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Research Update:

Telekom Austria AG Downgraded To 'BBB' On
Likely Weaker Credit Measures; 'A-2' Rating
Affirmed; Outlook Stable

Overview

« W expect Tel ekom Austria to face strong operating pressures over the
next two years.

e In our view, this is likely to result in a narked deterioration of the
conpany's credit neasures.

* W are lowering our long-termcredit rating on the group to ' BBB' and
affirming the ' A-2' short-termcredit rating. We are renoving the ratings
from Credit\Watch where they were placed with negative inplications on
Dec. 11, 2009.

» The stable outlook reflects our expectation that the group will continue
to generate positive free cash flow and maintain a ratio of adjusted net
debt to EBITDA of |ess than 3x.

Rating Action

On March 30, 2010, Standard & Poor's Ratings Services lowered its long-term
corporate credit rating on Austrian tel econmunications operator Tel ekom
Austria AGto '"BBB from'BBB+ . The 'A-2' short-termcorporate credit rating
was affirnmed. At the sanme time, the ratings were renoved from CreditWatch
where they were placed with negative inplications on Dec. 11, 2009. The

outl ook is stable.

Rationale

The downgrade reflects our view that Tel ekom Austria would be unlikely to
stabilize its operational perfornmance by 2011, particularly at its donestic
fixed-1ine business. This we believe could weaken the group's credit ratios
over the next two years to |levels that we consider inconsistent with a ' BBB+'
rating. We expect the ratio of adjusted net debt to EBITDA to deteriorate to
about 2.6x and funds from operations to adjusted net debt to fall to about 33%
by year-end 2010 from 2.3x and 39% at year-end 2009, respectively. W don't
expect these credit neasures to inprove in 2011

Qur EBI TDA forecast (excluding expenses fromthe announced nerger of Tel ekom
Austria's donestic fixed-line and nobile operations) is about inline with
Tel ekom Austria's financial guidance for 2010 and assunes a further nodest

EBI TDA decline in 2011. In our opinion, the difficult business environment in
Austria and for the group's international nobile operations in 2009 is likely
to prevail over the next few years. Moreover, we expect the group's
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cost-cutting neasures to be insufficient to offset fierce price pressure,
continued fixed-to-nobile substitution, and | ower nobile term nation and
roamng tariffs.

Tel ekom Austria's operating flexibility is hanpered by a fairly rigid cost
structure, prinarily at its fixed-line division. This, in our view, poses
consi derabl e chal |l enges for the group to sustain its domestic EBI TDA
generation in light of continued revenue and margin erosion. In addition, we
don't expect Tel ekom Austria's free cash flow generations to be meani ngfully
supported by the planned nerger of its domestic operations before 2013. W

al so assune that Tel ekom Austria will not alter its financial policy of paying
at least stable dividends in the nediumterm which we believe would linmit the
group's flexibility to reduce debt.

Conpared with fiscal year ended Dec. 31, 2009, and on a constant currency
basi s, Tel ekom Austria has forecast a year-on-year revenue decline of about 2%
to €4.7 billion and an EBI TDA decline of about 11%to €1.6 billion in 2010. As
aresult, its EBITDA nmargin is likely to drop to about 34%in 2010 from 37. 4%
in 2009, which we see as somewhat weak conpared with its peer conpanies.
Furthernore, Tel ekom Austria expects cash flow to decrease by about €80
mllion owing to the merger of its domestic operations in 2010, which is not
reflected in its EBI TDA gui dance.

The ratings on Tel ekom Austria, however, are supported by the group's
sust ai nabl e | eadi ng market position in all nmain segnents of the Austrian

tel econs narket. Despite the near-term econom c chall enges, Tel ekom Austria's
profitable international nobile operations help diversify its revenue base and
partly mtigate donestic pressure. W expect the nobile operations to keep
generating meani ngful, albeit somewhat |ower, free cash flow, which is likely
to support the group's so far solid free operating cash flow (FOCF)
generation: €674 mllion in 2009 and €756 million in 2008. In addition, the
group's adjusted net-debt-to EBITDA ratio is likely to remain at |ess than 3x
in the nediumterm in our opinion, providing adequate headroom for any
operating underperformance or currency fluctuations.

Short-term credit factors
The 'A-2' short-termrating reflects that Tel ekom Austria had adequate
liquidity on Dec. 31, 2009. Qur assessnent is based on

e €946 mllion in reported consolidated cash and short-terminvestnents;

e Access to €1.1 billion in undrawmn comrmitted credit |ines, of which €1.0
billion (undrawn) mature beyond 2010; and

e Qur expectation of continued positive, albeit declining, discretionary
cash flow (defined as FOCF after dividends), which anmounted to €342
mllion in 2009.

Tel ekom Austria has sizable short-termdebt of €1.5 billion (including the

amount required to purchase the renmining 30% stake in its Belarussian nobile
subsidiary Velcomin the fourth quarter of 2010) and €215 nillion of debt
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maturities in 2011. In our view, these short-termobligations should broadly
be covered by Tel ekom Austria's existing liquidity sources and expected
di scretionary cash fl ow generation.

We believe that Tel ekom Austria will continue to manage its debt and its
liquidity profile proactively by refinancing upcom ng debt maturities and
extending maturing conmitted credit |ines.

Outlook

The stable outl ook reflects our expectation that, despite the likely
continuation of strong conpetitive and regulatory pressures in its nain

mar kets, Tel ekom Austria shoul d be able to generate noderately positive

di scretionary free cash flow and maintain a ratio of adjusted net debt to

EBI TDA of less than 3x. This, in turn, should provi de adequate rating headroom
for the group over the next two years. In addition, despite the operating
pressures, we expect the group to defend its solid donmestic market positions
and those of its international nobile operations.

W& woul d consider an upgrade or a revision of the outlook to positive if we
see signs that the group is able to stabilize or inprove its revenue and

EBI TDA trends (including anortization of restructuring provisions) at its
fixed-line division and at its international nobile operations. Furthernore,
we woul d need to see solid positive discretionary cash flow generation and an
adj usted net debt-to-EBITDA ratio consistently [ower than 2.5x.

A downgrade woul d be possible if the group's operating performance were to
deteriorate beyond our expectations. This would be the case if Tel ekom
Austria's EBI TDA were to decline by nore than 25% over the next two years or
if discretionary cash flow were to turn negative for several years. Financial
policy initiatives could also trigger a negative rating action. However, we
viewthis as unlikely in the near term given that Tel ekom Austria has

nmeani ngf ul headroom at the new rating |evel.

Related Criteria And Research

e Principles OF Corporate And Governnent Ratings, June 26, 2007

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

« Enhanced Met hodol ogy And Assunptions For Rating Governnent-Rel at ed
Entities, June 29, 2009

e Criteria Methodol ogy: Business Risk/Financial Risk Matrix Expanded, My
27, 2009

* Key Credit Factors: Business And Financial Risks In The d oba
Tel econmuni cation, Cable, And Satellite Broadcast Industry, Jan. 27, 2009
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Ratings List
Downgr aded; CreditWatch/ Qutl ook Action; Ratings Affirned

To From
Tel ekom Austria AG
Corporate Credit Rating BBB/ St abl e/ A- 2 BBB+/ Wat ch Neg/ A- 2
Ratings Affirmed
Tel ekom Fi nanznanagenent GrbH
Commer ci al Paper A-2

NB: This list does not include all the ratings affected.

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

Conplete ratings information is available to RatingsDirect on the d obal
Credit Portal subscribers at ww. gl obal creditportal.comand RatingsDirect
subscri bers at ww. ratingsdirect.com All 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:
Cient 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) 495-783-4011.
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