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Fitch Ratings-London/Warsaw-26 July 2022: Telenet BV’s plan to shift its hybrid fiber-coaxial (HFC) network
assets into a joint venture is neutral to the company’s ratings, Fitch says following its initial assessment of the
transaction. Consolidated group leverage is expected to remain within the company’s existing financial policy
framework. At the same time, by taking a reduced stake in an enlarged entity, Telenet is likely to offset the
impact of partial network ownership and higher long-term retail competition that may arise from an open access

network.

Telenet (BB-/Stable) and Flemish grid operator Fluvius have entered into an agreement to combine their HFC
and certain fibre network assets into an infrastructure JV (NetCo) with Telenet owning 66.8% and Fluvius 33.2%.
The combined assets will cover the whole of Flanders and provide scope to invest up to EUR2 billion (excluding
termination-related capex) to upgrade the HFC network to Fiber-To-The-Home (FttH), targeting 78% of
Flanders by 2038 with a significant proportion upgraded in the first eight years. NetCo intends to operate on a
fully open access basis, providing wholesale access to Telenet and other telco operators. Telenet will fully
consolidate NetCo inits reported accounts.

NetCo and its future investments are expected to be funded through a combination of internal cash flow
generation at NetCo and intercompany debt by Telenet. NetCo is expected to carry total debt of EUR2.4 billion,
which equates to 5.0x net debt to adjusted EBITDA (based on the company’s definition). Telenet will be able to
maintain consolidated net leverage of around 4x - within the thresholds of its rating - by the reassignment of
existing debt to NetCo, a reset of the company’s dividend to EUR1 per share that reduces annual dividend
payments by EUR200 million a year and proceeds of EUR745 million from tower sales.

NetCo is not expected to pay dividends in the short-to-medium term or while the JV is in a build-out phase. After
this phase, Telenet sees scope for material capex reduction at NetCo and potential for dividend payments to
shareholders.

The intragroup funding of NetCo with no external debt, ownership that is retained within the lender’s restricted
group that remains part of the overall security package and intercompany debt that ranks senior to equity claims
alleviates any structural subordination of debt held by Telenet at the group level while retaining existing

recovery prospects of its senior secured instruments.

Fitch typically views the sale of a significant stake in the entirety of a telecom operator’s fixed local access
infrastructure as weakening the operating profile of the group. This is due to a reduction in exposure to

infrastructure cash flows, which are deemed to carry greater stability, visibility and potentially growth, as fibre


https://www.fitchratings.com/

adoption increases. (See “What Investors Want to Know: European Telecoms Infrastructure Sales”, published
March 2021.)

Fitch views Telenet’s reduced stake in a combined entity that covers the whole of Flanders as largely offsetting
this weakness. The creation of an open access network that provides non-discriminatory access to the network
to other telecom operators could raise competition to Telenet’s retail business in the long-term. However, the
transaction does have defensive qualities in our opinion (such as potentially reducing the scope of overbuilding
duplicate networks) while providing optionality for monetisation and further consolidation.

Fitch would view a significant further reduction in Telenet’s holding of NetCo as weakening its operating profile
that could also reduce the recovery prospects of its senior secured instruments without a corresponding
reduction in gross financial debt. The recovery prospects could also be affected by external financing at NetCo
and a sizeable increase in leverage.
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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 arating 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.
Inissuing 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
anumber 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 'NRSRQ'). 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
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the NRSRO.

Copyright © 2022 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY
10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in
whole or in part is prohibited except by permission. All rights reserved.

Technology, Media, and Telecom  Corporate Finance: Middle Markets  Corporate Finance

Corporate Finance: Leveraged Finance  North America  Europe  Belgium  United States  Luxembourg


https://www.fitchratings.com/site/regulatory
https://www.fitchratings.com/technology-media-telecom
https://www.fitchratings.com/corporate-finance/middle-markets
https://www.fitchratings.com/corporate-finance
https://www.fitchratings.com/corporate-finance/leveraged-finance
https://www.fitchratings.com/region/north-america
https://www.fitchratings.com/region/europe
https://www.fitchratings.com/region/belgium
https://www.fitchratings.com/region/united-states
https://www.fitchratings.com/region/luxembourg

