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Research Update:

Austrian Utility EVN AG 'A-' Rating Affirmed;
Outlook Remains Negative

Overview
• The operating and financial performance of EVN AG, the leading integrated
utility in the State of Lower Austria, has improved during the past year.

• We are affirming the 'A-' long-term rating on the company.
• The negative outlook reflects our view that EVN's credit metrics could
weaken due to remaining political and economic uncertainties, especially
in Southeast Europe and recently announced assets purchases.

Rating Action
On July 1, 2011, Standard & Poor's Ratings Services affirmed the 'A-'
long-term corporate credit rating on Austrian utility company EVN AG. The
outlook remains negative.

Rationale
The rating incorporates our view of the company's strength in regional
electricity and gas distribution, its strong position as the leading utility
in the prosperous State of Lower Austria (unsolicited AA+/Stable/A-1+), and
high share of stable regulated income mainly from domestic power and gas
network operations. We understand that EVN's strategy will in the future
concentrate on stabilizing the portfolio of its operating businesses and the
company's financial risk profile instead of international expansion, and that
the focus of investments will be its core domestic operations.

We consider the credit strengths of EVN to be to an extent offset by its
exposure to volatile power wholesale and commodities markets and higher risk
energy markets in Southeast Europe, where, despite recent successes, the
company is still facing considerable challenges. Its competitive position and
profitability are significantly weaker in this region than in its domestic
market in Austria. Furthermore, in our opinion EVN's financial risk profile
remains weaker than its peer Austrian regional utilities, despite the positive
development of the past year.

Given these continuing challenges in EVN's operating environment, and taking
into account that the company's business risk profile is burdened by a higher
share of revenue and income from higher risk activities than peers, we have
revised our view of EVN's business risk profile to "satisfactory" from
"strong". However, on the back of recent improvements in the company's
financial performance, we now view its financial risk profile as
"intermediate" instead of "significant".
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EVN's key credit metrics improved during fiscal 2009-2010 mainly as a result
of increased profitability and cash flow. These improvements continued in the
first half of the current fiscal year (October 2010 to March 31, 2011). On a
Standard & Poor's adjusted basis at the end of the fiscal year, the ratio of
funds from operations (FFO) to debt increased to 23.6% compared with 21.2% in
fiscal 2008-2009. The ratio of debt to EBITDA decreased to 5x (compared with
5.3x) and the EBITDA interest cover ratio improved to 4.7x (3.6x). As of March
31, 2011, EVN reported €158 million of cash and cash equivalents, €275 million
in cash funds, and €1,896 million of short- and long-term financial
liabilities.

The rating also reflects our methodology for rating government-related
entities (GREs) and our opinion that there is a "moderate" likelihood that the
State of Lower Austria would provide timely and sufficient extraordinary
support in the event of financial distress. This is based on our assessment of
EVN's:
• "Strong" link with the State of Lower Austria, based on Lower Austria's
majority ownership of the company, which in our view is unlikely to be
reduced over the next few years; and

• "Limited" role, notwithstanding EVN's provision of essential services in
Lower Austria. This reflects how the company largely operates in a
liberalized energy market and that many of its services could be provided
by a private-sector company or another GRE.

We assess EVN's stand-alone credit profile (SACP) at 'bbb+'.

Liquidity
EVN's liquidity is strong, in our view. As of March 31, 2011, the company
reported a total of €158 million in cash and cash equivalents, as well as a
further €275 million in cash funds. In addition, it has access to a €600
million committed bank line maturing in September 2013, which is currently
undrawn.

Over the next two years, we expect EVN's free operating cash flow and
discretionary cash flow to be positive. As of March 31, 2011, the debt
maturities for following two years totaled €279 million, according to the
company. We expect EVN to be able to cover its liquidity needs from operating
cash flow, cash on balance sheet, and available credit lines.

Additionally, we consider EVN's sizable stake in Austrian listed utility
Verbund AG (A-/Stable/--) significantly enhances the company's financial
flexibility.

Outlook
The negative outlook reflects our view that the rating on EVN could come under
pressure if the company were unable to maintain a sustainable improvement in
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its financial profile. In particular, the remaining economic and political
risks in Southeastern Europe, as well as the credit ratio impact of the
recently announced investment in hydrogeneration plants in Bavaria, weigh on
our assessment. We believe these factors could lead to a delay in the expected
recovery in EVN's key credit metrics, and adversely affect its credit profile.

In our opinion, an adjusted FFO-to-debt ratio of about 25% over the cycle is
commensurate with the current ratings. Failure to meet this level could result
in a negative rating action. Conversely, we could revise the outlook to stable
if EVN appears to us to be able to comfortably reach our FFO-to-debt ratio
target in the coming two years, assuming no weakening of EVN's business risk
profile.

Related Criteria And Research
• Methodology And Assumptions: Standard & Poor's Standardizes Liquidity
Descriptors For Global Corporate Issuers, July 2, 2010

• Criteria Methodology: Business Risk/Financial Risk Matrix Expanded, May
27, 2009

Ratings List
Ratings Affirmed

EVN AG
Corporate Credit Rating A-/Negative/--

EVN AG
Senior Unsecured A-

Additional Contact:
Infrastructure Finance Ratings Europe;InfrastructureEurope@standardandpoors.com

Complete ratings information is available to subscribers of RatingsDirect on
the Global Credit Portal at www.globalcreditportal.com. All ratings affected
by this rating action can be found on Standard & Poor's public Web site at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following Standard & Poor's 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.
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