risks associated with the nucl ear provisions,
stemring from actuarial assunptions but also potential future cost revisions.
These nucl ear provisions include dismantling of assets, as well as nucl ear
wast e managenent and storage solutions. Utimtely, given the material anount
of provisions (€51 billion), we believe this will continue to constrain any
maj or i nprovenent in the group's adjusted credit netrics.

Qur assessnent of EDF's business risk profile as strong reflects the group's
significant size as one of the largest integrated utilities in the world; its
position as the dom nant player in France in energy generation, distribution
and supply; the largely carbon-free emtting generation fleet, nostly

conpri sing nucl ear and hydro; and strong positions in the U K and Italian
power generation markets. The substantial share of regul ated networks in the
portfolio (32% of 2018 EBI TDA) and a portfolio of contracted renewabl es that
contributes a relatively small share (about 6% of earnings al so support our
assessnent.

Constraints on our assessnent of EDF' s business risk profile include EDF s

| arge merchant operations and exposure to volatile power prices, exacerbated
by the largely fixed-cost nature of its nuclear and hydro operations, which

t oget her account for about 80% of the group's annual output. In addition, EDF
relies heavily on nucl ear operations, which inplies nore technol ogy
concentration than peers. W al so note the pronounced headw nds the group
faces in the UK, with currently weak market fundanentals on the supply
activities and the low income fromthe capacity market nmechani sm

Outlook

The stable outl ook on EDF reflects our expectations of a contai ned debt
trajectory over 2019-2020, on the back of slightly increasing EBITDA, and
protective cash flows nmeasures ami d heavy investnments. W anticipate that the
group's S&P 4 obal Ratings-adjusted funds fromoperations (FFO to debt will
stay around 18% 20% and that debt to EBITDA will trend down toward 4x by
2021, notably thanks to a continuously supportive power price environnent.

These devel oprments shoul d be absent of any material cost deviation of new
nucl ear projects, nanely Flamanville and HPC. Finally, we expect to gain
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increased visibility on the group's organization and nediumterm cash flows by
end- 2019, once the PPE decree is finalized and devel opnents materialize on
potential regulation of existing nuclear assets in France. |If and when

i mpl enent ed, we believe such regulatory changes would |ikely provide strong
support to the group's stand-alone credit quality.

Downside scenario

We coul d consider a negative rating action if we see clear progress nade on
the regulation of its existing French nuclear fleet (or on changes in market
design), resulting in persisting high structural exposure of the group's cash
flows to narket volatility given the still-material investnent phase.

Rating pressure would also stemfrom FFO to debt falling below 17% and debt to
EBI TDA exceedi ng 4.5x (throughout the cycle and under current market design),

| evel s we deem as commensurate with our "A-' rating. This could notably arise
fromcost inflation on EDF's Flamanvill e and HPC nucl ear projects, nmateria
upward reval uation of the group's nucl ear provisions, or a sharp deteriorating
price environnent, although with a lag of two to three years due to hedges in
pl ace.

Separately, a downgrade of France by nore than one notch would trigger a
downgr ade of EDF. Moreover, although not our base case, a lower |ikelihood of
extraordi nary governnent support to EDF could also |lead us to | ower the
ratings on EDF and its subsidiaries.

Upside scenario

Rati ng upside potential is highly dependent on the nature and the effective

i npl enent ati on of EU backed regulation, allowing the group to better cover the
econoni ¢ cost of its existing French nuclear fleet. This potential would

i ncrease on the back of substantial EBITDA growh from |l asting hi gher power
prices in France and Europe, as well as new projects conming online in atinmely
manner without substantial cost overruns.

An upgrade woul d al so be contingent on the snmooth cl osure of reactors w thout
cost revaluation, and the absence of any material upward revision of the
group's nuclear liabilities.

Company Description

EDF is an integrated energy conpany operating in a w de range of
electricity-rel ated busi nesses: generation, distribution, supply, and energy
trading. It is France's dominant electricity operator and has strong positions
in the UK through EDF Energy, and in Italy through fully-owned Edi son

making it the world' s leading electricity player. The conpany al so manages the
| ow and nmedi um vol tage public distribution network in France through its
subsidiary Enedis, with a regul ated asset base of about €51 billion at
year-end 2018. French regul ated activities accounted for 32% of 2018 EBI TDA
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(versus 36%in 2017). Wth worldw de installed capacity of 127 gigawatts (GWN
as of Dec. 31, 2018, and gl obal energy generation of 584 Twh, EDF has the

| argest generating capacity of all the nmajor European utilities. The EDF group
supplies electricity, gas, and associated services to nore than 37 mllion
customer accounts worl dwi de (of which nore than two-thirds are in France). It
has a significant proportion of nuclear and hydroel ectric power inits
generation mx, which represented respectively 78% and 9% of electricity

out put in 2018. Notably, EDF operates 58 nuclear reactors in France and 15 in
the UK, with a total capacity of 78 GN French generation and supply
activities accounted for 41% of 2018 EBI TDA (versus 35%in 2017) while the

U K and Italy each accounted for 5% (versus 8% and 7% respectively in 2017).

Our Base-Case Scenario

In our base case for EDF, we assune:
« Power prices of €43/MM in France in 2019, then rising to €45/ MM by
2020; and in the U K, clinbing from£45/ MM in 2019 to £50/ MM in 2020.

e Assuned nuclear fleet availability in 2019 and 2020 to renmi n bel ow 395
TWh due to planned outages for mai ntenance and upgrade. W expect
Fessenheimreactors to be closed by 2022, with EPR 3 Flamanville
projected to be conmi ssioned by then.

* Pressure on EBITDA in French supply activities because of increased
conpetition and | oss of market share.

 Further pressure on EBITDA in the U K, due to the introduction of cap on
supply margin and the shutdown of the capacity nmarket, expected to reopen
during H219.

* Regul ated activities to benefit fromtariff increase fromsecond half of
the year, as per the Conmi ssion de Régul ation de |'Energie's
reconmendati ons and as per EDF' s own assunption

e A dividend payout ratio of 45%50% wth the French state electing for
scrip dividends for the remaining FY 2018 dividends as well as for the
entire FY2019 and FY2020 di vi dends.

* Asset disposals of about €2 billion-€3 billion throughout 2021

* Net investments of about €15 billion per year over 2018-2020, including
capital expenditures (capex) linked to new nuclear build Hi nkley Point C
in the U K and deploynent of smart neters Linky in France.

e An increase in nuclear obligations in 2019 of about €1 billion to reflect
the expected | owering of the discount rate by 0.1%

Based on these assunptions, we arrive at the follow ng S& d oba

Rati ngs- adj usted credit neasures:

e EBITDA slightly rising to about €15.5 billion in 2019, with a | ower
pi ck-up than in 2018 due to time |lag of hedges in place for its
generati on earni ngs
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e FFO to-debt cal cul ation renmi ning above 18% and debt to EBI TDA
stabilizing around 4.2x over 2019-2021.

 Debt trending up, albeit at a slower pace than in our previous
proj ecti ons.

Liquidity

W base our assessment of EDF's liquidity as strong on our projection that
EDF's liquidity sources will exceed liquidity uses by nore than 1.5x over the
next 12-24 nonths. Qur assessnent is further supported by EDF's consistently

substanti al cash bal ances, solid relationships with banks, and anple and
proven access to capital markets, even under dire conditions.

Principal liquidity sources as of year-end 2018:
 About €23.8 billion cash and highly liquid marketable securities;

e €11.4 billion in available commtted credit |lines, out of which €8.2
maturing in 2024 and €3.2 billion in 2019; and

e Estimated FFO of about €14.1 billion in the next 12 npnths.

Principal liquidity uses as of the same date:
 Short-term debt of about €4.5 billion

 Estinated capex of about €15 billion; and

* Annual cash dividends of about €960 million, including €560 mllion
di vi dends on hybrids and about €200 million dividends to nminorities.

Environmental, Social, And Governance

Havi ng one of the |argest nuclear generation fleets (60 GWcapacity and 80% of
output), EDF' s carbon footprint is markedly advantageous. The anbiti ous
strategi c goals of renewabl es capacity enbedded in the Cap 2030 and Sol ar Pl an
(30 GWcapacity by 2035) support EDF' s focus on diversifying its energy mx
and concentrating on | ow carbon sources. This is offset, however, by concerns
about environnmental and social risks relating to the future |Iong-term storage
of nucl ear waste. W capture EDF' s |large end-of cycle liabilities (€40
billion), of both decomm ssioning and nucl ear waste storage, in our asset
retirement obligation debt adjustnment, but the anpbunt continues to be subject
to a degree of uncertainty.

Social factors are inportant to our assessnent of EDF' s standing vis-a-vis the
French state. W believe there remains support for the nuclear industry in
France, given its econom c and social stakes. The French updated energy
policy, defined by the PPE proposals over 2019-2028, sets as a key objective
to reduce the share of nuclear in the power mx to 50% by 2035 (from 75%
today). This would require EDF to start decomrissioning its plants as per the
currently approved 50-year life, partly from 2027, progressively until 2035.

At the same time, it could require sizeable investnents in renewables. This
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strategy will not alleviate pressure on the group's free cash flow from
si zabl e i nvestnents plan over an extended peri od.

The maj or area of governance risks relates to EDF' s board oversi ght and

ability to manage risks and avoid cost overruns at nultibillion EPR new built
nucl ear projects. Its first-in-kind EPR project in France (Flananville)
suffered a €8 billion cost overrun, while the conpany enbarked on 2 new EPR
projects at a cost of about €20 billion in the UK (H nkley Point C, for

whi ch cost revisions of about £1.6 billion have been announced. Positively, we

woul d hi ghlight the supportive financial stance of the French governnent, as
denonstrated in the past years through the form of capital increase or the
el ection of scrip dividends.

Issue Ratings - Subordination Risk Analysis

Capital structure

At year-end 2018, EDF' s capital structure consists of about €69 billion of
seni or unsecured debt and about €10.7 billion of hybrid securities unsecured
debt issued by EDF and its financing subsidiaries. The group al so has debt of
about €15 billion at subsidiaries.

Analytical conclusions

As a result, we do not see any material structural subordination risk on the
seni or unsecured debt instruments issued by the group and rate them'A-', in
line with the issuer credit rating on EDF

In our analysis, we do not expect the French state to provide extraordi nary
support on the hybrid instruments. We therefore rate them'BB , two notches
bel ow our analysis of EDF' s 'bbb-' SACP, reflecting the subordi nated nature of
these instruments and the optionality to defer the coupon. If we revised our
assessment of the SACP (down or up), we would not expect to change our
approach related to the notching differential, nor our approach to assessing
the hybrid' s equity content. This is because the issuer credit rating would
remai n i nvestnment grade, all el se being equal

Ratings Score Snapshot

| ssuer Credit Rating: A-/Stable/A-2
Busi ness risk: Strong

e Country risk: Low

e Industry risk: Internediate

e« Conpetitive position: Strong

Fi nancial risk: Significant
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e Cash flow Leverage: Significant

Anchor: bbb

Modi fiers

e Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Liquidity: Strong (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Fair (no inpact)

 Conparable ratings anal ysis: Negative (-1 notch)

St and-al one credit profile: bbb-
e Goup credit profile: a-

 Rel ated governnent rating: AA (unsolicited)

* Likelihood of governnment support: High (+3 notches from SACP)

Related Criteria
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Ratings List

Qutl ook Action; Ratings Affirmed

To From

Electricite de France S. A

| ssuer Credit Rating A-/ Stablel A-2 A-/ Negativel A-2

Seni or Unsecured A- A-

Juni or Subor di nat ed BB BB

Conmrer ci al Paper A-2 A-2
EDF Energy Custoners PLC

| ssuer Credit Rating BBB-/ St abl e/ - - BBB- / Negati ve/ - -
EDF Energy PLC

Issuer Credit Rating BBB-/ St abl e/ A- 3 BBB-/ Negati ve/ A-3

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
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(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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