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Research Update:

France-Based Integrated Energy Company EDF
Downgraded To 'A/A-1' On Weaker Business
Profile; Outlook Negative

Overview

« W believe Electricité de France's (EDF' s) business fundanental s have
weakened, and we now assess its business risk profile as strong rather
t han excell ent.

* W& consider that there is a high likelihood that the French governnent
woul d provide tinely and sufficient extraordi nary support to EDF in the
event of financial distress.

W are lowering our ratings on EDF to ' A/A-1" from'A+/ A-1" and renovi ng
t hem from Cr edi t WAt ch.

* The negative outlook reflects that on France as well as the additional
risks we see as potentially hanpering the group's business risk profile
and cash flow generati on.

Rating Action

On May 13, 2016, S&P G obal Ratings lowered its long-term corporate credit
rating on French power utility Electricité de France S.A. (EDF) to 'A" from
"A+' and renoved it from CreditWatch, where it was placed with negative

i mplications on Feb. 26, 2016. The 'A-1' short-termrating was affirnmed. The
outl ook is negative.

We additionally |owered our rating on the EDF' s seni or unsecured debt to 'A
from'A+ and our rating on the junior subordinated hybrid securities to ' BB+
from' BBB' .

We also took the following related rating actions:

e W lowered our long-termcorporate credit ratings on EDF's U K
subsi di ari es EDF Energy PLC and EDF Energy Customers PLC to 'BBB' from
"A-' and our short-termcorporate credit rating on EDF Energy PLC to
"A-2'" from'A-1'". The outlook on these two entities is negative.

W lowered our ratings on EDF's Italian subsidiary Edison SpAto
'"BBB-/A-3'" from'BBB+/ A-2'. The outlook is negative.

* W lowered our long-termcounterparty credit and financial strength
rati ngs on EDF' s captive insurance subsidiary, Wagram I nsurance Co. Ltd.,
to '"BBB' from'A-'. The outl ook is negative.

Qur rating actions on EDF do not change our ratings on French transm ssion
network RTE, which remain 'A+/ A-1' with a stable outl ook.
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Rationale

The rating action primarily reflects our view that EDF' s exposure to volatile
commodity prices is greater than we previously anticipated, and the recent
mar ked deterioration in fuel conmodities prices and European energy prices
will deteriorate the group's earnings and free operating cash fl ow generation
We therefore believe that operating fundamental s have weakened for EDF. W
nevert hel ess believe that EDF' s recently announced neasures, including a €4
billion capital increase, scrip dividends paid to the French state, asset

di sposals, and a cost-cutting plan, will help reduce EDF s adjusted debt over
the next three years, which is a key supporting factor for the rating.

Qur | ower assessnent of EDF' s business risk profile to strong from excell ent
reflects the increasing share of revenues that EDF derives from unregul ated
activities following the partial |iberalization of the French energy narket.
This conmes at a tinme of a sharp decrease in power prices, well belowthe

regul ated reference price ("ARENH'), which we until recently considered as a
sustai nable floor price for power in France. This is because we now consi der
the coal generation and power interconnection lines, notably with Gernmany, as
increasingly being the main price setters for power in France. The downward
revision therefore also reflects the | ower-than-anticipated protected patterns
of the French power market, given the higher exposure to fuel conmodity prices
and the nostly outright production profile of EDF, through its nuclear reactor
fleet and hydro plants, which together account for about 80% of the group's
annual output. To sone extent, the rating action also reflects the group's
heavy reliance on nuclear, and therefore some technol ogy concentration
conpared to peers.

These additional market challenges cone at a tinme of high investnment needs.
EDF' s si zabl e i nvestnent plans include nassive naintenance and upgrade
expendi tures on the existing nuclear fleet and new nuclear build in France

("grand carénage"). EDF estinates a total investnent of €51 billion over
2014-2025 for this program down from €55 billion previously. W anticipate
that, at current power prices, these investnents will translate into heavily

negative free operating cash flows in the next two to three years, before the
capital increase and asset disposals. W also think cost recovery prospects on
these investnments are now |l ess certain than previously, due to the group's

i ncreased exposure to whol esale prices. Yet, EDF has limted flexibility to
cancel or postpone them due to French energy policy and nucl ear wat chdog
prescriptions on safety upgrades.

Al t hough we factor into our assessnent the inplenentation of a CO2 price floor
in France from 2018 and we recogni ze the political willingness to inplenment a
capacity market, we also consider that there is a lack of flexibility to
create a materially nore favorable narket design in France, due to
affordability issues and EU linitations.

Despite the ongoing chall enges that are hurting the group's credit quality, we
still place value on EDF's significant size, the contribution fromits
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regul ated network activities in France, and its |ow carbon generation fleet,
whi ch may benefit froma hi gher carbon price over tine. W al so see sone
flexibility in EDF's cost structure, notably because the managenent did not

i mpl enent hard cuts in previous years, especially in conparison with sector
peers. Another degree of financial flexibility lies in the asset disposa
program This is supported by EDF' s international assets in non-core narkets,
whi ch we believe have high value but | ow EBITDA contribution. The group al so
owns RTE, the French power transm ssion network, which it is now preparing to
sel |

As part of our assessnent of EDF's significant financial risk profile, we
benchmark EDF's credit netrics, notably our adjusted funds from operations
(FFO -to-debt and debt-to-EBITDA ratios, against our nedial volatility table,
as defined in our criteria. W use this approach because EDF derives nore than
one-third of its earnings from France's regul ated activities, with a strong
regul atory advantage. W believe our expectations of negative free operating
cash flow generation until 2019 should be nore than conpensated by asset

di sposal s, the announced capital increase (€4 billion), and scrip dividends
over the next three years. Qur assessnment of the financial risk profile is

al so underpinned by EDF's excellent narket access and its proactive and
prudent managenent of liabilities. Qur adjusted credit nmetrics on EDF are
particularly affected by the relative weight of EDF s nonfinanci al
obligations, which have no effective maturity and bear no interest. At the
same time, we believe sone volatility may energe from potential changes in
actuarial assunptions used to value these obligations, notably on nucl ear
provisions, and a potential risk of deterioration in our adjusted credit
metrics.

We al so see a risk that sone potentially sizable unfavorable events could
weaken EDF's credit quality, if they occur. However, because of their
still-uncertain outcomes, we don't currently factor theminto our base case.
These notably include the quality concerns about EDF's flagship Flamanville
nucl ear power plant in Normandy, and the outconme of its investnent decision
regarding its H nkley Point C nuclear project in the UK

We have | owered our managenent and governance score to fair from satisfactory
to reflect our view that increasing uncertainties surround the group's
strategy. This is based on the current lack of clarity in French energy policy
and the governance interference, including the unexpected departure of EDF' s
CFO this year on disagreenent over Hinkley Point C and the pressure fromthe
uni ons on strategic decisions.

W have nmaintai ned our assessnent that there is a high |ikelihood of
exceptional governnment support in case of financial distress, follow ng the
recent announcenents fromthe French governnment regarding the capita

i ncrease, scrip dividends, the likely change in the law to facilitate the

di sposal of RTE, as well as nunerous public statenents by governnent
representatives. The invol venent of the French government and presidency in
EDF's strategy and financial health is a key driver in our assessnent. W
reflect this support in an uplift of three notches fromthe 'bbb' stand-al one
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credit profile (SACP;, fromtwo previously), according to our nethodol ogy. CQur
assessnent of a high likelihood of extraordinary support is derived from our
view of the inportant role of EDF for the France and the very strong link with
the French governnent. That said, we would likely revise downward our
assessment of the likelihood for extraordinary government support if we do not
see an effective and tinely inplenmentation of the renedy neasures.

In our base case, we assune:

 Power prices of €30 per nmegawatt-hour (/MAM) in France and of £35/ MM in
the U K over 2016-2018;

« A gradual decrease in narket shares in France over 2016-2018;

e Continuous EBI TDA growt h of about 2% per year in French regul at ed
activities;

» A capital increase of €4 billion taking place by February 2017, as
announced by the group;

 Dividends paid in shares to the French government in 2016 and 2017;

» Asset disposals of about €5 billion spread over 2016-2017;

« Net investnments averaging €11.5 billion per year over 2016-2018,
i ncluding the acquisition of Areva NP, materializing in 2017; and

e No final investnent decision on Hinkley Point C

Based on these assunptions, we arrive at the following credit neasures:
e« FFOto debt falling to about 16% from 2017; and
A decrease in adjusted debt to about €70 billion by 2017.

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

We estimate the followi ng principal liquidity sources:

e €20 billion cash and highly Iiquid nmarketable securities as of Dec. 31
2015, excluding cash from subsidiaries that are not integrated in the
group' s cash-pooling system

* €9.8 billion in available conmitted credit lines maturing beyond 12
nont hs;
* Proceeds fromthe announced €4 billion capital increase; and

e Estimated FFO in 2016 of about €12 billion

W estimate the followi ng principal liquidity uses:

e Short-term debt of about €11.5 billion, including €5.4 billion of
conmmer ci al paper;

 Estinmated capex net of disposals of about €12 billion; and

 Annual dividend cash payments of about €600 mllion

We al so expect proceeds from asset disposals to further strengthen the group's
financial flexibility and liquidity profile.
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Outlook

The negative outl ook reflects the negative outl ook on France, but also the
additional risks we see as potentially hanpering the group's business risk
profile and credit metrics. These could include further negative devel opnents
on nucl ear newbuilds (notably Flanmanville) and an investnent decision on

H nckl ey Point C. The negative outl ook also stresses the credit netrics on
EDF, which remain weak for the rating.

Downside scenario

We could lower the ratings on EDF by one notch if EDF does not nanage to

i mpl ement effectively and tinely the announced nmeasures, including asset

di sposal s, the planned capital increase, or efficiency gains. W also believe
that a decision to go ahead on the Hi nkley Point C nuclear newbuild would
likely lead to a one-notch rating downgrade gi ven the enbedded hi gh execution
ri sks and significant investnent needs.

A one-notch downgrade of France would also trigger a downgrade of EDF
Simlarly, a downward revision of our assessnment of the |ikelihood of
extraordi nary governnent support could | ead to a downgrade.

Upside scenario

Rating upside is renote at this stage, as it would hinge on a two-notch
upgrade of France or a two-notch upward revision of EDF' s stand-al one credit
profile. W would, however, stabilize the outlook if we see EDF effectively
delivering on its renedy actions and busi ness plan, conbined with no further
deterioration in power prices in France and in the U K Under its current
profile, we also consider an adjusted FFO-to-debt ratio increasing to above
18% by 2018-2019 as consistent with our 'bbb' SACP. W see this occurring only
if EDF is able to structurally generate positive discretionary cash flows over
the next few years

An outl ook revision to stable would al so depend on a simlar action on the
rati ng of France.

Ratings Score Snapshot

Corporate Credit Rating: A/ Negative/A-1

Busi ness risk: Strong

e Country risk: Low

e Industry risk: Internediate
e« Conpetitive position: Strong

Fi nancial risk: Significant
e Cash flow Leverage: Significant
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Anchor: bbb

Modi fiers

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

Liquidity: strong (no inpact)

Fi nancial policy: Neutral (no inpact)

Managenment and governance: Fair (no inpact)

Conpar abl e rating anal ysis: Neutral (no inpact)

St and-al one credit profile: bbb

Unsupported group credit profile: bbb

Entity status within group: parent

Sovereign rating: AA (unsolicited)

Li kel i hood of governnent support: high (+3 notches from SACP)
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Ratings List

Downgr aded; CreditWatch/ Qutl ook Action; Ratings Affirmed

To From
Electricite de France S. A
Corporate Credit Rating Al Negativel/ A- 1 A+/ Wat ch Neg/ A-1
Seni or Unsecured A A+/ Wat ch Neg
Juni or Subordi nat ed BB+ BBB/ WAt ch Neg
Conmrer ci al Paper A1 A1
Wagram | nsurance Co. Ltd.
Corporate Credit Rating BBB/ Negat i ve/ - - A-/Watch Neg/ - -
Financial Strength Rating BBB/ Negat i ve/ - - A-/Watch Neg/ - -
EDF Energy Custoners PLC
Corporate Credit Rating BBB/ Negat i ve/ - - A-/ Wat ch Neg/ - -
EDF Energy PLC
Corporate Credit Rating BBB/ Negative/ A-2  A-/Watch Neg/A-1
Edi son SpA
Corporate Credit Rating BBB-/ Negati ve/ A-3 BBB+/ Wt ch Neg/ A-2
Seni or Unsecured BBB- BBB+/ Wat ch Neg

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@standardandpoors.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on the S& d obal Ratings
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owing S& d obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-40009.
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