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Overview
• German utility E.ON SE plans to acquire RWE's 76.8% stake in innogy,
which we assume--if completed as envisaged--would lead to innogy's full
integration into the E.ON group.
• As a result, we would likely regard innogy as a core subsidiary of E.ON
and equalize our ratings on innogy with those on E.ON.
• We are affirming our 'BBB/A-2' ratings on innogy.
• The stable outlook reflects our view that innogy will maintain its
current stand-alone creditworthiness and continue to operate
independently from E.ON until its acquisition, with funds from operations
to debt at 16%-18%.

Rating Action
On March 13, 2018, S&P Global Ratings affirmed its 'BBB/A-2' long- and
short-term issuer credit ratings on German utility innogy. The outlook is
stable.
At the same time, we affirmed our 'BBB' issue rating on innogy's senior
unsecured notes.

Rationale
The affirmation follows E.ON's announcement that it has reached an agreement
with RWE AG to acquire RWE's 76.8% stake in innogy through a wide-ranging
exchange of assets. The transaction means that innogy would retain its
regulated power networks operations and retail supply business, but its
renewables business (mainly wind power) and gas storage operations would be
transferred to RWE (see "German Utility E. ON 'BBB/A-2' Ratings Affirmed
Following Asset Swap With RWE; Outlook Remains Stable," published March 13,
2018, on RatingsDirect).
If the transaction is completed as contemplated, innogy would add about €13.5
billion of regulatory assets to E.ON's asset base, increasing the regulatory
asset value to about €37 billion. As such, we would assume innogy to be a core
subsidiary of E.ON. In addition, we understand E.ON will make a public offer
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to acquire the remaining shares in innogy and intends to fully integrate
innogy into the E.ON group. As a result, we will likely equalize our ratings
on innogy with those on E.ON after the transaction closes.
We understand that the transaction involves various interconnected stages,
including antitrust clearance, and final completion may take place only in
2020. We will therefore continue to monitor innogy's credit quality under the
current set-up until we have visibility about the final transaction terms and
closing.
innogy is one of the largest utilities in Germany, with S&P Global
Ratings-adjusted EBITDA of about €4.5 billion in 2017. The company's strong
business risk profile continues to reflect our view of its highly visible cash
flow generation from a mix of:
• Purely regulated activities in German and Eastern European gas and power
distribution, which we estimate represent about half of EBITDA and
benefit from a strong regulatory framework;
• Power and gas supply (about 25% of EBITDA) to a portfolio of relatively
stable business-to-consumer clients in Germany, the Netherlands, the
U.K., and Eastern Europe;
• Renewables operations (15%), mainly comprising wind, with the majority of
earnings not subject to price volatility; and
• Other operations (reported under its Grids and Infrastructure segment),
including gas storage and water operations in Germany (estimated at
5%-10%).
We anticipate the company's regulated power networks will continue to
demonstrate stable performance. These account for about 50% of total EBITDA,
of which the majority comes from Germany. We consider the German regulatory
framework for electricity and gas distribution to be strong, based on its high
visibility, predictability, and stability (see "Why We See Germany's
Electricity And Gas Regulatory Framework As Supportive," published Nov. 21,
2016).
We also view the company's renewables generation portfolio as favorable. It
consists of onshore and offshore wind production under long-term subsidy
schemes (with an average life for onshore schemes of about eight years and an
average life for offshore schemes of about 12 years), and low-cost hydropower.
innogy also has a relatively large embarked investment pipeline in offshore
wind to be commissioned after 2020. That said, competition for new wind
contracts is increasing, and we believe this will limit the company's growth
opportunities in this area. The markets for the supply of power and gas are
also increasingly competitive. We expect earnings pressure in this segment to
be partly mitigated by ongoing cost-cutting efforts. We also note innogy's
agreement with SSE PLC to contribute its U.K. retail operations to form a new
entity, in which innogy will have a minority stake.
We expect that innogy's credit metrics will be relatively stable, including
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adjusted funds from operations (FFO) to debt remaining at 16%-18% in 2018,
similar to the 2017 level. We also assume EBITDA will be relatively stable,
and operating cash flows will essentially cover capital expenditures (capex)
and dividends, leading to a relatively steady debt position.
In our base-case scenario for innogy in 2018, we assume:
• Adjusted EBITDA of €4.4 billion-€4.5 billion, due to pressure from the
supply activities, but modest growth in renewables as assets are
commissioned, and a stronger contribution from network operations;
• Reducing cost of debt, supported by cheaper refinancing of debt (about
€1.8 billion maturing in the next 12 months);
• Annual capex of about €2.5 billion, largely on regulated networks and
renewables; and
• Cash dividends in line with the group's financial policy of paying out
70%-80% of net recurring income.
Based on these assumptions, we arrive at the following credit measures:
• Adjusted FFO to debt remaining at 16%-18%;
• Adjusted debt to EBITDA remaining at 4.0x-4.2x; and
• Neutral to slightly negative discretionary cash flows.

Until the asset swap between RWE and E.ON is completed, we expect that innogy
will continue to operate independently from RWE in strategic and financial
terms. We consider that, for now, innogy will provide RWE with a stable
dividend. We therefore currently maintain our view that the rating on innogy
cannot be completely delinked from our 'bbb-' assessment of RWE's group credit
profile (GCP). However, the long-term rating on innogy could be one notch
above the GCP, as long as innogy's stand-alone credit profile (SACP) remains
at least one notch higher than the GCP.
We note innogy's announcement in December 2017 of a change in strategic
direction, including increased investment levels, and the subsequent departure
of its CEO. The company has since stated that it will pursue a focused growth
and investment strategy, underscoring our assumption that it will maintain
credit measures in line with the 'BBB' rating.

Liquidity
We analyze innogy's liquidity on a stand-alone basis. We assess innogy's
liquidity as strong based on our projection that its liquidity sources will
exceed liquidity uses by more than 1.5x over the next 12 months and by 1x over
the following 12 months. We also anticipate that sources would cover uses even
if EBITDA declined by 30%.
We also consider innogy's proven access to capital markets. The company's bond
and loan documentation does not include financial covenants, which further
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supports financial flexibility.
Principal liquidity sources as of Dec. 31, 2017, include:
• About €3.3 billion in available cash and short-term marketable
securities;
• Our estimate of cash FFO of approximately €3 billion over the next 12
months;
• A €2 billion revolving credit facility with a five-year tenor and
two-year extension options, signed in October 2017; and
• €1 billion of notes issued under a Euro medium-term note program in
January 2018 for refinancing purposes.
Principal liquidity uses as of the same date include:
• Short-term debt maturities of approximately €1.8 billion in the next 12
months;
• Dividend payments of approximately €1.3 billion, including to minority
shareholders; and
• Annual capex of about €2.5 billion.

Outlook
The stable outlook reflects our view that innogy's SACP will remain at 'bbb',
supported by stable performance from grid operations, with FFO to debt at
16%-18% over the next two years. We expect to equalize our ratings on innogy
with those on E.ON if the transaction between E.ON and RWE is completed as
envisaged. Until then, we expect innogy will continue to operate independently
from RWE in financial and strategic terms.

Upside scenario
We currently see upside in the rating as constrained by:
• The GCP of the consolidated RWE group (including innogy) being at 'bbb-';
• Our view of innogy's SACP at 'bbb'; and
• The likelihood that we would equalize our ratings on innogy with that of
'BBB' rated E.ON once E.ON's planned acquisition of innogy is completed.

Downside scenario
Although we see risks to innogy's SACP as remote at this stage, we could lower
the rating if innogy's financial policy became more aggressive, with the
company making higher-than-anticipated cash payments for investments or
dividends, leading to deteriorating credit measures, including FFO to debt
below 15% for a prolonged time. We could also consider lowering the rating if
we saw weakening of RWE group's credit quality and a lower likelihood that
E.ON would complete its acquisition of innogy.
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Ratings Score Snapshot
Issuer Credit Rating: BBB/Stable/A-2
Business risk: Strong
• Country risk: Low
• Industry risk: Intermediate
• Competitive position: Strong
Financial risk: Significant
• Cash flow/Leverage: Significant
Anchor: bbb
Modifiers
• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Liquidity: Strong (no impact)
• Financial policy: Neutral (no impact)
• Management and governance: Satisfactory (no impact)
• Comparable ratings analysis: Neutral (no impact)
Stand-alone credit profile: bbb
• Group credit profile: bbb• Entity status within group: Highly strategic (no impact)

Issue Ratings--Subordination Risk Analysis
Capital structure
innogy's capital structure consists of about €16 billion of unsecured bonds
and loans at the parent or at innogy Finance B.V., with a guarantee from
innogy. In addition, there is about €1 billion of unsecured loans at
subsidiary level.

Analytical conclusions
We rate debt issued by the parent and subsidiary at 'BBB', the same level as
the issuer credit rating on innogy, since no significant elements of
subordination risk are present in the capital structure. We do not expect this
situation to change in the event of innogy's acquisition by E.ON.
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Additional Contact:
Infrastructure Finance Ratings Europe; InfrastructureEurope@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.capitaliq.com. All ratings affected by this rating action
can be found on the S&P Global Ratings' public website at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following S&P Global Ratings numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

MARCH 13, 2018 8

Copyright © 2018 by Standard & Poor’s Financial Services LLC. All rights reserved.
No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.
To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.
S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.
S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.
STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

MARCH 13, 2018 9

