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Fitch Upgrades Iren to 'BBB'; Outlook Stable
Fitch Ratings-Milan/London-20 December 2017: Fitch Ratings has upgraded Italian utility Iren S.p.A.'s Long-Term Issuer
Default Rating (IDR) to 'BBB' from 'BBB-' and affirmed the senior unsecured rating at 'BBB'. The Outlook on the IDR is Stable.
The upgrade mainly reflects the company's sizeable outperformance of our expectations, the successful integration of some
medium sized companies, the faster than expected achievement of synergies and the structurally positive free cash flows
(FCF; cumulative around EUR320 million expected in the rating case in 2017-2022). These factors have driven a sharp
reduction of funds from operations (FFO) net adjusted leverage to an expected 4.7x for 2017 from 6.2x in 2014 (pro-forma).
We expect Iren's leverage to remain consistent with the 'BBB' rating across the business plan (average 2017-2022 of 4.7x),
with coverage metrics strong for the rating, also supported by company's target financial policy.
KEY RATING DRIVERS
Outperformance Drives Upgrade: Iren achieved a sizeable outperformance in 2016-2017, with EBITDA in the range of
EUR800-EUR820 million in both years (based on our definition and current estimate) compared with our expectations of
around EUR750 million. The main drivers were the faster than expected delivery of synergies, the successful integration of
medium sized companies and benefits from a rebalanced energy market. Moreover Iren reduced its cost of debt, further
increasing the outperformance at FFO level. Consequently the company matched our positive leverage guideline of 5.0x in
2016, while for the business plan horizon we expect a further reduction, consistent with an upgrade.
Updated Business Plan: The business plan update (November 2017) confirms the focus mainly on customers, operational
efficiency and development of selected activities. Management expects EBITDA growth at a CAGR of 3.3% to EUR950 million
in 2022, mainly driven by cost savings (EUR80 million) and organic growth (EUR110 million), particularly related to networks
and environment. Average annual capex is EUR415 million (EUR370 million in the previous plan), largely related to regulated
and quasi-regulated activities. Dividends rise from EUR70 million in 2016 to around EUR130 million in 2022. Iren expects to
deleverage to 2.3x net debt/EBITDA in 2022 (based on the company's definition), compared with target leverage of up to 3.0x.
External Growth: The business plan does not include external growth, but management stated that the delivery of the plan
would leave room for additional investments. The rating case includes the potential acquisition of ACAM S.p.A. (currently
under discussion) from 2018, contributing EBITDA of around EUR30 million (mostly regulated) and additional debt of around
EUR145 million. Coupled with the prudent assumptions in the rating case, this would have room for additional external growth
only towards the end of the plan, to comply with the company's financial policy.
Regulated Activities, EBITDA Mix: Iren operates in electricity, gas and water distribution. We consider the regulatory
framework mature and transparent, with tariffs set by the authority to cover depreciation and operating costs, and to ensure a
return on regulatory asset base (RAB). We estimate regulated activities (including waste collection) to contribute around 47%
of EBITDA throughout the plan, with quasi-regulated activities (district heating, waste-to-energy) representing an additional
21%.
Concession Renewal Risk: Iren has concession renewal risk in gas distribution, water distribution and waste collection (in
some districts) and around half of the installed hydro capacity. We consider this risk rather limited, as the company is the
incumbent in four of five gas districts where it operates and two water districts where it intends to bid. Moreover, in case of
concession loss the outgoing operators are entitled to a reimbursement value broadly aligned with the value of the RAB for
gas and of the net invested capital for water. Currently there is no clear framework for the tenders related to hydro capacity.
Merchant Activities Outlook Improving: Iren has moderate exposure to merchant risk mainly through its 'Generation & District
Heating' and the 'Market' divisions (29% and 17% of EBITDA 2016, respectively). Since autumn 2016 electricity prices and
spark spreads in Italy recovered substantially, also driven by exogenous factors. The forward price for 2018 (around
53EUR/MWh for baseload) is quite high if compared with the past few years. We currently see slightly better fundamentals for
the Italian electricity market, mainly due to some recovery for gas (+8.1% in 9M17) and electricity demand (+1.6% in the 11
months to November 2017) and sizeable reduction of overcapacity.
Senior Unsecured Rating: Based on our methodology, the senior unsecured rating of Iren benefited from a one-notch uplift to
'BBB' compared with the IDR, due to the weight of regulated and quasi-regulated activities on EBITDA. However, Fitch does
not use the uplift when it would cause the senior unsecured rating to be higher than the sovereign rating (BBB/Stable).
Therefore the IDR and senior unsecured rating are now at the same level.
DERIVATION SUMMARY
https://www.fitchratings.com/site/pr/1034323
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Iren has a comparable business profile to other Italian multi-utilities rated by Fitch such as Acea S.p.A. (BBB+/Stable), Alperia
S.p.A. (BBB/Stable) and Linea Group Holding S.p.A. (BBB-/Stable). For Acea the rating differential derives from the higher
contribution of fully regulated activities (around 75% vs. 45%) and slightly lower leverage. Alperia has the same rating with a
lower debt capacity (FFO net adjusted leverage between 3.0x and 3.7x), due to the lower contribution of regulated and quasiregulated activities (40-45%), partially offset by a 100% fuel cost-free asset base. Linea has a lower rating, due to its smaller
size and a less solid business mix with high exposure to waste and lower weight of regulated activities. For Linea the
acquisition of a majority stake by A2A is credit positive.
KEY ASSUMPTIONS
Fitch's key assumptions within our rating case for the issuer include:
- EBITDA growing at a CAGR of around 2% in 2016-2022 at current perimeter, mainly driven by networks and environment
divisions, with flat trend for market and reduction for generation and district heating (due to green certificates expiry)
- Acquisition of ACAM S.p.A., consolidated from 2018 with a EBITDA contribution of EUR30 million (water distribution and
waste collection) and additional debt of EUR145 million
- Annual capex of EUR415 million on average (including cash-outs for gas tenders), in line with the company's business plan
- Dividends to shareholders of around EUR100 million on average for 2017-2022
RATING SENSITIVITIES
Future Developments That May, Individually or Collectively, Lead to Positive Rating Action
- FFO adjusted net leverage declining below 4.3x, FFO interest coverage sustained above 5.0x, assuming unchanged
business risk profile and positive free cash flows.
Future Developments That May, Individually or Collectively, Lead to Negative Rating Action
- FFO adjusted net leverage above 5.0x, FFO interest coverage below 4.0x over a sustained period, for instance as a result of
lower than expected operating cash flows and lack of capex and dividend adjustment. Growing exposure to unregulated
activities, upward revision to Iren's dividend policy or material debt funded acquisitions beyond those already considered.
LIQUIDITY
Healthy Liquidity Profile: At 30 September 2017 Iren had readily available cash of EUR128 million and undrawn committed
lines of EUR425 million, compared with short-term debt of EUR281 million and expected positive free cash flow for the
following 12 months of around EUR75 million. After that date Iren issued a EUR500 million 10-year Green Bond under its
EUR2.0 billion EMTN programme and repaid debt through a liability management exercise for EUR342 million.
Contact:
Principal Analyst
Nicolo Meroni
Associate Director
+39 02 879 087 296
Supervisory Analyst
Antonio Totaro
Senior Director
+39 02 879 087 297
Fitch Italia S.p.A.
Via Morigi 6
20123 Milan
Committee Chairperson
Josef Pospisil
Managing Director
+44 20 3530 1287
Media Relations: Adrian Simpson, London, Tel: +44 203 530 1010, Email: adrian.simpson@fitchratings.com.
Additional information is available on www.fitchratings.com. For regulatory purposes in various jurisdictions, the supervisory
analyst named above is deemed to be the primary analyst for this issuer; the principal analyst is deemed to be the secondary.
Applicable Criteria
Corporate Rating Criteria (pub. 07 Aug 2017) (https://www.fitchratings.com/site/re/901296)
Non-Financial Corporates Notching and Recovery Ratings Criteria (pub. 16 Jun 2017)
(https://www.fitchratings.com/site/re/899659)
Additional Disclosures
Dodd-Frank Rating Information Disclosure Form (https://www.fitchratings.com/site/dodd-frank-disclosure/1034323)
Solicitation Status (https://www.fitchratings.com/site/pr/1034323#solicitation)
https://www.fitchratings.com/site/pr/1034323

2/4

12/20/2017

[ Press Release ] Fitch Upgrades Iren to 'BBB'; Outlook Stable

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
(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
(https://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 (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 EUREGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.
Copyright © 2017 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 thirdparty 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.
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
https://www.fitchratings.com/site/pr/1034323
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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 (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.

https://www.fitchratings.com/site/pr/1034323
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