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Research Update:

Ireland-Based Multi-Utility Electricity Supply
Board Upgraded To 'A-' On Sovereign Upgrade;
Outlook Stable

Overview

« W consider Irel and-based, state-owned vertically integrated utility
El ectricity Supply Board (ESB) to be a governnent-related entity with a
"noderately high" Iikelihood of extraordi nary governnent support in the
event of financial distress.

e W recently upgraded Ireland and therefore consider that the governnent's
ability to support ESB has strengthened.

* W are maintaining ESB's stand-al one credit profile (SACP) at 'bbb+'.

W are raising our rating on ESBto 'A-' from'BBB+ as a result of the
soverei gn upgrade

» The stable outl ook on ESB reflects the outl ook on Ireland and our
expectations that ESB will maintain solid funds from operations-to-debt
rati os of about 15% 20%

Rating Action

On June 9, 2015, Standard & Poor's Ratings Services raised its long-term
corporate credit rating on Irel and-based, 95% state-owned, utility Electricity
Supply Board (ESB) to 'A-' from'BBB+ . At the sane tine, we affirmed our

"A-2' short-termrating on ESB. The outl ook is stable.

In addition, we raised our issue rating on ESB's senior unsecured debt to 'A-'
from' BBB+' .

Rationale

The upgrade foll ows our upgrade of Ireland to 'A+" from'A on June 5, 2015
(see "lreland Long-Term Rating Raised To ' A+' On Governnment Debt Reduction
Qutl ook Stable"). W consider ESB to be a government-related entity (GRE), and
believe there is a "noderately high" likelihood that the Irish governnent
woul d provi de extraordi nary support in the event of financial distress. W
consi der that the government's ability to support ESB has strengthened.

W base our ratings on ESB on its stand-alone credit profile (SACP), which we
continue to assess at 'bbb+', reflecting its "strong" business risk profile
and "significant" financial risk profile. In accordance with our criteria for
GREs, our view of a "noderately high" |ikelihood of extraordi nary governnent
support is based on our assessnent of ESB's:

* "lInportant” role as the nonopoly owner of the national electricity
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transmission grid and the owner and operator of the electricity
di stribution network. The group has a | eading position in the Irish
energy narket; and

e "Strong" link with the Irish governnent, based on our view that the
governnment will remain a majority sharehol der and has no plans to
privatize or divest a minority stake. ESB is 95% st at e-owned; the
remai nder is held through an enpl oyee share ownership plan. Al though ESB
has an i ndependent nmanagenent teamthat makes aut ononous busi ness
deci si ons, the governnment has a strong influence on the group's strategy
and busi ness pl an.

Qur assessment of ESB's business risk profile as "strong" is underpinned by
the group's | eading market position in the Irish electricity market and the
stabl e and predictable cash flows fromits lowrisk regulated electricity
transm ssion and distribution network operations, which contributed al nost 65%
of consolidated EBITDA in 2014 (excluding exceptional itens). In addition, ESB
has wel | - bal anced power generation and supply operations. Power generation is
operated under the Single Electricity Market framework, which covers the
Republic of Ireland and Northern Ireland. ESB' s well-bal anced portfolio--which
i ncl udes coal, gas, peat, wind, and hydropower--and its relatively nodern

pl ants enable the group to withstand difficult narket conditions. W see a
fairly high degree of certainty that ESB's power plants will remain in demand
due to the plant's high ranking in the nmerit order and as such we expect it to
benefit from capacity paynments under an established nechanism W consi der

that integration of generation and supply provi des sone | ong-term natura

hedge against volatile comopdity prices. ESB s conpetitive position is further
supported by the predictability of earnings under governnent subsidy schenes

t hat support renewabl e energy generation in Ireland and the U K

These strengths are partly offset by the high share of coal energy in the
group's generation mx. W also see pressure fromintensifying conmpetition in
retail and the nerchant risk in generation--power prices are affected by
decreasing fuel commodity prices and volatile demand. ESB's supply business
was damaged by deregul ation of the Irish energy market--the group's narket
share has fallen to 37%in 2014 fromnore than 50%in 2010.

The group al so faces regulatory reset risk inits network activities in the
Republic of Ireland. This is currently at its highest |evel because ESB is
awaiting the regulator's final decision on tariffs for the regulatory period
2016- 2020, which starts in Cctober 2015. Furthernore, we see a risk that the
capacity paynents to which ESB is entitled (about 40% of the capacity pot in
Ireland) could be reduced by about 20% based on consultations by the

regul ator announced recently.

ESB's "significant" financial risk profile reflects our view that the group
wi || generate gradually increasing funds from operations (FFO over the medi um
term This is based on regulated tariff increases in the electricity network
business in Ireland; a stable customer base in the energy supply segnent; and
solid growth in the generation segment, given ESB' s diverse power plant
portfolio and gradual build-out of wind farms. Qur opinion reflects our view
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that ESB's partly debt-financed capex programw || result in negative

di scretionary cash flow through the two-year rating horizon, leading to

el evated debt |evels. That said, we expect ESB's adjusted FFO to debt will
remain solid at about 15% 20% over the nediumterm

We use our positive conparable rating analysis nodifier to reflect ESB' s
hi gher than peers' contribution from stable and predictable regul ated network
activities.

We assess ESB's group credit profile as 'bbb+, based on the consolidated cash
flows and debt at the ESB level. W view ESB's subsidiary Northern Irel and
Electricity (NNE) as "core" to the group because its activities are aligned
with the group's strategic focus on regul ated networks. Even though we assess
NIE's SACP at "a-', we do not think that regulatory or other protections are
sufficient to insulate its credit quality fromthat of its parent.

Accordingly, we rate NIE at the level of the group credit profile.

Qur base case assunes:

» That foreign direct inflows, including into the | abor-intensive services
sector, will bolster Ireland' s real GDP growth, which we forecast will
average 3.6% over 2015-2018.

e Continued regulatory visibility and high predictability of earnings from
ESB' s Irel and-based network operations. Qur figures are based on ESB' s
submitted business plan to the regul ator

e Unchanged assunptions on capacity payments because the proposal to reduce
these is under consultation

 Dividend payouts will increase gradually to 40% of net incone in 2017 and
beyond from 35%in 2015.

Based on these assunptions, we arrive at the following credit neasures:

* Adjusted FFO to debt deteriorating to about 16.0% in 2015 but reboundi ng
thereafter due to new capacity conm ssioning and continued high
investrments in the regulated networks in Irel and.

» Discretionary cash flow (DCF) to debt of about -5% rising to about -1%
in 2017 due to the conpletion of a special dividend.

Liquidity

The short-termrating on ESBis "A-2'. W assess ESB's liquidity position as

"strong," as defined in our criteria, reflecting our view that the group's

liquidity resources will exceed its funding needs by nore than 1.5x in the

next 12 nonths and by nore than 1x in the next 24 nonths. Qur assessnent is
further supported by the group's ongoing and proactive liquidity and debt
managenent, solid relationships with banks, and anple and proven access to
capital markets, even under dire nmarket conditions.

We estimate ESB's principal liquidity sources between Dec. 31, 2014, and Dec.
31, 2015, as:
* An avail abl e cash bal ance of about €107 nmillion as of Dec. 31, 2014.
e An undrawn committed credit facility of about €1.4 billion that matures
i n February 2018.
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e Access to €200 million available through a bank | oan fromthe European
I nvest ment Bank, which ESB can use to fund investnents.

e« Close to £160 nmillion in funds froma bank syndicate to fund the
construction of a power plant in the UK

* Annual FFO of about €1 billion as of Dec. 31, 2014.

W estimate ESB's principal liquidity uses over the same period to include:

e Capital expenditure (capex) of alnobst €1 billion

o Debt maturities of about €325 million

* A special dividend of €214 mllion related to asset disposal proceeds and
regul ar dividend paynents of about €80 million

Outlook
The stable outl ook on ESB reflects the stable outlook on Ireland. It al so
reflects our viewthat the group's FFOto debt will remain securely in the

15% 20% r ange over the nediumterm which is in line with our guidance for the
current SACP of 'bbb+'

Downside scenario

We could lower the rating on ESB if we take a simlar action on Ireland. W
could revise downward ESB's SACP if earnings beconme nore volatile or if the
group's profitability weakens. This could be caused by an unfavorabl e

regul atory price control outcone, reduction of the capacity paynents as
consulted by the regulator, or increasing conpetition in the Irish power and
gas supply markets.

The SACP coul d al so cone under pressure if the group's debt increases w thout
a sinultaneous increase in FFO generation. This could be caused by an
unexpected increase in capex, a debt-financed acquisition, or higher

di vidends. At the current sovereign rating level, if we |ower the SACP by one
notch, the rating on ESB woul d al so be one notch | ower according to our GRE
nmet hodol ogy.

Upside scenario

ESB's SACP is unlikely to rise over the two-year rating horizon, mainly
because of the group's high | everage due to its sizable and partly
debt -fi nanced capex program W cap our ratings on ESB at the | evel of the
sovereign rating given that the Irish governnent owns 95% of ESB and because a
significant proportion of the group's earnings are regulated in and originate
fromlreland. If we raise the rating on Ireland by one notch, the rating on
ESB will not change, all else being equal

Ratings Score Snapshot

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

e Country risk: Low Risk

e Industry risk: Low Risk
 Conpetitive position: Strong

Financial risk: Significant
e Cash flow Leverage: Significant

Anchor: bbb

Modi fiers

» 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: Satisfactory (no inpact)
 Conmparable rating anal ysis: Positive (+1 notch)

St and-al one credit profile: bbb+
e Sovereign Rating: A+/ Stable/A-1
» Likelihood of governnent support: Mbderately Hi gh (+1 notch)

Related Criteria And Research

Related Criteria

 Rating Governnent-Related Entities: Methodol ogy And Assunptions, March
25, 2015

» Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
I ssuers, Dec. 16, 2014

» Key Credit Factors For The Unregul ated Power And Gas | ndustry, March 28,
2014

e Corporate Methodol ogy, Nov. 19, 2013

 Met hodol ogy: Industry Risk, Nov. 19, 2013

e Group Rating Methodol ogy, Nov. 19, 2013

 Country Ri sk Assessnment Met hodol ogy And Assunptions, Nov. 19, 2013

e Corporate Methodol ogy: Ratios And Adjustnments, Nov. 19, 2013

» Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

» Met hodol ogy For Linking Short-Term And Long- Term Rati ngs For Cor por at e,
I nsurance, And Sovereign |Issuers, May 7, 2013

» Met hodol ogy: Managenment And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

 Stand- Al one Credit Profiles: One Conponent Of A Rating, Cct. 1, 2010

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

e 2008 Corporate Criteria: Rating Each |ssue, April 15, 2008

Related Research

* Country Ri sk Assessnents Update: May 2015, My 29, 2015
e Standard & Poor's Assigns Industry Risk Assessnents To 38 Nonfi nanci al
Corporate Industries, Nov. 20, 2013
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Upgr aded; Ratings Affirned

El ectricity Supply Board
Corporate Credit Rating
Seni or Unsecured(1)

ESB FI NANCE Ltd.
Seni or Unsecured(2)

(1) Guaranteed by ESB FI NANCE Ltd.

To

A-/ St abl e/ A-2
/*

(2) Guaranteed by Electricity Supply Board.

Additional Contact:

Infrastructure Finance Ratings Europe; InfrastructureEurope@standardandpoors.com

From

BBB+/ St abl e/ A-
BBB+

BBB+

Outlook Stable

2

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at

www. gl obal credi tportal.comand at spcapitalig.com All

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

Client Support Europe (44) 20-7176-7176; London Press O fice (44)

20-7176-3605; Paris (33) 1-4420-6708; Frankfurt

(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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