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Fitch Upgrades SNCF Mobilites' Short-Term IDR to 'F1+'

Fitch Ratings-Paris-02 July 2019:

Fitch Ratings has upgraded SNCF Mobilites' Short-Term Issuer Default Ratings (IDR), and the

short-term ratings on the company's EUR12 billion EMTN, EUR3,048 million NeuMTN and EUR2

billion NeuCP programmes to 'F1+' from 'F1'. The ratings have been removed them from Under

Criteria Observation. All long-term ratings have been affirmed.

The upgrade follows the publication of our 'Short-Term Ratings Criteria' on 2 May 2019 and reflects

the application of the higher short-term rating of two options mapping to a Long-Term IDR of 'A+'

using a top-down approach.

Fitch classifies SNCF Mobilites as a government-related entity (GRE) of the French state (AA/Stable/

F1+) under its GRE Rating Criteria, and rates it two notches below the sovereign. In Fitch's view,

SNCF Mobilites remains strongly linked to the French state, but its large share of activities exposed

to competition could limit the state's incentive to provide timely support in case of need.

On 7 June 2019 the railway group unveiled its new organisation structure, and notably its future

financing mechanism. SNCF Mobilites' debt will move to SNCF Holding and all new borrowings

(including for SNCF Reseau (AA/Stable/F1+)) will be incurred by SNCF Holding from 1 July 2020.

Fitch assesses that SNCF Holding's GRE score and ratings will be the same as SNCF Mobilites'.

Key Rating Drivers

The assessment of the following four rating factors under Fitch's GRE Rating Criteria translates into

an overall support score of 30, out of a maximum possible score of 60, and the application of a

'top-down minus two' approach:

Status, Ownership and Control (Very Strong)

The railway reform triggered by the law dated 28 June 2018 creates a unified railway group. On 1

January 2020 SNCF Mobilites, SNCF Reseau and SNCF Holding will lose their EPIC status and be

transformed into limited liability companies. SNCF Reseau and Mobilites will be 100% owned by

SNCF Holding, which in turn will be 100% owned by the French state. The law states that the capital

of the three companies is non-transferable.



On 1 January 2020, SNCF Mobilites will merge with SNCF Holding, relocating its debt to the holding

level, and all operational activities will be relocated into subsidiaries (passengers, freight etc.). All

new borrowings will be incurred by SNCF Holding.

The state, as the sole shareholder, will remain closely involved in the management of the

subsidiaries' activities, notably through the State Participation Agency.

Support Track Record and Expectations (Strong)

Fitch expects SNCF Mobilites to continue benefiting from ongoing support from the state and the

public sector in general, although the extent of extraordinary support for competitive activities

may be challenged by European regulation regarding state aid.

As France's main passenger and freight rail transport operator, SNCF Mobilites receives tangible

ongoing support from the public sector. Public service orders contracted with the state, French

regions and SNCF Reseau, amounted to EUR5.5 billion in 2018 (17% of SNCF Mobilites'

consolidated turnover). SNCF Mobilites is also compensated by French regions to operate

loss-making lines. Furthermore, it receives operating grants and investment support in the form of

third-party financing from regional transport authorities, mostly for rolling stock (EUR1.8 billion of

public transfers received in 2018 for this purpose).

SNCF Mobilites also benefits from financial receivables from the state, SNCF Holding and SNCF

Reseau (totaling EUR2.4 billion at end-2018), which it uses to repay part of its financial debt.

Socio-Political Implications of Default (Moderate)

As a railway operator with moderate and stable debt, Fitch does not believe a default on financial

obligations would have a large and immediate impact on SNCF Mobilites' operations, such as

activity standstill, as its day-to-day activity is not dependent on access to debt capital markets.

Fitch believes the opening up of the domestic rail passenger market to competition from 2020 for

regional trains and from 2021 for long-distance trains will reduce, in the medium term, the state'

incentive to prevent a default as substituting the incumbent will be easier, or at least legally

feasible.

Fitch, however, notes that competition will only materialise gradually as some multi-year contracts

with regions for regional trains run until 2025 and also because barriers to entry on long-distance

trains may remain high, as shown by the example of Deutsche Bahn, which remains to this day the

sole provider on domestic long-distance routes.

Financial Implications of Default (Strong)



SNCF Mobilites is a large issuer on capital markets through its EUR12 billion EMTN programme, its

EUR2 billion ECP programme and its EUR3 billion NeuCP programme. A default on financial

obligations would therefore have a direct impact on its cost of financing as market debt constitutes

most of SNCF Mobilites' debt.

Fitch believes that a default by SNCF Mobilites on its financial obligations could have contagion

effect on the cost of financing for other public companies, first among them being SNCF Reseau,

which shares the same shareholder and economic sector and belonging to the same public group

SNCF, even though the two companies have currently completely distinct and separate debt

programmes. Fitch believes the state will remain committed to fully supporting SNCF Reseau,

which will retain its monopoly over the French railway infrastructure network. Therefore Fitch

believes that this contagion risk reinforces the incentive for the state to prevent SNCF Mobilites

from defaulting on its financial obligations.

Standalone credit profile assessed at 'bbb'

SNCF Mobilites' current debt will be transferred to SNCF Holding as of 1 January 2020. From 2H20,

SNCF Holding will centralise all new borrowings of the railway group, including those of SNCF

Reseau. EU regulation prevents the infrastructure manager to cross-finance activities exposed to

competition (currently housed in SNCF Mobilites). Fitch therefore believes that during financial

stress, SNCF Holding will rely on two non-fungible streams of cash flows (one from the

infrastructure manager and one from competitive activities). If either of these streams dries up,

notably from competitive activities, SNCF Holding could be facing difficulties to repay its debt.

Hence, Fitch has assessed SNCF Holding's SCP at the lower of SNCF Reseau - (recently assessed at

bbb+) and that of entities that will comprise competitive activities (SNCF Holding's consolidated

perimeter excluding SNCF Reseau).

SNCF Mobilites' 'bbb' SCP reflects:

-'Midrange' revenue defensibility driven by strong and sustained demand for railway services both

for passengers and freight. SNCF Mobilites also benefits from a strong presence overseas (30% of

its turnover in 2018), which can offset the mature state of its home market. The 'Midrange'

attribute also reflects the gradual liberalisation of the market starting in 2020 and current

intermodal competition, which constrain SNCF Mobilites' pricing ability.

-'Midrange' operating risks as SNCF Mobilites does not depend on any rare or volatile resource.

The main cost item for SNCF Mobilites are staff costs (38% of operating expenses in 2018), which

are broadly contained.



-SNCF Mobilites' net adjusted leverage is expected to slightly increase to 5x in Fitch's rating case

from 4x at end-2018. This is driven by prudent macroeconomic assumptions driving transportation

revenue and a slight decline in EBITDAR margin to below 10% in the medium term from 11% at

end-2018.

RATING SENSITIVITIES

A change in France's sovereign ratings would be mirrored in SNCF Mobilites' ratings. An

improvement of the leverage to below 4x could lead to an upgrade of the ratings.

A downgrade could result from a weakening of the state's support through significantly weaker

assessment of strength of linkage or incentive to support factors, which we see as unlikely in the

medium term.
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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 third-party

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 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), 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.

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 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.
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