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Research Update:

Telekom Austria Downgraded To 'BBB-/A-3' On
Increased Debt To EBITDA Following Spectrum
Auction; Outlook Stable

Overview

e On Cct. 21, 2013, Tel ekom Austria announced that it had acquired spectrum
for €1.03 billion, which will increase its Standard & Poor's adjusted
debt-to-EBITDA rati o by about 0.8x to roughly 3.6x at year-end 2013.

« W are consequently lowering our assessnment of the group's financial risk
profile to "significant" from"internediate."

« W are also lowering our long- and short-termratings on Tel ekom Austri a
to 'BBB-/A-3'" from'BBB/ A 2'.

e The stable outlook reflects our expectation that the group's adjusted
debt-to-EBITDA ratio will decline to less than 3.25x in the next 24
nonths, as a result of strengthening EBI TDA generation on its inproving
conpetitive position and | ess intense conpetition in the Austrian nobile
mar ket .

Rating Action

On Cct. 23, 2013, Standard & Poor's Ratings Services |lowered its | ong- and
short-termcorporate credit ratings on Austria-based tel ecomuni cati ons
operator Tel ekom Austria AGto 'BBB-/A-3'" from'BBB/A-2'. The outl ook is
st abl e.

Rationale

The downgrade primarily reflects the marked deterioration of Tel ekom Austria's
credit netrics as a result of its spectrumcosts, which are substantially

hi gher than we previously expected in our base-case scenario. W calculate
that the group's Standard & Poor's adjusted debt-to-EBITDA ratio will increase
by about 0.8x to roughly 3.6x at year-end 2013 as a result of its purchase of
spectrum for €1.03 billion announced on Cct. 21, 2013. As a result, we have

| owered our assessnment of the group's financial risk profile to "significant"
from"internediate."

In our base case, we expect Tel ekom Austria's revenues to decline by about 4%
in 2013, following a 2.8% decrease in 2012. Revenues shoul d then be roughly
stabl e revenues in 2014, with lowsingle-digit growh in 2015. In addition, we
expect the group's EBITDA margin, as adjusted by Tel ekom Austria, to contract
to about 31%in 2013 from 34%in 2012, but to inprove gradually thereafter. W
think the recovery will primarily be due to | ower nobile market investnents
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and | ess intense conmpetition in Austria, as well as inmproving revenue trends
at the group's international operations. The group acquired half of the tota
avai |l abl e spectrum of 2 x 140 MHz, including four blocks of 800 Mtz spectrum
and no new nobil e network operator acquired spectrum

In our view, the group will likely inmprove its conpetitive position in the
next few years thanks to the strong spectrum position, whereas the conmpetitive
position of its conpetitor, Hutchinson 3G Austria, is |ikely weakening. Still
we continue to assess Tel ekom Austria's business risk profile as satisfactory.

In our base case, we expect a gradual inprovenent of the group's debt to

EBI TDA to bel ow 3. 25x over the next 24 nonths. We mminly base this on our
expectations of Tel ekom Austria's noderate free cash fl ow generation and

i mprovi ng EBI TDA generation in the Austrian nobile market. W expect the group
to generate about €300 mllion to €350 mllion in free operating cash fl ow
annual ly in 2013-2015.

We continue to regard Tel ekom Austria as a government-related entity (GRE)
under our criteria. The '"BBB-' rating on the group incorporates our assessment
of its stand-alone credit profile (SACP) at 'bbb-'. In addition, the rating
also factors in our expectation of a "low' Iikelihood of timely and sufficient
extraordi nary support, in the event of financial distress, fromthe group's
28. 4% shar ehol der, the Republic of Austria (AA+/ Stable/ A 1+).

Liquidity

The short-termrating is 'A-3'", reflecting the long-termrating of 'BBB-' on
Tel ekom Austria and our assessnent of the group's liquidity as "adequate"
under our criteria.

Under our base case, we calculate that the ratio of liquidity sources to uses
will exceed 1.2x in the 12 nonths from June 30, 2013. This assunes, however,
that the group will refinance a neani ngful portion of the spectrumcosts in
the next six nmonths with additional debt.

As of June 30, 2013, liquidity sources mainly conprised:

» Surplus cash of about €0.9 billion

e About €1.1 billion avail able under various committed credit facilities,
of which €835 nmillion nature after 2015;

 Positive funds from operations (FFO of about €1.0 billion; and

As of June 30, 2013, liquidity uses included:
e Sizable debt maturities and nodest deferred paynents related to

acquisitions, together totaling about €1.0 billion

 Capital expenditures of about €0.7 billion and noderately negative
wor ki ng capital requirenents;

e« €1.0 billion in cash outflows related to spectruminvestnents in Austria;
and

* Annual sharehol der dividends (€22 nmillion) and coupon paynments on the
group's hybrid bonds. W treat 50% of the annual coupon paynent of €34
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mllion as dividend paynent and 50% as i nterest paynent.

Outlook

The stable outl ook reflects our expectation that Tel ekom Austria's
debt-to-EBITDA rati o, as adjusted by Standard & Poor's, on stabilizing EBI TDA
in 2014 and nodest EBITDA growth thereafter. W al so expect an inprovenent of
the ratio of adjusted FFOto debt to the md-to-high twenty percent range in
2015, from about 23% at year-end 2013. Qur expectation of gradually inproving
bl ended nonthly nobil e average revenues per user (ARPU) in Austria, froma | ow
poi nt of about €16 in 2013, will likely be the main factor fueling the
strengthening in the group's credit netrics. This should follow recent narket
consol i dation, the group's investnments in high-value nmobile custonmers, and its
i mproving conpetitive position as a result of the spectrum acquisition

We night consider a downgrade if Tel ekom Austria reports continued declines of
group adj usted EBI TDA beyond the | ow we expect in 2013, due to continued price
conpetition on nobile ARPU, insufficient cost cuts, or continued EBI TDA
slippage at its international nobile operations. In addition, we could | ower
the rating if we think the group is unlikely to achieve the abovenenti oned

i mprovenent of its credit netrics by 2015.

Al t hough unlikely in the next two years, we would consider an upgrade if we
bel i eve Tel ekom Austria could stabilize its revenues and inprove its group

adj usted EBI TDA margin to nore than 35% A positive rating action would al so
likely depend on significant positive discretionary cash fl ow generation and a
net debt-to-EBITDA ratio, after our adjustments, of l|ess than 2. 75x.
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Tel ekom Austria AG
Corporate Credit Rating BBB-/ St abl e/ A-3 BBB/ St abl e/ A- 2
Juni or Subordi nat ed BB BB+

Tel ekom Fi nanznanagenent GrbH
Seni or Unsecur ed* BBB- BBB
Conmer ci al Paper* A-3 A-2
*Q@uar ant eed by Tel ekom Austria AG

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

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitaliqg.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

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