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INFRAX CVBA (/gws/en/esp/issr/94604290)

Fitch Maintains Infrax's 'A' on Rating Watch Negative

Fitch Ratings-Warsaw/London-19 March 2018: Fitch Ratings has maintained Infrax Cvba's Long-Term Issuer Default Rating
(IDR) and senior unsecured rating of 'A' on Rating Watch Negative (RWN). 

We placed Infrax on RWN on 30 October 2017, due to its plans to merge with Eandis System Operator (Eandis) under the
name Fluvius. We have maintained Infrax on RWN due to Fluvius's expected leverage being higher than that of Infrax,
resulting in a possibly lower credit profile, and the risk that Infrax's bondholders will not be ring-fenced from the more
leveraged Eandis-part of the future Fluvius after the merger and planned substitution of the issuer from Infrax to Fluvius.  

Fitch assumes that the merger between Infrax and Eandis will take place. Consequently, Fluvius will become Infrax's legal and
business successor while Infrax will cease to exist as a separate company and become part of Fluvius on completion of the
merger. We expect completion of the merger in 2H18. 

KEY RATING DRIVERS 

Infrax Improving Standalone Profile: Infrax has been improving its credit metrics and we forecast that the company's funds
from operations (FFO) adjusted net leverage for 2017 was about 3.5x (compared with a peak of 4.7x in 2015). This was in line
with our positive rating guideline for the company before 30 October 2017. Deleveraging was possible thanks to positive
regulatory developments in Flanders, including effective elimination of the tariff deficits, gradual recuperation of past tariff
deficits as well as sale of the accumulated stocks of green and cogeneration power certificates successfully completed in
2017. 

Merger with Eandis: We assume that Infrax will merge with Eandis as both companies are already advanced in the process
and that the merger will be finalised in 2H18. Eandis's operations are near 100% regulated networks. The company has a
similar corporate structure to that of Infrax and conducts operations in Flanders. Eandis is the operator of electricity and gas
networks and, like Infrax, its debt is guaranteed by its DSO (distribution system operators) shareholders. Eandis is about 3x
larger in terms of FFO than Infrax. However, Eandis has also higher FFO adjusted net leverage, which based on its 2016
results we estimate at around 7x.  

High Leverage at Fluvius: Due to the higher leverage of Eandis than Infrax and Eandis's larger share in the combined entity,
Fluvius will have higher leverage than Infrax. We estimate that a combined Infrax and Eandis entity would have FFO adjusted
net leverage of about 6x for 2017. We see some potential for reduction of the leverage in the following years thanks to the
ongoing supportive regulatory framework in Flanders, which has facilitated the improvement in Infrax's results over the past
three years. However, the long-term plan for Fluvius is not available at this stage; so Fluvius could theoretically accept having
higher leverage on a constant basis. 

Likely Stronger Business Profile at Fluvius: Fluvius's business profile will be likely stronger than that of Infrax due to the larger
scale of operations and also improved diversification. In our view, the likely significant synergies will mostly be transferred back
to Flemish citizens in the form of lower tariffs.  

Better Financial Transparency: The merger may lead to improved financial transparency if Fluvius prepares consolidated
financial statements under IFRS and including segmental reporting. Reporting in line with its western European peers could
lead to the elimination of the notch down to Infrax's IDR which we currently apply due to complexity of the group structure, lack
of consolidated statements and the cash flow statement, and governance limitations. 

Downside Risk for the IDR: Considerably higher FFO adjusted net leverage at Fluvius vs. that of Infrax (about 6x for Fluvius
vs. about 3.5x for Infrax based on our pro-forma estimates for 2017, with negative rating guideline of 4.5x for the current
rating) results in negative rating pressure on Infrax's IDR, as reflected in the RWN. This is mitigated by our expectation of
improved financial transparency at Fluvius and also an improved business profile. Consequently, if we downgrade Infrax's IDR
upon resolving the RWN, we currently expect the potential downgrade to be limited to one notch. 

Links with Parent: Infrax's 'A' IDR benefits from a one-notch uplift from its standalone credit profile of 'A-' for support from the
region, the Flemish Community. We analyse the support under Fitch Government-Related Entities Criteria. We view the status,
ownership and control links between Infrax and the Flemish Community as strong, as are the support track record and
expectations. We deem the socio-political implications of Infrax's potential default as moderate. Services like electricity and
gas supply and sewage collection are essential for local communities, but for the same reason default on Infrax's debt should
not lead to persistent disruption of the company's services. The financial implications of Infrax's potential default are weak due
to relatively small size of the company when compared with the Flemish Community (hence likely not impacting e.g. the
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region's costs of financing). We anticipate that the one-notch uplift will remain in place also after the merger with Eandis.  

Senior Unsecured Rating: We currently expect that the senior unsecured rating will remain linked to the IDR. Consequently, if
Infrax's IDR is downgraded by one notch, the senior unsecured rating would also be downgraded by one notch. This risk is
reflected in maintaining the senior unsecured rating on RWN.  

We understand from Infrax that after the considered substitution of the issuer of Infrax's bonds to Fluvius (to be approved by
Infrax's bondholders), bonds issued originally by Infrax will remain guaranteed by the same, Infrax-side guarantors. This could
lead us to link the senior unsecured rating for bonds issued originally by Infrax to the credit profile of its guarantors.
Consequently, the senior unsecured rating could remain unchanged if FFO adjusted net leverage of Infrax-part of future
Fluvius stays considerably lower than that of the Eandis part.  

This approach would be conditional on keeping separate activities, settlements, bank accounts and reporting at Fluvius level
for bonds guaranteed by ex-Infrax and ex-Eandis. It should allow us to clearly cut off part of the Fluvius business guaranteed
by Infrax and Eandis. We note that if there are mergers between the guarantors of Infrax's and Eandis' debt on a large scale
(one of examples is the already planned merger between IVEG, IMEA and INTEGAN), the separation of the two guarantor
groups would not be evident. This is because the merged guarantors will then guarantee their share of the debt at both Infrax
and Eandis.  

DERIVATION SUMMARY 

Infrax has a comparable business profile with other network-focused multi-utility companies rated by Fitch such as Acea SpA
(BBB+/Stable) and Iren SpA (BBB/Stable), but also to pure DSOs like Italgas SpA (BBB+/Stable) and Madrilena Red de Gas
SAU (BBB-/Stable). Relative to peers, Infrax is virtually fully concentrated on network activities and its projected leverage is
lower. The credit constraints for Infrax are the complex group structure and the lack of a joint debt guarantee to Infrax by all
affiliated DSOs. The latter is mitigated by the overall comparable profiles of the individual DSOs as well as by the tight
integration within the Infrax group. 

KEY ASSUMPTIONS 

Fitch's key assumptions within our rating case for the issuer include: 
- Merger with Eandis taking place in 2H18; 
- Consent of Infrax bondholders to change the EMTN documentation in a way allowing merger with Eandis;  
- Capacity of Infrax DSOs to service debt not affected by the merger; 
- A stable business profile for Infrax in all business areas. 

RATING SENSITIVITIES 

Due to the RWN positive rating action is unlikely. However, the following developments could lead to resolving the RWN with
an affirmation: 
- More clarity on the credit quality of Fluvius, in particular preparation of a long-term financial plan for Fluvius and stating
leverage targets;  
- Merger accomplished with the bondholders consent and unchanged guarantor structure; provisions in the revised bond
documentation ring-fencing risks for EMTN bondholders from the Eandis side. 

Developments That May, Individually or Collectively, Lead to Negative Rating Action 

- Fluvius having lower credit quality than Infrax. Negative rating sensitivity for Infrax is FFO adjusted net leverage higher than
4.5x on a sustained basis. For Fluvius we consider a more relaxed leverage guideline (than applied to Infrax) given the
stronger business profile and possibly improved financial transparency compared with Infrax; 
- Continuation of the merger process without consent of the bondholders, if liquidity pressure appears. 

LIQUIDITY 

Adequate Liquidity, Possible Pressure: Infrax's current liquidity is adequate. As of year-end 2017 Infrax had EUR63 million of
bank deposits and EUR200 million of undrawn short-term committed credit lines compared with debt due in the next 12
months of EUR72 million. The company also had a EUR200 million uncommitted CP programme available at this date.  

However, the planned merger puts some risks on the liquidity side if the bondholders do not agree to the merger, but despite
this Infrax pursues with the merger. In such a case refinancing of the EMTN programme could be necessary. 
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Additional information is available on www.fitchratings.com. For regulatory purposes in various jurisdictions, the supervisory
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Applicable Criteria  
Corporate Rating Criteria (pub. 07 Aug 2017) (https://www.fitchratings.com/site/re/901296) 

Exposure Draft: Corporate Rating Criteria (pub. 14 Dec 2017) (https://www.fitchratings.com/site/re/907387) 

Exposure Draft: Sector Navigators (pub. 21 Dec 2017) (https://www.fitchratings.com/site/re/914221) 

Government-Related Entities Rating Criteria (pub. 07 Feb 2018) (https://www.fitchratings.com/site/re/10019302) 

Non-Financial Corporates Notching and Recovery Ratings Criteria (pub. 21 Dec 2017)
(https://www.fitchratings.com/site/re/914144) 

Additional Disclosures 

Solicitation Status (https://www.fitchratings.com/site/pr/10024007#solicitation) 

Endorsement Policy (https://www.fitchratings.com/regulatory) 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND
THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS
SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE
FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE
CODE OF CONDUCT SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE
AVAILABLE AT HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR
RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE
ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE. 

Copyright © 2018 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone:
1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except
by permission. All rights reserved. In issuing and maintaining its ratings and in making other reports (including forecast
information), Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes
to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with its
ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such
sources are available for a given security or in a given jurisdiction. The manner of Fitch’s factual investigation and the scope of
the third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements and
practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and
nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering
reports, legal opinions and other reports provided by third parties, the availability of independent and competent third- party
verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other
factors. Users of Fitch’s ratings and reports should understand that neither an enhanced factual investigation nor any third-
party verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be accurate
and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch
and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of
experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax
matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and embody
assumptions and predictions about future events that by their nature cannot be verified as facts. As a result, despite any
verification of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the
time a rating or forecast was issued or affirmed.  
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The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not
represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch
rating is an opinion as to the creditworthiness of a security. This opinion and reports made by Fitch are based on established
criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective
work product of Fitch and no individual, or group of individuals, is solely responsible for a rating or a report. The rating does
not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in
the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved
in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report
providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and presented to
investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at
any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of
any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch
receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary
from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a
number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single
annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The
assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an
expert in connection with any registration statement filed under the United States securities laws, the Financial Services and
Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of
electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to
print subscribers.  
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services
license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings
information published by Fitch is not intended to be used by persons who are retail clients within the meaning of the
Corporations Act 2001 

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized Statistical
Rating Organization (the "NRSRO"). While certain of the NRSRO’s credit rating subsidiaries are listed on Item 3 of Form
NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO (see
https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO (the "non-
NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the NRSRO. However, non-
NRSRO personnel may participate in determining credit ratings issued by or on behalf of the NRSRO.
Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this Rating Action Commentary (RAC) by the obligatory
being rated or the issuer, underwriter, depositor, or sponsor of the security or money market instrument being rated, except for
the following:

Endorsement Policy - Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by
regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
rating agencies, can be found on the EU Regulatory Disclosures (https://www.fitchratings.com/regulatory) page. The
endorsement status of all International ratings is provided within the entity summary page for each rated entity and in the
transaction detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a daily
basis.
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