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EnBW Energie Baden-Wuerttemberg AG

Business Risk: STRONG

Vulnerable Excellent

Financial Risk: SIGNIFICANT

Highly leveraged Minimal

bbb
bbb+

a-

Anchor Modifiers Group/Gov't

Issuer Credit Rating

A-/Stable/A-2

Credit Highlights

Overview

Key strengths Key risks

Diversified and integrated position throughout the energy

supply chain, which has demonstrated its resilience across

different economic and geopolitical cycles.

Exposure to currently very volatile gas markets through the 74.2%-owned VNG

subsidiary, which is being forced to procure at market prices the undelivered

volumes that were previously contracted with Gazprom, leading to high daily costs.

High share of EBITDA (44%) from regulated operations and

an expanding share of renewable generation (27%), which

provides stability and predictability to earnings and cash

flow.

An increasing share of minority stakes if the partial sale of TransnetBW is executed,

coupled with an intense capital expenditure (capex) agenda, could weigh on credit

metrics, potentially triggering the need for remedial measures to protect the current

rating.

An investment strategy that focuses on regulated

infrastructure and renewable capacity deployment, which

we believe carries low execution risk and provides a

long-term earnings base.

Significant exposure to volatile and commodity-driven wholesale power prices

(25% EBITDA from generation and trading activities).

A financial policy, including shareholder support, that we

see as geared toward protecting the current 'A-' rating.

A heavier carbon footprint in the short-term than planned because of supply

security issues leading EnBW to increase the utilization of its existing

coal-generation fleet, which nevertheless is profitable.

Germany-based EnBW Energie Baden-Wuerttemberg's (EnBW's) exposure to disruptions in the German gas market

caused by the Russia-Ukraine war is material, but manageable, in our view. Of EnBW's total gas import of 495

terrawatt hours (TWh), via its 74.2%-owned subsidiary VNG AG, 100 TWh per year comes from two contracts with

Gazprom affiliates. One of these contracts will expire at the end of 2022, reducing the company's direct exposure to

Russia to 65 TWh per year. We understand that VNG is receiving all of the volumes under the 65TWh contract, since

SEFE Securing Energy for Europe GmbH (SEFE; formerly Gazprom Germania), which is under the trusteeship of the

BNetzA, is the importer and current counterparty of this contract. Of the 35 TWh contracted with Gazprom Europe,

we understand that VNG is receiving only 20% of the contracted volumes, forcing it to procure the missing quantities

in the market. However, we understand that around half of such volumes are linked to variable price contracts that

allow the company to pass through the incremental costs directly to customers, thereby mitigating the negative

impact. EnBW has booked a provision of €545 million anticipating the losses incurred between June 14, 2022, and

Dec. 31, 2022, which is the period in which VNG will have to cover reprocurement costs--before being able to pass

90% of them to the final consumer from Oct. 1, 2022, when we anticipate that paragraph 26 of the recently amended
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"Energiesicherungsgesetz" (the Energy Security Act) will enter into force. We believe that these costs are material

because they represent about 16% of 2022 projected S&P Global Ratings-adjusted EBITDA for the consolidated group.

That said, in our view they will be manageable for EnBW because we expect other business areas, such as thermal and

renewable generation, will likely show improved performance in the current context, and EnBW's credit profile will

therefore benefit from the group's integrated nature. For example, as of June 30, 2022, there was a 17% year-over-year

increase to €852 million in EnBW's six-months EBITDA from its sustainable generation infrastructure division, which

includes thermal generation and renewable energies. This more than compensated for a €115 million decline in

EBITDA coming from smart infrastructure for customers--which includes VNG--for the same period. We expect this

trend to continue through 2022.

Under a severe and prolonged gas-curtailment scenario, the financial impact would depend on the stage of Germany's

emergency gas plan (Notfallplan Gas). Germany is in the second stage of its three-tier emergency gas plan, which we

interpret to mean that a disruption exists in the gas supply, but the market can still cope with the disruption without

any market-based mechanisms such as steering gas demand and supply. As a result, VNG must cover the entirety of

reprocurement costs for the missing gas volumes until Oct. 1, 2022, and 10% of the costs of reprocuring gas deficits

thereafter, for as long as Germany remains in the second stage. We expect these costs to last at least until end-2022,

when the 35 TWh contract with Gazprom Europe expires. Beyond January 2023, we understand that those volumes

are no longer contracted on the supply side, so EnBW would not have to compensate by procuring these volumes in

the market. We expect EnBW will continue to receive the volumes on the 65 TWh per year contract with SEFE at no

loss. We believe that material curtailment risks are higher in the second part of the 2022/2023 winter, but

acknowledge that this depends on several moving factors--mostly geopolitical, but also weather-related. If the German

government triggers the third stage of the emergency plan, reflecting that available gas is insufficient to cover

outstanding demand, we understand that VNG would be relieved from its contractual obligations. This is because the

German regulator, BNetzA, would take over to steer demand and supply. As such, EnBW's cash outflows to cover gas

deficits would stop under such scenario.

Direct exposure to Russian gas is less than 5% of EnBW's consolidated EBITDA in a normal year, but margins posted

represent another layer of exposure. We understand that EnBW's gas delivery contracts are subject to margining

payments until the moment of physical delivery, and that there is no clear mechanism established to recover such

margins in case severe gas curtailments lead to the third stage of Germany's emergency gas plan. This could result in

financial losses if EnBW is unable to recover margins posted beyond direct EBITDA exposure.

We expect limited financial implications for EnBW if the 1.3GW nuclear power plant's life is extended. Amid the

current energy shortages inflicted by the Russia-Ukraine war, we understand that there is an ongoing discussion

between the German government and operators of the last three nuclear plants (RWE, E.ON, and EnBW) about the

feasibility of extending the life of the remaining 4.2 GW nuclear capacity, out of which EnBW owns 1.3 GW

(Neckarwestheim Bloc II). EnBW has stated that Neckarwestheim II nuclear plant could operate for an additional four

to six weeks from Dec. 31, 2022, without refueling or making adjustments to the core of the plant. However, a longer

extension would bring additional operating and financial challenges, which is why we view it as unlikely without

amendments to the legal framework governing the retirement of Germany's nuclear capacity: the 2011 Nuclear Energy

Act (the "Atomgesetz"). This law rules out the possibility of nuclear power plants running in Germany beyond Dec. 31,
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2022. An extension of the life of EnBW's nuclear capacity would therefore only be possible upon revision of the

Atomgesetz, and the inclusion of a new legal framework to compensate for nuclear fuel, and operational expenses.

This is why we expect limited financial impact on EnBW even if the life of its nuclear plant is extended beyond a few

weeks.

The potential sale of up to 49.9% of TransnetBW will likely lead to additional cash flow leakage. On Feb. 23, 2022,

EnBW announced its intention to sell a relevant share of its power transmission subsidiary, TransnetBW, as part of the

group's risk-sharing approach to execute its growth strategy to 2025. In our base case, we assume that the deal will be

executed in 2023. We believe that this transaction will increase cash flow leakage by an additional 5%-6% of EnBW's

yearly FFO. As a result, we forecast that the spread between consolidated and proportional FFO to debt will increase

to about 400 basis points (bps), from 300 bps in our previous base case, weighing on metrics by 2024 (see chart 1).

However, we expect EnBW to invest the proceeds in its Suedlink and Ultranet power transmission projects at

TransnetBW, thereby providing a long-term EBITDA base and mitigating any dilution of earnings quality. We

benchmark our 'A-' rating on EnBW against FFO to debt of 18%, excluding the consolidation effects from minorities,

which we believe to be a better representation of EnBW's available cash flow to repay debt given that minority-owned

assets carry less debt relative to their EBITDA and FFO contribution to EnBW.

Chart 1
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Outlook: Stable

Our stable outlook on EnBW reflects our view that the company's exposure to Russian commodities, while

material, is manageable, thanks to the group's diversified and integrated position throughout the energy supply

chain. It also mirrors our view that EnBW will continue to prudently manage liquidity risk associated with

commodity price fluctuations, mostly gas.

We continue to benchmark our rating on EnBW against FFO to debt of 18% on a proportional basis, which

excludes earnings corresponding to minority shareholders. We expect the difference between this ratio and the

consolidated FFO-to-debt ratio will widen to nearly 400 bps by 2023 owing to the likely sale of 49% of

TransnetBW. As such, FFO to debt of 18% on a proportional basis would correspond to consolidated FFO to debt

of 22%.

Even though we forecast proportional FFO to debt, excluding minority stakes, at less than 18% by 2024, because of

the partial disposal of TransnetBW, we believe that the company has sufficient tools to correct this; for instance, by

disposing of partially consolidated assets. Our view that EnBW is strongly committed to protecting the 'A-' rating is

a relevant consideration in this context.

Downside scenario

We would downgrade EnBW if FFO to debt fell below 18% without a clear path to recovery. This could be the

result of an even larger increase in the share of minority interests in the group's results than we expect; or a

combination of negative clean dark spreads and poor weather conditions that hinder EnBW's renewable

generation, since we believe that these together would impair the company's earnings.

We could also lower the rating if we no longer assume EnBW would receive support from the State of

Baden-Wuerttemberg.

Upside scenario

Rating upside is limited, given the market uncertainty and EnBW's large, planned investments as part of its

2021-2025 strategy. However, we could raise the rating by one notch if EnBW were to post FFO to debt

consistently above 20% on a proportional basis, along with gradual strengthening of the business risk profile, which

we believe could result from increasing the share of EBITDA from regulated or long-term contracted activities.
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Our Base-Case Scenario

Assumptions

• EBITDA margins supported by an organizational focus on efficiency, with permanent efficiency gains of about

€200 million per year by 2024.

• We assume gas costs of €545 million for 2022 at VNG, reflecting losses incurred in the June 14, 2022-Dec. 31,

2022, period. We do not assume reprocurement costs thereafter because of the expiration of EnBW's contract

with Gazprom Europe and because the remaining 65 TWh gas contract remains with SEFE.

• Increased utilization of thermal power plants and higher load factors at renewable generation at least

compensating for losses at the gas trading business.

• Nuclear power plant Neckarwestheim II is retired at the end of 2022.

• Capex of €3.2 billion in 2022 and €3.2 billion in 2023.

• Dividends from equity investments of €140 million-€150 million per year, which we add to EBITDA.

• Dividend distributions, including to minority shareholders, of €500 million in 2022 and €580 million in 2023.

• Hybrid stock of €2.5 billion to remain as a permanent layer of EnBW's capital structure.

• 90%-100% of power generation hedged for 2022, 80%-100% for 2023, and 40%-60% for 2024.

• Power prices of €230 per megawatt hour (€/MWh) in 2022 and €183/MWh in 2023 for unhedged generation,

up from €42/MWh in 2021.

• Increasing interest rates resulting in lower pension and nuclear liabilities.

• Proceeds of €2.5 billion-€3.0 billion in 2023 for the disposal of up to 49.9% of TransnetBW, assuming an

EBITDA multiple of 17x-20x.

• No balance relating to the German Renewable Energies Act (EEG) or margining cash as part of the cash

available to the company for debt repayment. This means we expect the positive net margining position of

about €1.5 billion as of first-quarter 2022 to balance out by the end of 2022.

Key metrics

EnBW Energie Baden-Wuerttemberg AG--Key Metrics*

--Fiscal year ended Dec. 31--

(Mil. €) 2020a 2021a 2022e 2023f 2024f

EBITDA 2,935.0 3,385.0 3,000-3,200 3,200-3,400 3,200-3,400

Funds from operations (FFO) 2,515.0 2,884.0 2,500-2,700 2,800-3,000 2,700-2,900

Capital expenditure 2,159.0 2,225.0 3,000-3,200 3,000-3,200 3,800-4,000

Free operating cash flow (948.0) 5,412.0 (2,400-2,600) (3,150-3,350) (1,700-1,900)

Dividends 433.0 585.0 500-550 575-625 600-650

Debt 12,034.0 8,764.0 12,500-12,700 12,100-12,300 13,700-13,900

Debt to EBITDA (x) 4.1 2.6 4.0-4.2 3.5-3.7 4.1-4.3
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EnBW Energie Baden-Wuerttemberg AG--Key Metrics* (cont.)

--Fiscal year ended Dec. 31--

(Mil. €) 2020a 2021a 2022e 2023f 2024f

FFO to debt (%)§ 20.9 32.9 20-22 23-25 19-21

All figures adjusted by S&P Global Ratings. Metrics in this table are calculated on a consolidated basis. §Reflects FFO on consolidated basis.

a--Actual. e--Estimate. f--Forecast.

Base-case projections

We expect EnBW's integrated position will help the company to post stable results in 2022 and 2023, despite the tough

European energy environment. In our view, EnBW's business mix in the near term will benefit from 75%-80% of

EBITDA coming from purely regulated network operations and subsidized or long-term contracted renewable

generation. The remuneration scheme is uncorrelated to market volatility, and subsidized or long-term contracted

renewables, which add stability to projected cash flow. That said, in the short term a larger share of EBITDA is likely to

be derived from thermal because of higher utilization amid the current energy shortages coupled with favorable clean

dark spreads. We expect power prices to remain extraordinarily volatile over the next two years, which should provide

support to EnBW's results, particularly as hedged positions expire.

We do not expect EnBW to compromise its financial position to fill gas storage facilities at VNG, despite regulatory

targets of 80% by Oct. 1, 2022, and 90% by Nov. 1, 2022, on a national level. VNG is the third-largest gas storage

operator in Germany, with a capacity of 2.2 billion cubic meters (bcm). As of Aug. 26, 2022, VNG Gaspeicher GmbH

gas storage capacity contained about 2.03 bcm, which is equivalent to 91.2% of its capacity. In the context of

achieving Germany' national gas storage targets, we expect EnBW will continue participating in the tenders organized

by gas system operator Trading Hub Europe (THE) and increase its storage based on summer-winter spreads, possibly

leading to working capital swings. However, we do not expect it to compromise its financial position as a result, partly

because of the already-high levels of storage, but also because the ultimate obligation to fill storage capacity lies with

THE, and not gas traders.

Company Description

EnBW is one of the leading vertically integrated utilities in Germany. The group is principally engaged in electricity

generation and trading, as well as the operation of electricity grids. Its gas activities include gas storage, gas trading,

and portfolio management, while the downstream business covers the transmission, distribution, and sale of gas.

In addition to its traditional EnBW brand, the group serves its German household and industrial customers under the

Yello and Naturenergie labels, targeting different market segments. Under its Strategy 2025, EnBW aims to continue

positioning its business mix toward less volatile renewable generation and stable grid operations, which we forecast at

25%-28% and 39%-41% of EBITDA, respectively over 2022 and 2023, versus 10% and 33% in 2012. EnBW has a track

record of achieving its strategic plans ahead of schedule.

EnBW is predominantly active in Germany (more than 85% of EBITDA), where the focus of its operations is the State

of Baden-Wuerttemberg, the center of the country's manufacturing and engineering industry. The group is also the

majority shareholder of Stadtwerke Duesseldorf AG (not rated). In addition, EnBW has operations in France, Sweden,
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Denmark, Czech Republic, Switzerland, and Turkey.

The State of Baden-Wuerttemberg and Zweckverband Oberschwabische Elektrizitatswerke, an association of

municipalities in Baden-Wuerttemberg, each owns 46.75% of EnBW. The remaining shares are held by several

associations of municipalities in Baden-Wuerttemberg and private investors through a free float.

Peer Comparison

We compare EnBW with other integrated European utilities--companies with exposure to power generation, gas and

electricity distribution, and transmission and commercialization of power and gas.

Chart 2

We consider SSE PLC to be one of EnBW's closest peers because of its integrated nature, with a similar 40%-45%

share of EBITDA coming from purely regulated activities (see chart 2) operating under the U.K. and German

regulatory frameworks, which we view as very credit supportive. Both companies have similar installed generation

capacity (9.2 GW of SSE versus 12.7 GW of EnBW) and focus on one key market (that is, Germany for EnBW and the

U.K. for SSE). Also, both entities have sizeable renewable project pipelines in Europe: SSE aims to reach 10 GW of

installed capacity by 2030, from 4 GW today, while EnBW has a pipeline of 12.5 GW of solar and wind projects, with a

total renewable installed capacity of 5.1 GW as of today. This said, we expect both EnBW's and SSE's total installed

capacity will remain significantly smaller than larger European peers', such as Enel or Engie (see chart 3). We assess

both entities' stand-alone credit profiles (SACPs) at 'bbb+', which reflects a similar credit quality on a stand-alone basis.

However, the main difference between our 'BBB+' rating on SSE and our 'A-' rating on EnBW is that EnBW benefits
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from our assessment of a moderate likelihood of extraordinary government support from the State of

Baden-Wuerttemberg, which ultimately results in a one-notch uplift from the SACP to a rating of 'A-'.

Chart 3

We see the 'bbb+' SACP for EnBW as being in line with that of Engie S.A., with Engie's scale partially compensating for

a relatively lower share of regulated activities and renewable generation. EnBW compares favorably with Naturgy

Energy Group S.A. on an SACP basis despite Naturgy's higher share of EBITDA coming from purely regulated

activities. This is notably because we view the German regulatory framework as stronger than that of Spain, and

because of Naturgy's exposure to Latin American jurisdictions, which, in our view, bear a higher country risk than

EnBW's activities which are almost entirely located in Germany.

We compare EnBW with Uniper because of both entities' exposure to gas trading activities, which are currently

exposed to geopolitical tensions inflicted by the Russia-Ukraine war, and thermal generation. While both companies

are facing gas deficits because of Gazprom delivering only 20% of contracted volumes through Nordstream 1, EnBW's

exposure through VNG is much lower than that of Uniper at 35 TWh (given that the 65 TWh contract formerly with

Gazprom Germania is now with SEFE) compared with 200 TWh. This results in significantly lower reprocurement

costs for EnBW than for Uniper. For instance, EnBW has booked a provision of €545 million to account for these costs,

while Uniper received a support package from the German government including a backstop loss facility of €7 billion,

which we believe could be exhausted under certain scenarios. We believe EnBW is much better positioned than Uniper

because of its integrated position, with 70% of cash flow coming from regulated activities and renewable power

generation providing a robust base of stable and predictable cash flow. In contrast, Uniper's long-term contracted gas

business losses have overshadowed the consolidated performance, which we expect will significantly disrupt credit

metrics at least until 2024. This largely explains the three-notch difference between our ratings on EnBW and Uniper.
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Despite our view that EnBW has a robust project pipeline that will allow it to transform its generation portfolio and

reduce its carbon footprint, as of 2021, it still generates more than 60% of its electricity from thermal sources. This

compares unfavorably to, for example, Verbund (see chart 4). While we expect this share to decline over the medium

to long term, as new renewable capacity is rolled out, EnBW's utilization of its thermal capacity will increase in the

short term, because of concerns around supply security amid the ongoing European energy crisis.

Chart 4

Table 1

EnBW Energie Baden-Wuerttemberg AG--Peer Comparison

Industry sector: Energy

EnBW Energie

Baden-Wuerttemberg

AG SSE PLC Uniper SE Engie S.A.

Naturgy Energy

Group S.A. Enel SpA

Ratings as of

Sept. 2, 2022

A-/Stable/A-2 BBB+/Stable/A-2 BBB-/Negative/-- BBB+/Stable/A-2 BBB/Watch Neg/A-2 BBB+/Stable/A-2

--Fiscal year ended--

Dec. 31, 2021 March 31, 2022 Dec. 31, 2021 Dec. 31, 2021 Dec. 31, 2021 Dec. 31, 2021

(Mil. €)

Revenue 32,074.7 10,186.1 163,979.0 57,866.0 22,140.0 86,159.0

EBITDA 3,385.0 2,380.7 2,496.8 10,203.0 3,697.5 14,676.0
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Table 1

EnBW Energie Baden-Wuerttemberg AG--Peer Comparison (cont.)

Funds from

operations

(FFO)

2,884.0 1,882.5 2,199.8 8,794.8 2,284.5 11,011.5

Interest expense 312.5 494.4 143.0 1,545.2 580.0 3,265.0

Cash interest

paid

300.4 390.0 82.0 840.2 549.0 1,818.5

Cash flow from

operations

7,637.7 1,860.0 3,608.0 6,101.8 1,002.5 10,154.5

Capital

expenditure

2,225.3 1,686.3 695.0 5,895.0 1,197.0 12,201.0

Free operating

cash flow

(FOCF)

5,412.4 173.6 2,913.0 206.8 (194.5) (2,046.5)

Discretionary

cash flow (DCF)

4,827.0 (976.6) 2,367.0 (1,601.0) (1,878.5) (7,186.0)

Cash and

short-term

investments

5,215.6 1,241.6 2,966.0 13,718.0 3,965.0 8,780.0

Debt 8,763.5 10,363.4 6,315.0 43,051.5 14,496.8 70,374.1

Equity 9,742.3 10,840.2 6,788.0 40,095.5 8,013.0 39,934.5

Adjusted ratios

EBITDA margin

(%)

10.6 23.4 1.5 17.6 16.7 17.0

Return on

capital (%)

10.3 8.6 14.6 6.4 9.3 9.9

EBITDA

interest

coverage (x)

10.8 4.8 17.5 6.6 6.4 4.5

FFO cash

interest

coverage (x)

10.6 5.8 27.8 11.5 5.2 7.1

Debt/EBITDA

(x)

2.6 4.4 2.5 4.2 3.9 4.8

FFO/debt (%) 32.9 18.2 34.8 20.4 15.8 15.6

Cash flow from

operations/debt

(%)

87.2 17.9 57.1 14.2 6.9 14.4

FOCF/debt (%) 61.8 1.7 46.1 0.5 (1.3) (2.9)

DCF/debt (%) 55.1 (9.4) 37.5 (3.7) (13.0) (10.2)

Business Risk: Strong

EnBW's strong business risk profile is supported by a stable share of regulated activities and a relatively stable income

from a subsidized or long-term contracted renewable-generation fleet. EnBW's business mix is well diversified across

the whole energy value chain, which has helped the company to remain resilient across challenging macroeconomic

and geopolitical conditions, such as the COVID-19 pandemic or the ongoing European energy shortages stemming

from the Russia-Ukraine conflict. We foresee a business mix approaching 75%-80% of EBITDA coming from regulated,

system-critical infrastructure (regulated power and gas distribution and transmission grids) and contracted or
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subsidized renewable generation by 2025, under EnBW's Strategy 2025. This implies that we expect proceeds from

business divestments--for example, the 49% of TransnetBW--to be invested in projects with the same earnings quality

in such a way that the business mix is preserved. We expect the rest of EBITDA will come from power generation and

trading, and supply services. However, in the short term, we forecast the proportion of EBITDA coming from trading

and thermal generation to increase, because of higher utilization of installed coal and lignite power plants amid the

current energy environment, causing a temporary deviation from EnBW's strategic ambitions (see chart 5). We see

EnBW's generation and trading and sales businesses as more volatile compared with regulated activities, because of

their exposure to commodity volumes and prices on one hand, and market competition on the other. However, we see

the fact that EnBW is able to generate more power (42.4 GWh in 2021) than it sells (37.9 GWh in 2021) as one

important mitigant, since it reflects that EnBW's exposure to existing very volatile power prices is limited.

Chart 5

High share of regulated income provides a good degree of cash flow stability. EnBW's regulated operations are

concentrated in Germany. We see the German regulatory framework as one of the strongest frameworks in Europe

because of the regulator's solid track record of stability and five-year regulatory period with well-defined and

transparent tariff-setting procedures. It also enables EnBW to fully recover its costs--as long as deemed efficient by the

regulator--and mitigates the effects of volume and commodity risks via regulatory account mechanisms. This means

that volume effects in regulated results inflicted by the ongoing very volatile energy markets should be recovered,

albeit with some lag. The current regulatory periods for gas and electricity run until 2022 and 2023, respectively. The

high share of purely regulated activities in EnBW's EBITDA makes it less dependent on short-term macroeconomic

swings and more so on long-term infrastructure trends, which we assess as positive from a credit perspective, because

it provides long-term cash flow visibility.
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The energy transition provides for ample stimulus to EnBW's grid operations, most notably at the electricity

transmission and distribution level. For instance, as part of its strategic plan, EnBW is expanding its high-voltage

direct current transmission grid through the deployment of critical projects for long-term security of supply in

Germany, such as the 4 GW Suedlink capacity project, which aims to transport increasing renewable generation from

northern Germany to the energy-intensive southern states of Bavaria and Baden-Wuerttemberg; and Ultranet's 2 GW

340-kilometer line running from North Rhine-Westphalia to Baden-Wuerttemberg. Together, Ultranet and Suedlink

should account for about €2.5 billion in investments until 2024. We expect EnBW to also increase investments in its

power distribution grid, because of the German grid's growing complexity in light of increasingly volatile and

decentralized electricity generation, as well as the electrification of more sectors (e-mobility and heating, for example).

We expect investments on electricity grids will clearly outweigh investments on gas grids over EnBW's strategic plan.

Chart 6

We see EnBW as well positioned to benefit from the evolving energy environment, with a strategic plan aligned to

German and European objectives of ensuring long-term security of supply while reducing dependence on fossil fuel

energy. The Russia-Ukraine conflict has increased Europe's incentives to reduce dependence on Russian energy, and

gas in particular. The RepowerEU Plan, for instance, aims to increase energy savings, diversify energy supply, and

accelerate the rollout of renewable energy. In Germany, the Easter Package aims to accelerate the share of renewables

to 80% of total generation in 2030 and about 100% in 2035 by targeting photovoltaic generation capacity of 215 GW,
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along with 115 GW of onshore and 30 GW of offshore wind by 2030. We expect the Easter Package will be

complemented by further measures that streamline permitting the installing of new renewables capacity and grid

adaptation during 2022. For EnBW, we believe this means that the company could potentially further accelerate the

deployment of its renewable capacity in Germany in the medium term, but this depends on favorable legislation. For

now, EnBW's strategy entails expanding its renewable power generation capacity, mostly in Germany and the

U.K.--currently at about 5 GW--to close to 7.5 GW by 2025, potentially expanding beyond that date because of a

secured pipeline of close to 3.3 GW of solar, 2.4 GW of onshore wind, and 6.8 GW of offshore wind projects, as of

today. To achieve this growth, we forecast EnBW will invest about €2.2 billion in renewable capacity until 2024.

Despite EnBW's plans to increase renewable generation and achieve climate neutrality by 2035, the current energy

shortages will necessitate higher usage of the company's thermal power plants in the short term. EnBW faces

challenges such as the ongoing curtailment of Russian gas at its VNG subsidiary, and increasing utilization of the

thermal power fleet, which--although profitable--contradict EnBW's greener strategy. Because of the ongoing energy

crisis and supply security concerns stemming from the Russia-Ukraine conflict, which will lead to higher utilization

rates of thermal capacity, EnBW's carbon dioxide emissions will increase in 2022, after increasing already in 2021

because of high levels of thermal power generation (see chart 7). We also understand that Germany is considering

keeping coal-fired power plants available for longer to ensure supply security, which could affect EnBW's stated plans

to withdraw 2.5 GW of its existing 4.6 GW coal capacity by 2030. However, no definite policy has yet been enforced,

and the company remains committed to its decarbonization strategy. With a significantly lower material direct

exposure to Russian gas and a clear strategy to continue to transform toward greener and lower-risk activities, we

assess EnBW's business as better positioned than German peer Uniper in the transition process. Nevertheless, VNG is

also incurring reprocurement losses and is equally exposed to a fundamental change in the European and, most

critically, German gas markets. For example, in the short term, VNG is part of a group of German gas importers which

has signed a memorandum of understanding to ensure the supply of liquefied natural gas (LNG) to Wilhelmshaven and

Brunsbuttel LNG floating storage regasification units (FSRU), which are Germany's first two LNG terminals, expected

to be operational beginning of 2023. While we understand that legally binding contracts are still being drafted, we

expect no price exposure for EnBW; nevertheless, this commitment could increase the company's working capital

needs. Overall, we expect that Germany will seek to replace the approximately 45 bcm of gas volumes it imported on a

yearly basis from Russia prior to the conflict (about 50% of total needs) in the medium to long term, and expect gas

importers, such as VNG, to play a crucial role in the reshaping of the German gas market in a stabilized world.
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Chart 7

The energy transition provides room for increasing competition, but we expect EnBW to benefit from its integrated

position to hold market shares on supply business. We expect EnBW to face increasing competition in developing

renewable energies, and in the power retail arena. However, we believe that, under an extremely volatile power price

environment (see chart 8), having an integrated position provides a crucial advantage compared with suppliers that are

short on electricity generation. For example, many smaller German electricity suppliers that did not generate their own

electricity went into insolvency as a result of extreme winter price volatility, which was further exacerbated by the

Russia-Ukraine war. Conversely, EnBW generates more electricity than it requires to fulfill its customers' demand. This

allows integrated players, such as EnBW, to capture additional customers and, most importantly, retain their leading

position as energy supplier.
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Chart 8

Financial Risk: Significant

Our significant financial risk assessment of EnBW reflects our view that, while we expect credit ratios to soften over

2022-2024, following a step-up in investment, EnBW's financial policy remains geared toward maintaining the 'A-'

rating. EnBW's investment strategy will lead to free operating cash flow (FOCF) deficits of €2.6 billion in 2022, €3.3

billion in 2023, and €1.9 billion in 2024. This trend, along with the increasing share of minority stakes, will result in a

temporary decline in proportional FFO to debt to less than 18% by 2024 (see chart 8), which is below the downside

trigger for the rating. However, we believe that management has sufficient tools and is committed to correcting the

trend before then; for instance, through disposals of assets in which EnBW owns a minority stake. Additionally, we

believe EnBW's shareholders, the State of Baden-Wuerttemberg and Zweckverband Oberschwabische

Elektrizitatswerke (an association of municipalities in Baden-Wuerttemberg) are supportive of the company's credit

quality. Our opinion is based on the track record shown in 2012, when EnBW, along with its shareholders, introduced

measures to strengthen the balance sheet amid weakening credit metrics, including issuance of hybrid securities

totaling €1 billion, a capital increase of €822 million, and a significant dividend cut.
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Chart 9

We expect EnBW's financial debt to increase because of its sizable investment plan, partly mitigated by a decline in

nuclear and pension liabilities. We expect EnBW's credit metrics will benefit from increasing interest rates, which will

cause a decline in the net present value of the company's pension and nuclear liabilities. EnBW's pension and nuclear

provisions are sensitive to actuarial and discount rates, which are used to determine the net present value of such

liabilities. As of Dec. 31, 2021, those rates stood at 1.15% and 0.01%, respectively. As of June 30, 2022, these rates

increased to 3.35% and 1.03%, respectively. This resulted in a decline in pension liabilities of about €2 billion. On the

other hand, while the discount rate increased on nuclear liabilities, the increase in inflation neutralized the effect on the

nuclear provisions. We expect that, by 2024, this will result in pension and nuclear liabilities representing only 20% of

EnBW's S&P Global Ratings-adjusted debt, from 25% in 2022 (see chart 10). Furthermore, we expect EnBW's hybrid

securities of €2.45 billion to remain a permanent layer of the company's capital structure, and expect a capitalization

ratio of about 10% to 11% from 2022 to 2024.
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Chart 10

We expect the positive effect on credit metrics from received margin collateral of €1.8 billion to dissipate during 2022,

resulting in a normalization of credit metrics. EnBW's financial performance for 2021 benefits from margin collateral

received during 2021. For instance, EnBW's net debt and FFO to debt of 32.9% as of year-end 2021 included about

€1.8 billion of net margins received at its trading business, which the company reports as cash but which is not

available to repay financial obligations. Without the effect of such resources, we estimate EnBW's FFO to debt at

25.2% for 2021. We expect the effects of the net margining position to dissipate during 2022 as positions unwind and

collateral flows back to counterparties, and because we assume EnBW will deliver the entirety of its contracted

volumes. This effect also contributes to our FOCF forecast of negative €2.6 billion for 2022.
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Financial summary
Table 2

EnBW Energie Baden-Wuerttemberg AG--Financial Summary

Industry sector: Energy

--Fiscal year ended Dec. 31--

2021 2020 2019 2018 2017

(Mil. €)

Revenue 32,074.7 19,694.3 18,765.0 20,617.5 21,974.0

EBITDA 3,385.0 2,912.4 2,303.0 2,267.8 2,277.1

Funds from operations (FFO) 2,884.0 2,492.8 1,689.8 1,749.6 1,935.0

Interest expense 312.5 372.3 520.8 426.4 424.5

Cash interest paid 300.4 211.8 204.1 247.5 421.6

Cash flow from operations 7,637.7 1,188.7 789.4 970.9 (1,421.8)

Capital expenditure 2,225.3 2,020.1 1,920.6 1,359.6 1,413.5

Free operating cash flow (FOCF) 5,412.4 (831.4) (1,131.2) (388.7) (2,835.3)

Discretionary cash flow (DCF) 4,827.0 (1,264.2) (1,485.7) (739.4) (2,957.2)

Cash and short-term investments 5,215.6 947.8 1,105.9 1,943.7 2,933.2

Gross available cash 5,897.5 1,151.4 1,158.9 2,072.0 2,933.2

Debt 8,763.5 12,085.2 10,735.7 7,989.6 7,620.0

Equity 9,742.3 8,996.8 8,684.4 7,260.9 6,842.7

Adjusted ratios

EBITDA margin (%) 10.6 14.8 12.3 11.0 10.4

Return on capital (%) 10.3 7.6 5.1 7.0 9.8

EBITDA interest coverage (x) 10.8 7.8 4.4 5.3 5.4

FFO cash interest coverage (x) 10.6 12.8 9.3 8.1 5.6

Debt/EBITDA (x) 2.6 4.1 4.7 3.5 3.3

FFO/debt (%) 32.9 20.6 15.7 21.9 25.4

Cash flow from operations/debt (%) 87.2 9.8 7.4 12.2 (18.7)

FOCF/debt (%) 61.8 (6.9) (10.5) (4.9) (37.2)

DCF/debt (%) 55.1 (10.5) (13.8) (9.3) (38.8)
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Reconciliation
Table 3

EnBW Energie Baden-Wuerttemberg AG--Reconciliation Of Reported Amounts With S&P Global Ratings' Adjusted
Amounts (Mil. €)

--Fiscal year ended Dec. 31, 2021--

EnBW Energie Baden-Wuerttemberg AG reported amounts

Debt

Shareholders'

equity Revenue EBITDA

Operating

income

Interest

expense

S&P

Global

Ratings'

adjusted

EBITDA

Cash flow

from

operations Dividends

Capital

expenditure

Reported 11,250.4 4,647.4 32,147.9 2,760.5 158.8 265.9 3,385.0 7,597.8 547.2 2,361.9

S&P Global

Ratings'

adjustments

Cash taxes paid -- -- -- -- -- -- (200.6) -- -- --

Cash interest paid -- -- -- -- -- -- (314.5) -- -- --

Reported lease

liabilities

884.4 -- -- -- -- -- -- -- -- --

Intermediate

hybrids reported as

debt

(1,243.0) 1,243.0 -- -- -- (38.2) 38.2 38.2 38.2 --

Postretirement

benefit

obligations/deferred

compensation

2,326.9 -- -- -- -- 60.7 -- -- -- --

Accessible cash and

liquid investments

(5,897.5) -- -- -- -- -- -- -- -- --

Capitalized interest -- -- -- -- -- 24.1 (24.1) (24.1) -- (24.1)

Capitalized

development costs

-- -- -- (17.7) (0.4) -- -- (17.7) -- (17.7)

Dividends received

from equity

investments

-- -- -- 209.3 -- -- -- -- -- --

Asset-retirement

obligations

1,442.2 -- -- -- -- -- -- -- -- --

Nonoperating

income (expense)

-- -- -- -- 333.2 -- -- -- -- --

Reclassification of

interest and

dividend cash flows

-- -- -- -- -- -- -- 43.5 -- --

Noncontrolling

interest/minority

interest

-- 3,851.9 -- -- -- -- -- -- -- --

Revenue: Other -- -- (73.2) (73.2) (73.2) -- -- -- -- --

EBITDA:

Gain/(loss) on

disposals of PP&E

-- -- -- 5.9 5.9 -- -- -- -- --

EBITDA:

Derivatives

-- -- -- 500.2 500.2 -- -- -- -- --

Depreciation and

amortization:

Impairment

charges/(reversals)

-- -- -- -- 1,045.3 -- -- -- -- --
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Table 3

EnBW Energie Baden-Wuerttemberg AG--Reconciliation Of Reported Amounts With S&P Global Ratings' Adjusted
Amounts (Mil. €) (cont.)

Depreciation and

amortization: Other

-- -- -- -- 73.2 -- -- -- -- --

Capital expenditure:

Customer

contributions

-- -- -- -- -- -- -- -- -- (94.8)

Total adjustments (2,487.0) 5,094.9 (73.2) 624.5 1,884.2 46.6 (501) 39.9 38.2 (136.6)

S&P Global

Ratings' adjusted

amounts

Debt Equity Revenue EBITDA EBIT

Interest

expense

Funds

from

operations

Cash flow

from

operations

Dividends

paid

Capital

expenditure

Adjusted 8,763.5 9,742.3 32,074.7 3,385.0 2,043.0 312.5 2,884.0 7,637.7 585.4 2,225.3

Liquidity: Strong

We assess EnBW's liquidity as strong, since we expect liquidity sources to cover uses by close to 1.5x over the next 12

months, and by 1.0x in the subsequent 12-month period. Our opinion is reinforced by management's commitment to

financial prudence, which we interpret as entailing supporting strong liquidity, in particular throughout the current

volatile market environment. We understand EnBW has increased its committed bilateral credit lines at VNG by €600

million to €1.3 billion and the company issued €500 million of promissory notes as of June 30, 2022, which we

anticipate will continue supporting EnBW's liquidity over the next 24 months. We also take into consideration the

group's strong standing in the financial markets, reflected in its diverse sources of funding.

We expect volatile energy prices will continue to test EnBW's liquidity throughout the ongoing European energy crisis.

Although we consider that the German government is willing to provide additional liquidity to gas importers amid the

ongoing turmoil, we estimate that EnBW is able to sustain its strong liquidity position on a stand-alone basis. For

instance, the €5.2 billion of committed credit lines in our calculation do not include €660 million of committed credit

lines at VNG provided by the German KfW bank, since they expire in April 2023, which is sooner than the 12-month

period considered under our criteria.

Principal liquidity sources Principal liquidity uses

• Estimated €4 billion of unrestricted cash as of the

second quarter of 2022.

• €5.2 billion of undrawn credit lines maturing beyond

12 months, including a €1.5 billion credit line with

an option to be extended at EnBW's discretion, and

€1.6 billion maturing beyond 24 months.

• €500 million of promissory notes issued as of June

30, 2022.

• €1.3 billion debt maturing within 12 months (mostly

commercial paper debt) and €500 million maturing

in the subsequent 12 months.

• €2.7 billion of working capital outflows, mostly

related to reversing Erneuerbare Energien Gesetz

Umlage balances and positive net margining

position.

• Capex of €3.2 billion.
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• About €2.4 billion cash FFO that we forecast over

the next 12 months.

• €500 million–€550 million annual dividend

payments.

In addition to its cash balances, EnBW had access to

about €6 billion of marketable securities as of June 30,

2022, to cover pensions and nuclear provisions.

We regard the group's standing in the financial markets

as strong. The group has solid banking relationships

and has

shown prudent financial risk management, in our view.

We understand that there are no restrictive covenants

in the group's debt documentation.

Debt maturities
Chart 11
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Environmental, Social, And Governance

ESG factors are an overall neutral consideration in our credit rating analysis of EnBW. EnBW has successfully shifted

its business from conventional power generation and trading to a more defensive and sustainable profile, mostly

composed of regulated grids and subsidized or long-term contracted renewable capacity (together accounting for

75%-80% of EBITDA by 2025, according to our base case). We expect the execution of this strategy will position the

company as one of the strongest integrated European utilities. However, due to the ongoing energy shortages, EnBW

is running its coal power plants at full capacity, which will increase its carbon footprint in the short term. Compared

with international peers such as Verbund, Statkraft, and Orsted, which on average emitted carbon dioxide per kWh

emissions well below 50g, EnBW's emission levels at 478g of CO2 per kWh as of 2021 are high, and they will increase

further in 2022. Despite the short-term increased utilization of coal plants, we understand EnBW is committed to

reaching climate neutrality by 2035, as well as a 50% reduction of scope 1 and 2 emissions by 2030 (compared with its

base year 2018). These goals depend to an extent on how fast Germany can become independent from Russian gas.

Supply security concerns may delay the phaseout of existing coal plants, for instance, and renewable gases' supply

chains, such as hydrogen, must first develop for a successful fuel-switch.

We do not view the short-term increase in coal capacity utilization as harmful for EnBW's credit quality for the

following reasons:

• We expect this increase in utilization to be temporary and to decline once Germany emerges from the ongoing

energy supply shortages;

• EnBW is forced to retain a relevant share of its existing coal capacity for supply-security purposes. This is decided

by the BNetzA along with the Transmission System Operator, and is independent of EnBW's decision;

• EnBW remains committed to retiring its coal capacity according to its plan, which respects security of supply

concerns; and

• Thermal generation activities are well in the money, resulting from positive clean-dark spreads amid extremely

volatile gas prices.

Our assessment could change if, as a result of the ongoing turmoil, EnBW is forced to keep its dirty generation for

longer, and we believe this could result in costs that impair EnBW's credit quality.
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Government Influence

We consider EnBW to be a government-related entity (GRE). The rating on EnBW reflects our assessment of the group

SACP at 'bbb+' and our opinion that there is a moderate likelihood that the State of Baden-Wuerttemberg would

provide timely and sufficient extraordinary support to EnBW in the event of financial distress. Our assessment of the

likelihood of support results in one notch of uplift to our SACP on the group. This is based on our assessment of

EnBW's:

• Strong link with Baden-Wuerttemberg, based on the state's 46.75% ownership of the group, which in our view is

unlikely to be reduced over the next few years. The state has publicly stated itself to be a long-term investor in the

group; and

• Limited role, notwithstanding the group's provision of essential services in Baden-Wuerttemberg. This reflects that

the group largely operates in a liberalized energy market and many of its services could be provided by a

private-sector company or another GRE.

Ratings Score Snapshot

Issuer Credit Rating

A-/Stable/A-2

Business risk: Strong

• Country risk: Very low

• Industry risk: Low

• Competitive position: Strong

Financial risk: Significant

• Cash flow/leverage: Significant

Anchor: bbb

Modifiers

• Diversification/portfolio effect: Neutral (no impact)

• Capital structure: Neutral (no impact)

• Financial policy: Neutral (no impact)

• Liquidity: Strong (no impact)

• Management and governance: Satisfactory (no impact)

• Comparable rating analysis: Positive (+1 notch)

Stand-alone credit profile : bbb+

• Likelihood of government support: Moderate (+1 notch from SACP)
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Business And Financial Risk Matrix

Business Risk Profile

Financial Risk Profile

Minimal Modest Intermediate Significant Aggressive Highly leveraged

Excellent aaa/aa+ aa a+/a a- bbb bbb-/bb+

Strong aa/aa- a+/a a-/bbb+ bbb bb+ bb

Satisfactory a/a- bbb+ bbb/bbb- bbb-/bb+ bb b+

Fair bbb/bbb- bbb- bb+ bb bb- b

Weak bb+ bb+ bb bb- b+ b/b-

Vulnerable bb- bb- bb-/b+ b+ b b-

Ratings Detail (As Of September 2, 2022)*

EnBW Energie Baden-Wuerttemberg AG

Issuer Credit Rating A-/Stable/A-2

Junior Subordinated BBB-

Issuer Credit Ratings History

20-Jun-2017 A-/Stable/A-2

13-Jun-2016 A-/Negative/A-2

26-Feb-2016 A-/Watch Neg/A-2

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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