S&P Global
Ratings

RatingsDirect’

Research Update:

Orano Outlook Revised To Negative
From Stable On Weaker Adjusted
Leverage Forecast; 'BB+' Rating
Affirmed

Primary Credit Analyst:
Christophe Boulier, Paris (39) 02-72111-226; christophe.boulier@spglobal.com

Secondary Contact:
Andrey Nikolaev, CFA, Paris (33) 1-4420-7329; andrey.nikolaev@spglobal.com

Table Of Contents

Rating Action Overview

Rating Action Rationale

Outlook

Company Description

Our Base-Case Scenario

Liquidity

Covenants

Issue Ratings - Recovery Analysis
Ratings Score Snapshot

Related Criteria

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 11,2019 1



Table Of Contents (cont.)

Related Research

Ratings List

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 11,2019 2



Research Update:

Orano Outlook Revised To Negative From Stable
On Weaker Adjusted Leverage Forecast; 'BB+’
Rating Affirmed

Rating Action Overview

e« On March 1, 2019, France-based nucl ear services group Orano published
weak results for the rating in 2018, with an anticipated decline in
EBI TDA and an increase in its asset retirenent obligation (ARO
liabilities.

e Wiile we continue to view the conpany's ability to generate positive free
cash flowin 2018 and in the conming years as a key consideration for the
current rating, the volatile nature of the nuclear liabilities may hinder
its ability to del everage

» Consequently, we revised our outlook to negative fromstable and affirned
our 'BB+' issuer credit rating on Orano.

» The negative outlook reflects the possibility we could |ower the rating
by one notch over the comng 12-24 nonths if the conpany cannot
denonstrate clear del everaging, with adjusted debt to EBI TDA of 5.5x by
2020.

Rating Action Rationale

The outl ook revision reflects the possibility we could |ower the rating by one
notch over the coming 12-24 nonths if Orano experienced weaker-than expected
EBI TDA with an increase in its overall liabilities, maintaining adjusted debt
to EBI TDA above 6x in 2019 and above 5.5x in 2020. As of Decenber 2018, the
conpany's adjusted debt to EBI TDA peaked at 6.4x, and under our current
base-case scenario we see only nodest inmprovenment in 2019. A future potenti al
rating action would al so be subject to the conpany's ability to generate
positive free operating cash flow (FOCF), while supporting a reduction in net
reported debt.

In 2018, Orano posted an adjusted EBI TDA of €741 million (w thin our previous
expectation of about €700 nmillion-€800 nmillion), down about €70 mllion from
2017. In addition, the conpany's guidance called for stable revenues in 2019
and an EBI TDA margi n between 20% and 23% translating to EBI TDA of €725
mllion-€825 nmillion. The weak 2018 EBI TDA refl ects generally weak nucl ear

i ndustry conditions, the backlog structure, and other operational issues (such
as the effect of the Conurhex transition and, to a | esser extent,
restructuring expenses). In our view, industry conditions won't likely inprove
over the short term and the conmpany's ability to nmitigate the pressure will
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be subject to further execution of its cost-cutting programand limting
operational issues.

Orano carried a relatively high adjusted debt burden of about €4.7 billion as
of Dec. 31, 2018. The debt includes the follow ng:
* Net financial debt of about €2.4 billion

e« ARO of €1.1 billion
e Pension liabilities of €1.1 billion.

e Oher relatively minor itemns.

In 2018, the conmpany generated positive free operating cash flow and received
a €500 nmillion equity injection that reduced its net financial debt by about

€750 mllion. Under our base case, we expect the conpany to continue to

del everage by about €100 nmillion-€200 nillion annually in each of the com ng

two years, mainly driven by material working capital inflow

On the other hand, Orano's ARO net obligations (linked to deconm ssioning of
the nuclear facilities) rose by about €600 mllion in 2018. In our view, the
conpany's need to match the liabilities (which are subject to future uncertain
costs, regulatory changes, and nore) by getting parallel returns fromits

i nvestnment portfolio is an ongoing challenge. In our view, ongoing deviations
between the liabilities and the assets could put some pressure on our

sati sfactory business risk assessnent.

Outlook

The negative outl ook reflects the possibility we could |ower the rating by one
notch over the comng 12-24 nonths if the conpany cannot denonstrate clear

del everagi ng, with adjusted debt to EBI TDA at about 6x on average. This would
be the case, if adjusted debt to EBI TDA renmi ned above 6x in 2019, without a
cl ear del everaging path to 5.5x or better in 2020.

A future potential rating action would al so be subject to the conpany's
ability to generate positive FOCF

Under our base-case scenario, we assume adjusted EBI TDA of €650 mllion-€750
mllion in 2019, translating to adjusted debt to EBI TDA of 6.2x-7.0Xx,
i mproving to 5.5x-6.0x by the end of 2020.

Downside scenario
In our view, a negative rating action could be triggered by one or nore of the
fol | owi ng:
* Lower-than-expected EBI TDA and FOCF, for exanple, as a result of a
continued weak market environnent.

e An increase in the conpany's ARGs and/ or pension obligations, which are
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not tenporary.

VWile we don't expect any change in the relationship with the French
governnent, a change in our perception of the likelihood of governnent support
could lead to a | ower rating.

Upside scenario

A stabl e outl ook would be linked primarily to the conpany's ability to
generate a positive FOCF in the coming 12-24 nmonths, with a material reduction
inits financial debt, and at the sane tine better stability of its other

obl i gati ons.

Company Description

Orano (formerly New AREVA Hol ding) offers products and services for the entire
nucl ear fuel cycle, fromraw materials to waste processing. Its activities,
rangi ng from m ning to deconm ssioning and includi ng conversion, enrichnent,
recycling, logistics, and engineering, contribute to the production of

| owcarbon electricity. It has about 16,000 enpl oyees worl dwi de and is
headquartered i n Courbevoi e, France. At year-end 2018, Orano's revenues
totaled €3.7 billion, with S& d obal Ratings-adjusted EBI TDA of €741 mllion

Orano operates mainly through three business divisions:

e Mning (31%of sales in 2018): This operates fromthree countries
(Canada, Niger, and Kazakhstan). The mmin activities conprise mnera
expl oration, mining project devel opnent, construction, extraction and
sal es of uraniumore, and site rehabilitation

e Front end (23% of sales in 2018): This conbines all of the operations
required to convert natural uraniuminto enriched uraniumto be used in
nucl ear fuel assenblies designed to generate electricity. Customers are
primarily nucl ear power plant operators.

 Back end (45% of sales in 2018): This includes treating and recycling
used fuel for reuse in the reactor, devel oping storage systens,
organi zing the transportation of radi oactive materials, and cl eaning up
and dismantling nuclear facilities.

Our Base-Case Scenario

The nucl ear industry has been suffering over the past few years from | ower
demand, sone overcapacity and weak prices. In addition we see sone uncertainty
regarding size and timng for |arge new contracts, nostly in Asia.

The difficult market environment for nuclear activities is illustrated by
Orano' s backl og, which did decline by about 5% at the end of 2018 to €31.8
billion conpared with €33.6 billion a year before. However, that is equival ent

to al nost nine years of annual revenue, therefore we consider that it stil
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provi des good visibility on cash flows over the next few years as it limts

t he conpany's exposure to spot prices in the near term including urani um spot
prices. That said, a further decline in the backlog will allude to ongoing
pressure on the business over the nmediumand |long term

Under our base-case scenario, we project that Orano's adjusted EBI TDA will be
between €700 million and €800 million in 2019, conpared to an adjusted EBI TDA
of €760 mllion in 2018. W note the conpany's guidance for a decline of up to
€100 million in its reported EBITDA in 2019. Looking into 2020, we expect

EBI TDA to recover to about €750 million-€850 mllion

The foll owi ng assunpti ons underpin our base case:

e Uranium enrichnment and conversi on spot market prices to gradually
i mprove fromcurrent |levels over the next two years, but to remain
historically relatively weak. However, there has been an uptick in
urani um and conversion prices over the past year or so and a rebound in
enrichnment prices in recent nonths.

e The end of the industrial transition at the Conmurhex | site to Comurhex
Il, and to a | esser extent restructuring expenses to affect 2019 EBI TDA
This should be offset by new contracts globally, and, to a | esser extent,
cost savi ngs.

» Successful inplenmentation of the conpany's cost-cutting initiatives,
whi ch aimto achieve recurring cash gains of €250 nmillion annually from
2020 onward

e« Mxed trends in profitability, with EBITDA nargin in mning to decline
bel ow 50% in 2019, while that of front-end segnent to increase above 20%
and back-end above 10%in 2019.

* High recurring capital expenditure requirements of about €600 million per
year on average in 2019-2020.

e Substantial positive working capital nmovenents in 2019-2020 related to
advance paynments in the back-end segnent, as well as sonme destocking in
the front-end segnent.

No di vi dends.

Under the assunption of no material changes in the conpany's current other

liabilities (as of Dec. 31, 2018, of about €2.3 billion), we calculate the

following the followi ng credit neasures:

* Adjusted debt to EBITDA of about 6x in 2019 and 5.5x-6.0x in 2020 (after
6.4x in 2018).

 Discretionary cash flow of at |east €200 mllion annually in 2019-2020.

Government-related entity

The French governnent influence remains critical for Orano's creditworthiness.
We continue to believe it's highly likely Orano woul d receive support fromthe
French governnent, which is reflected in a three-notch uplift in the rating
above the conpany's stand-al one credit profile (SACP). W consider Orano to be
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a governnent-related entity (GRE). The French governnment owns directly and
indirectly 90% of Orano. W view the government as committed to ensuring that
any potential liquidity pressure will be addressed in a tinmely manner, as
denonstrated by its recent commtnent to provide new equity and internediate
funding to Orano.

W view Orano as a GRE with a high likelihood of receiving governnent support

because of its:

* Inportant role as France's | eading nucl ear services provider to the
country's | argest power producer. Orano ensures supplies of uranium and
enriched uranium for France, which generates about 75% of its electricity
from nucl ear plants.

e Very strong link with the French governnent. The group's ties with the
governnent are reinforced by the politically sensitive nature of its
enrichment and back-end recycling activities and its strategic inportance
to France's energy policies. As a commercial enterprise, Orano operates
aut onomously. The French government closely follows Orano's perfornmance
and nust authorize strategic investnents and acquisitions. Orano al so has
to provide its analysis of events and answer questions from specific
parlianentary conmittees

We don't factor in any inpact in our base case fromthe recently proposed
French Multi-Year Energy Plan (Progranmmation Pluriannuelle de |'Energie; PPE)
whi ch notably sets a roadmap for anbitious growmh in renewabl es and reduced
nucl ear energy in the energy mx to 50% by 2035 from about 75%today. Wile
this might hurt Orano's activities and financial performance over time, we
think inplications would be very long termand the plan is flexible, which
allows for security of supply and to integrate neighbors' evolving nix, with
no preset closures due before 2027.

Liquidity
W assess Orano's liquidity as strong. This is supported by our estinate that
the conpany's liquidity sources will cover uses by nore than 1.5x in the 24

nonths started Jan. 1, 2019. W considered the conpany's prudent liquidity
managenent and solid bank rel ati onshi ps.

We understand that under certain circunstances, the conpany nay need to

bal ance its end-of-cycle liabilities deficit with cash at the end of up to a
three-year period. At this stage, we are not aware of a requirement to make
such deposits in the com ng years.

Principal liquidity sources in the 12 nonths started Jan. 1, 2019:

e Qur estinate of about €2.0 nmillion of unrestricted cash on the bal ance
sheet, including about half made up of highly Iiquid nmarketable
securities;

e €940 avail abl e under a syndicated credit revolving facility (including an
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additional commitnent of €100 million received in March 2019) nmaturing in
July 2021 (plus two one-year extensions); and

* FOCF of about €200 million including positive working capital novenents
of several hundred nillions.

Principal liquidity uses in the 12 nonths started Jan. 1, 2019:
e €750 million debt related to a bond due in Novenber 2019; and

e Sonme noderate intrayear working capital swings that we don't expect to
exceed €200 nillion.

Covenants

There are no covenants in the debt docunentation.

Issue Ratings - Recovery Analysis

Key analytical factors

 The issue ratings on Orano's various senior unsecured obligations are
"BB+' . W cap the recovery rating at '3 according to our methodol ogy for
unsecured financial instruments of conpanies rated in the 'BB category.
This is because we assune, based on enpirical analysis, that the size and
ranki ng of debt and non-debt clains will change before the hypothetical
default for conpanies at this rating level. W expect recovery for
not ehol ders at 85%in the event of a paynent default. The ratings are
supported by the conpany's robust asset base, but constrained by the
substantial amount of pari passu unsecured debt.

e Under our hypothetical default scenario for Orano, we assune a
conbi nati on of a loss of key custoners and a prol onged downturn in the
industry lead to | ower pricing and operational issues.

« W value Orano as a going concern, given its market-I|eading position and
di versified product offerings.

* In our calculations we exclude any end of lifecycle obligations.

Simulated default assumptions
* Year of default: 2024

e Jurisdiction: France

Simplified waterfall

* Goss recovery value: €4.8 billion

* Net recovery value after adm nistrative expenses (5%: €4.6 billion
* Remmini ng recovery value: €4.5 billion

* Seni or unsecured debt clains: €4.2 billion*
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 Recovery range: 70% 90% (rounded estinmate 85%

* Recovery rating: 3

*Al'l debt anpunts include six nonths of prepetition interest. Assum ng sone
refi nanci ng of the debt.

Ratings Score Snapshot

| ssuer credit rating: BB+/ Negative/--
Busi ness risk: Satisfactory

e Country risk: Low

* Industry risk: Internediate

 Competitive position: Satisfactory

Financial risk: H ghly I everaged
e Cash flow | everage: Highly | everaged

Anchor: b+

Modi fiers

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

e Liquidity: Strong (+1 notch)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Fair (no inpact)

e« Conparable rating anal ysis: Negative (-1 notch)

Stand-al one credit profile: b+
* Sovereign rating: Unsolicited AA

* Likelihood of governnment support: Hi gh (+3 notches from SACP)

Related Criteria

e General Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria | Corporates | Ceneral: Recovery Rating Criteria For
Specul ati ve-Grade Corporate |ssuers, Dec. 7, 2016

e Criteria - Corporates - Recovery: Methodol ogy: Jurisdiction Ranking
Assessnents, Jan. 20, 2016
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e CGeneral Criteria: Rating Governnent-Related Entities: Methodol ogy And
Assunptions, March 25, 2015

e Criteria | Corporates | Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

e Criteria | Corporates | Industrials: Key Credit Factors For The Specialty
Chemical s Industry, Dec. 31, 2013

e Criteria | Corporates | Industrials: Key Credit Factors For The Metals
And M ning Upstream I ndustry, Dec. 20, 2013

e Criteria | Corporates | General: Corporate Mthodol ogy, Nov. 19, 2013

e Criteria - Corporates - Industrials: Key Credit Factors For The
Engi neering And Construction Industry, Nov. 19, 2013

e CGeneral Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 19, 2013

e Ceneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e Criteria | Corporates | Ceneral: Corporate Methodol ogy: Ratios And
Adj ustments, Nov. 19, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e General Criteria: Stand-Alone Credit Profiles: One Conponent OF A Rating,
Cct. 1, 2010

e Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

e France's New Energy Plan: Inplications For The Power NMarket And EDF' s
Credit Quality, Dec. 5 2018

Ratings List

Ratings Affirned; Qutl ook Action
To From
Orano
| ssuer Credit Rating BB+/ Negat i ve/ - - BB+/ St abl e/ - -

Ratings Affirmed; Recovery Ratings Unchanged

O ano
Seni or Unsecur ed BB+ BB+
Recovery Rating 3(65% 3(65%
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Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

i nfornati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com All ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (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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