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Research Update:

Oman Power and Water Procurement Co. SAOC
Downgraded To 'BBB+' Following Sovereign
Downgrade; Outlook Negative

Overview

e On Nov. 20, 2015, we lowered our long-term sovereign credit ratings on
the Sultanate of Oman to 'BBB+ from'A-' and assigned a negative outl ook

« W align the rating and outl ook on Oran Power and \Water Procurenent Co.
SACC (OPWP) with the rating and outl ook on the sovereign, as per our
criteria.

e As a result, we are lowering our rating on OPWP to 'BBB+ from'A-'

« The negative outl ook on OPWP parallels our negative outl ook on Oman.

Rating Action

On Nov. 25, 2015, Standard & Poor's Ratings Services lowered its long-term
corporate credit rating on Omran Power and Water Procurenment Co. SACC (OPWP) to
"BBB+' from'A-'. The outlook is negative.

Rationale

The downgrade follows a simlar rating action on the Sultanate of Oran (see
The Sul tanate of Oran Long- Term Rating Lowered To ' BBB+'; Qutl ook Negative;
Short-Term Rating Affirmed At 'A-2'," published Nov. 20, 2015, on

Rati ngsDirect).

We align the rating and outl ook on OPWP with the rating and outl ook on the
sovereign. This reflects our opinion that there is an alnbst certain

i kelihood that the governnent of QOman woul d provide tinely and sufficient
extraordi nary support to OPWP in the event of financial distress.

In accordance with our criteria for governnent-related entities (GRES), our

rati ng approach is based on our view of OPW' s:

e Critical role as the nonopoly buyer and supplier of bulk electricity and
desal i nated water in Oman. The governnment set up OPWP in 2005 as an
i nternmedi ary between electricity producers and distributors. Its | ega
role is to secure the production capacity and output to neet "al
reasonabl e demands" for electricity and to secure the production of
desalinated water. This includes the critical function of forecasting
Oman' s denmand and supply of electricity and rel ated water over a
seven-year period.

* Integral link with the Omani governnent, given the conmpany's public
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policy role and 100% state ownership through the Mnistry of Finance and
governnent - owned El ectricity Hol ding Co. SACC (EHC). The gover nnent
created OPWP specifically to act as a government agency according to
Article 14 of the Law for the Regulation and Privatization of the

El ectricity and Rel ated Water Sector (Sector Law), under which OPW nust
remai n whol Iy gover nnent -owned. OPWP's obligations are not explicitly
guar anteed, but under Article 67 of the Sector Law, the Mnistry of

Fi nance nust provi de adequate financing to enable OPWP to undertake its
assigned activities.

We have al so revi sed downward our assessnent of OPWP's stand-al one credit
profile (SACP) to 'bbb+ from'a-'. This reflects our view that that the
ongoi ng support we factor in fromthe government to OPWP is still avail abl e,
but is being provided by a sovereign with a slightly weaker credit profile.

Qur satisfactory business risk profile assessment primarily reflects our view
of the regul ated nature of OPWP's operations. W also see very |low industry
ri sk and noderately high country risk.

Qur assessnent of OPWP's nodest financial risk profile stens partly from our
assunption that OPWP will not need to raise any material additional |ong-term
debt. W believe that liquidity managenent is OPWP's main financial risk.

Consequently, we consider OPW's financial risk profile to be largely

predi cated on the conpany's ability to arrange sufficient liquidity in a
timely manner to neet working capital deficits while maintaining a robust
funds from operations (FFO -to-debt ratio of nore than 50% W also take into
account our projection of the supplenentary ratio of EBITDA to interest
remai ni ng at 1.5x-2.0x through 2016.

Qur base-case scenario for OPWP in 2015-2016 includes the foll ow ng

assunpti ons:

* Revenue growt h of about 3.5% based on the regul atory paynment nodel and
Oman's GDP growth rate.

 EBITDA margi ns renmaining close to 50%

e Arisk weight of 10%for the power purchase agreenents (PPAs) (accounted
for as |leases under International Financial Reporting Standards [|IFRS]).
The present value of these lease liabilities for 2014 is about Omani rial
(OWR) 1,739 million (approximtely €4,263 mllion), of which OW117.22
mllion is attributed to finance | eases. W risk-weight the entire amunt
of | eases (operating and finance).

» Positive pretax net profits as of 2016, excluding the inpact of updates
to | FRS that could affect the conpany's |ease reporting.

Liquidity
We regard OPWP's liquidity as adequate, as defined in our criteria. W expect
that the conpany's sources of liquidity will exceed its uses by the m ni num

threshol d of 1.1x for our adequate liquidity category. W al so assume that
sources will exceed uses even if EBITDA decreases by 10%
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For the 12 nonths started June 30, 2015, we calculate the follow ng principal

liquidity sources:

 Expected cash bal ances of about OVR6 million;

e Qur assunption of FFO of OVMR20 million-OVR30 mllion; and

e An unused amount of conmitted facilities amounting to of OVR61 mllion
(corresponding to facilities of OVR85 million from Bank of Miscat and
OVR50 million from HSBC)

For the sane period, we calculate the following principal liquidity uses:

* Debt maturities of OVR14 nillion; and

 Maxi num | oan repaynents under the working capital facilities, which we
estimate to be OVR38 nillion.

We note that OPW's working capital funding needs have increased in 2015. As
such, the conmpany has been negotiating working capital facilities to neet its
wor ki ng capital needs on a nore permanent basis.

Outlook

The negative outl ook on OPWP parallels our negative outl ook on Oran. Any
rating action on Onan would pronpt us to take the sane action on OPWP.

We currently do not expect our assessnents of OPWP's critical role for and
integral link with the Orani governnent to change, meaning that the ratings on
OPWP are likely to remain aligned with those on Onan.

Downside scenario

A downgrade of Oman would likely result in a downgrade of OPWP, according to
our GRE criteria. The ratings on OPWP could al so cone under pressure if the
conpany were to deviate fromits current practices and engage in long-term

borrowi ng other than to cover working-capital swings. This could lead us to
reconsi der our view of OPW's agency role and, in particular, the |likelihood
of governnment support. However, we view it as unlikely that OPWP woul d start
to engage in such [ ong-term borrow ng.

Upside scenario
The nost likely trigger for a revision of the outl ook on OAPWto stable would
be a simlar outl ook revision on the sovereign.

Ratings Score Snapshot

Corporate Credit Rating: BBB+/ Negative/--
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Busi ness risk: Satisfactory
 Country risk: Mderately high

e Industry risk: Very |ow

« Conpetitive position: Satisfactory

Fi nanci al risk: Moddest
e Cash flow Leverage: Modest

Anchor: bbb+

Modi fiers

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

 Financial policy: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

« Managenent and governance: Satisfactory (no inpact)

* Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: bbb+
e Likelihood of governnent support: Al npost certain (no inpact on SACP)

Related Criteria And Research

Related Criteria

» Rating Governnent-Related Entities: Methodol ogy And Assunptions, March
25, 2015

» Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Dec. 16, 2014

e Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

 Met hodol ogy: Industry Risk, Nov. 19, 2013

e Country Ri sk Assessnent Methodol ogy And Assunptions, Nov. 19, 2013

e Corporate Methodol ogy, Nov. 19, 2013

e Corporate Methodol ogy: Ratios And Adjustnments, Nov. 19, 2013

e Group Rating Methodol ogy, Nov. 19, 2013

» Met hodol ogy For Linking Short-Term And Long- Term Rati ngs For Cor por at e,
I nsurance, And Sovereign |ssuers - May 07, 2013

» Met hodol ogy: Managenment And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

 Stand- Al one Credit Profiles: One Conponent Of A Rating, Cct. 1, 2010

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

Ratings List

Downgr aded
To From
Oran Power and Water Procurement Co. SACC
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Corporate Credit Rating BBB+/ Negati ve/ - - A-/ Stabl e/ --

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

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at
www. gl obal credi tportal.com and at spcapitaliqg.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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