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Research Update:

Spanish Engineering And Construction Company
Abengoa 'B/B' Ratings Affirmed; Outlook Remains
Positive

Overview

» Spani sh engi neering and construction conpany Abengoa included a
guar anteed bond within debt | abelled as nonrecourse in its third-quarter
financial report.

« Although we view this accounting classification as |ess prudent, we have
al ways included all Abengoa's consolidated financial debt, whether
nonrecourse or corporate, in our calcul ations.

* We understand managenent is conmtted to reducing its stake in Abengoa's
yi el d conpany to bel ow 50% wi thin the next six nonths.

W are affirming our 'B/B ratings on Abengoa.

e The positive outlook reflects a one-in-three possibility of a one-notch
upgrade over the next six months if Abengoa continues to meaningfully
reduce its |level of consolidated debt.

Rating Action

On Dec. 3, 2014, Standard & Poor's Ratings Services affirmed its 'B/ B |ong-
and short-termcorporate credit ratings on Spain-based engi neering and
constructi on conpany Abengoa S. A The outlook is positive.

Rationale

We understand that Abengoa's nanagenment renains very conmitted to reducing its
stake in Abengoa's yield conpany, which we think will |ead to reduced
consol i dated | everage and i nproved credit ratios. This is despite recent
market turnoil that followed the conmpany's third-quarter results announcenent
reporting a guaranteed bond as nonrecourse debt. W view the classification as
| ess prudent. This is because it makes it nmore difficult for investors to
understand where in the conplex group structure various debt types are |ocated
and al so what portion of debt is guaranteed or not.

W& now perceive that the conpany will strive to inprove disclosure, including
rel easing quarterly accounts and splitting overall financial debt into three
cat egori es:
e Full recourse corporate debt;
 Debt in process, guaranteed by Abengoa but still |abelled as "nonrecourse
in process" because refinancing at conpletion of projects should
ultimately be in the formof nonrecourse project finance debt; and
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e Nonrecourse project finance debt.

In our analytical approach, we use reported consolidated debt, which includes
both recourse and nonrecourse debt, and thereby we capture all of Abengoa's
financial debt in our analysis.

W al so understand that nanagenment remains conmitted to reducing its stake in
Abengoa' s 64% owned yield conmpany to below 50%in the near term This inplies
t hat nost of the debt associated with the yield conpany will be deconsoli dated
from Abengoa's reported bal ance sheet, and that an inprovenent of Abengoa's
credit ratios is likely to follow. W forecast credit ratios noving to the

hi gher end of our "highly | everaged" category if this transaction is executed,
t hanks to reduced consolidated debt, a |ower interest burden on Abengoa, and

t he possible use of disposal proceeds to | ower corporate debt. W currently do
not envi sage changi ng our anal ytical approach by deconsolidating any
nonrecourse debt that is reported on the bal ance sheet.

On Sept. 30, 2014, Abengoa reported gross debt of €13.5 billion, of which
about €6.3 billion is full-recourse corporate debt, €5.6 billion is reported
as nonrecourse (albeit fully-consolidated), and €1.6 billion is designated as
nonr ecour se debt in process.

Al t hough the positive outlook captures the possibility that the yield conmpany
i s deconsol i dated, our base case still assumes no change to Abengoa's scope of
consol idation. Follow ng our review, we have updated our forecast and now
assunmne:
* Consolidated revenues in 2014 of about €7.4 billion
 EBI TDA of about €1.3 billion-€1.4 billion for the year.
 Standard & Poor's-adjusted debt of about €11 billion-€12 billion (from

the gross debt we deduct surplus cash and add our adjustnents for

operating | eases and factoring to arrive at the adjusted nunbers).

Based on these assunptions, we arrive at the followi ng credit mneasures:
* An EBI TDA margi n of about 18% 19%

e Funds from operations (FFO to debt at 4% 5%

 Debt to EBITDA at 8x-8.5x.

Liquidity
We assess Abengoa's liquidity as "adequate," as defined in our criteria. W
estimate that Abengoa's ratio of sources to uses of liquidity will remain

above 1.2x over the 12 nonths started Cct. 1, 2014.

Principal liquidity sources:

» Consolidated cash balances of €2.9 billion as of Cct. 1, 2014. W assune
part of this is tied to operations, and projects and, therefore, that
about €2 billion can be used for general corporate purposes. The conpany
al so has €1.2 billion of short-terminvestnments that we do not include in
our liquidity assessnent.

 Available conmitted long-termcredit |ines of about €300 nmillion for
cor por at e purposes.
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* W note there are al so anpbunts avail able on a nonrecourse basis for
capital expenditures in concessions, but this liquidity cannot be used
for general corporate purposes. However, it matches the conpany's
fi nanci ng needs for projects.

e Assuned FFO of about €450 million—€600 million during the year

e In the fourth quarter, Abengoa signed off on the first asset sales to its
64% owned yi el d conmpany. The transaction, together with other contracted
asset sales, inplies Abengoa will receive €316 nmillion in cash that can
be used for general corporate purposes.

Principal liquidity uses:

 Corporate debt maturities of about €1.5 billion. A further €600 mllion
of nonrecourse debt is due over the period.

 Corporate capital expenditures and equity to concessions of about €600
mllion-€800 mllion

* Dividends of about €40 million-€50 million

» Working capital novenents, which could at tinmes be sizable. W have
assuned €250 nmillion outflow for full-year 2014, which inplies strong
inflowin the fourth quarter

Both the incurrence covenant on Abengoa's senior unsecured notes and the

mai nt enance covenant on nost of the group's bank debt specify debt-to-EBI TDA
ratios of less than 3x, where debt and EBI TDA excl ude nonrecourse
subsi di ari es. However, debt is netted against total consolidated cash and
short-termfinancial investnents, including those held by nonrecourse

subsi diaries. Furthernore, the syndicated bank facility renewed in Septenber
2014 includes a nore demanding ratio of 2.5x net debt to EBITDA from Dec. 31
2014. As of Sept. 30, 2014, the ratio was 2.15x. Under our base-case
assunption, Abengoa will be able to continue to nmeet those ratios.

Outlook

The positive outl ook on Abengoa reflects a one-in-three possibility that
Abengoa's financial risk profile will inprove within the next six nonths,

foll owi ng managenent's plan to reduce ownership in its yield conpany. This
could lead to reduction in reported consolidated debt, inplying credit ratios
at the upper end of the "highly | everaged" category. W expect the group to
continuously place mature projects in the yield conpany. If these nmeasures
prove successful over the com ng six nmonths, we could raise our long-term
rati ng on Abengoa by one notch, assuming the group's liquidity renains at

| east "adequate."

Downside scenario

We could revise the outlook to stable if Abengoa proves unable to tap capital
mar ket s over the coming six nonths as a consequence of recent investor
concerns about its disclosures. We could also revise the outlook to stable if
managenent, for any reason, proves unable to reduce its stake in the yield
conpany bel ow 50% and Abengoa's adjusted FFO to debt ratio remains near the
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currently low 4% 6% W could al so consider revising the outlook to stable if
Abengoa stops placi ng concessions business into the yield conpany.

Upside scenario

We could raise the long-termrating in the next six nonths if Abengoa
continues placing a naterial part of its concessions business into its yield
conpany, and at the sane tine reduces its stake in the yield conpany. This
woul d likely require credit ratios being at the higher end of the "highly

| everaged" financial risk profile category. W are unlikely to take any
positive rating action until the inprovenent is fully visible in the conpany's
audi ted accounts. An upgrade would al so hinge on the conpany nmaintaining at

| east "adequate" liquidity.

Ratings Score Snapshot

Corporate Credit Rating: B/ Positivel/B

Busi ness risk: Fair

e Country risk: Internediate risk
* Industry risk: Internediate risk
e« Conpetitive position: Fair

Financial risk: Highly I everaged
e Cash flow Leverage: Highly |everaged

Anchor: b

Modi fiers

» Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

e« Managenent and governance: Fair (no inpact)
 Conparable rating analysis: Neutral (no inpact)

Stand-al one credit profile: b

Recovery Analysis

Key analytical factors

e The issue rating on the senior unsecured notes issued by both Abengoa and
Abengoa Fi nance, and including the €265 mllion and $300 million green
field bonds is 'B'. The recovery rating on these facilities is '4",
reflecting our view of the group's diversified portfolio of businesses,
benefiting fromstrong growth profiles, regulated environnents, and a
strong reputation in the engineering and construction business.

« This is balanced by our view of the group's exposure to various
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relatively unfriendly insolvency reginmes, including Spain, the unsecured
nature of the debt, and the group's ability to raise additiona
nonr ecourse finance in process.

» The existence of the corporate guarantees effectively, in our view
ensures, that all the nonrecourse finance in process will have recourse
in a default scenario, and will rank pari passu with the existing
cor porate debt.

e W& understand that this nonrecourse finance in process, which includes
the greenfield bonds,the €701 nillion under the senior unsecured Term
Loan B issued in October 2014, and a bridge | oan of approximately €1
billion, benefits fromcorporate guarantees fromthe parent, as well as
fromseveral subsidiaries that also guarantee the existing senior
unsecured notes. Previously we considered both the greenfield bonds and
the Term Loan B to be pari passu at the point of default with the
exi sting senior unsecured bonds and senior unsecured Term Loan A. CQur
assunptions now al so include the bridge | oans, because, although these
are issued by an unrestricted subsidiary that cannot be a guarantor for
the ot her unsecured debt, they benefit from corporate guarantees sinilar
to that on Term Loan A and the senior unsecured notes.

e Further material issuances of debt guaranteed by the parent, either as
corporate debt for general corporate purposes or nonrecourse finance in
process, may put significant pressure on the ratings.

« W val ue Abengoa as a going concern, although in Iight of the asset-heavy
nature of the business, we use a discrete asset valuation to estinmate the
group's enterprise value at the point of default.

* In our valuation, we give only linited credit to Abengoa's equity
ownership in its nonrecourse projects. However, we recognize that a
default by Abengoa woul d not necessarily affect the performance of the
project assets uniformy, and so there could be additional value
available to lenders if perform ng projects can be sol d.

* Under our hypothetical default scenario, a default is triggered by
Abengoa' s under performance in the bioenergy business, conbined with high
capital expenditures and a rising cost of capital

Simulated default assumptions
* Year of default: 2017
e Jurisdiction: Spain

Sinplified waterfal
* Net enterprise value (after 9% adninistration costs): €3 billion

e Priority clainms: €35 nmillion
e Unsecured debt clains: €6.7 billion*

* Recovery expectation: 30% 50%

*Al'l debt anpunts include six nonths of prepetition interest.
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Ratings List

Rati ngs Affirned

Abengoa S. A
Corporate Credit Rating B/ Positive/B
Seni or Unsecured B
Recovery Rati ng 4

Abengoa Fi nance S. A U.

Seni or Unsecur ed* B
Recovery Rating 4
Abengoa Greenfield, S.A U
Seni or Unsecur ed* B
Recovery Rating 4

Guar ant eed by Abengoa S. A

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_L.ondon@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.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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