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Research Update:

Telecommunications Provider Swisscom AG 'A'
Rating Affirmed; Outlook Stable

Overview

e W think that Swisscom AGw Il continue to successfully defend its strong
mar ket position in the donmestic market, supported by superior fixed-Iline
and nobil e networks and the successful nonetization of 4G fiber, and
Internet Protocol television services.

« W anticipate slightly positive discretionary cash flows after stable
di vidends and credit nmetrics remaining stable overall or slightly
i mproving. Due to significant near-termmaturities we are revising our
assessnent of Swisscoms liquidity position down to adequate from strong.

W are affirnming our "A'" long-termcorporate credit rating on Sw sscom AG
and our 'A issue rating on the conmpany's senior unsecured debt.

 The stable outlook reflects our view that Swisscomw Il maintain its
strong position in the donestic market and post Standard &

Poor' s-adj usted debt to EBI TDA of about 2.5x and funds from operations to
debt of approximately 35%in 2016-2017.

Rating Action

On March 23, 2016, Standard & Poor's Ratings Services affirned its 'A
long-termcorporate credit rating on Swi ss tel econmuni cations services
provi der Swi sscom AG The outl ook is stable.

At the same tinme, we affirned our issue ratings on Swissconis senior unsecured
debt at 'A'.

Rationale

As part of the affirmation, we are revising our assessnment of Swi ssconis
liquidity to adequate fromstrong. This is because Swi sscom has short-term
debt maturities of about Swiss franc (CHF) 1 billion in the next 12 nonths,
which | owers our estinate of the ratio of liquidity sources to uses over this
peri od.

Swi sscom continues to benefit fromits superior fixed-line and nobile network,
supporting strong domestic positions across both business and residenti al
customer segnents in Switzerland. Swi sscom enjoys substantially higher market
shares than its donestic conpetitors in nobile and broadband of well above
50% and has also rapidly grown its market share in digital pay-TV services in
the past few years through its Internet Protocol television (IPTV) offering.
We expect the regulatory environnment in Switzerland to remain relatively
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beni gn conpared with European peers, and growth potential at its Italian
subsi diary Fastweb mitigates economic conditions in Italy that are | ess
favorabl e than in Switzerland. Fastweb benefits from ongoing investnents in
its fiber network, the lack of conpetition fromcable operators, and

i ncreasing fixed broadband penetration

Qur assessnent of Swisscomls business risk is constrained by the conpany's
noder at e geographic diversification and a high degree of saturation in the
donestic market for tel econmunications services. Furthernmore, Sw sscomis
exposed to increasing conpetition and price pressure in connectivity sol utions
for enterprise custoners. The conpany is trying to conpensate for these
chal | enges by positioning itself as a full-service provider of information and
conmuni cati ons technol ogy (ICT) services, and is developing a portfolio of new
products, including cloud-based, data center, and |IT outsourcing sol utions.

Qur assessnment of Swissconmis financial risk largely reflects the conpany's
conservative and predictable financial policy. As of Dec. 31, 2015, Standard &
Poor' s-adj usted debt to EBI TDA was 2.6x, and we expect |everage to stay at
about 2.5x or below in comng years. Furthernmore, Swi sscom s dividend policy
is fairly predictable, in our view W note that Swi sscomis free operating
cash flow (FOCF) is depressed by the need for continued network investnents,
resulting in relatively high ratios of capital expenditure (capex) to sales of
about 19% 21%in 2015 and in our forecast for 2016-2017.

In our base case, we assune:

 Mddest revenue grow h of about 1% in 2016-2017, supported by npdest
customer growth and rising bundle penetration in the consumer segment,
new | CT services in the business segnent, and growth at Fastweb.

» Stabl e adjusted EBI TDA margi ns at about 38%in 2016-2017 as cost savi ngs
of fset pricing pressures in the enterprise segnent and | ower roaning fees.

e Continued high capex of about 19% 21% of revenues in 2016-2017.

e Stable dividend payouts per share in the next few years.

Based on these assunptions, we arrive at the follow ng adjusted credit

neasures:

 Debt to EBITDA of about 2.5x in 2016 and 2017, after 2.6x in 2015.

e Funds from operations (FFO to debt of about 34%in 2016, the sane |eve
as in 2015, increasing slightly to 34%36%in 2017.

« FOCF to debt of 11% 13%in 2016 and 2017.

Qur rating on Swisscomincorporates a notch of uplift reflecting the conpany's
status as a governnent-related entity (GRE) and our view that it has a
noderate |ikelihood of receiving tinely and sufficient extraordinary
government support in the event of financial distress. This is based on our
assessnent of Swissconis strong link with the Swiss government, primarily
because the latter defines Swissconis strategic goals and is unlikely, in our
view, to reduce its majority ownership stake in the next few years; and the
[imted i mportance of Swisscoms role for the governnent, as the government is
primarily interested in the stability of Sw ssconis operations and not so nuch
inits credit standing, in our opinion
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Liquidity

We assess Swisscomis liquidity as adequate because we expect that liquidity
sources will cover uses by nore than 1.2x over the 12 nonths from Jan. 1,
2016. W also think that the conmpany has sound rel ati onships with banks, a
high standing in the credit markets, and generally prudent risk managenent.

As of Jan. 1, 2016, principal liquidity sources over the ensuing 12 nonths
i ncl ude:
e About CHF400 million in cash bal ances and short-term financi al
i nvest ment s.
* An undrawn conmmitted unsecured revolving credit facility of CHF2 billion
due in August 2020.
e Annual FFO of about CHF3.8 billion.

Principal liquidity uses over the sane period include:
» Capex of about CHF2.2 billion-CHF2.5 billion.
e Maturities of debt and short term borrow ngs of about CHF1 billion.

e About CHF1.2 billion in annual dividends.

Outlook

The stable outl ook reflects our view that the conpany will continue to
successfully defend its core donestic market positions, further increase
bundl e penetration in its custoner base and successfully nonetize its superior
network. The stable outlook also factors in our expectation that the group's
adj usted debt-to-EBITDA ratio will stay at about 2.5x and its adjusted ratio
of FFOto debt will be approximately 35% over 2016-2017. In addition, we
believe that the Swiss governnment will retain its majority ownership of

Swi sscom over the next few years.

Downside scenario

Al though it is unlikely at this stage, we could consider a downgrade if

Swi ssconmi's competitive position were to weaken unexpectedly or if we observed
nounting and sustai ned pressure on EBITDA, for exanple as the result of
failure to offset pricing pressures with continuous cost optim zation. W
could also lower the rating if adjusted debt to EBTIDA were to deteriorate
toward 3.0x and FFO to debt toward 30% Alternatively, the privatization of
the conpany could lead to a one-notch downgrade to align the rating with its
stand-al one credit profile, but we think the risk is slim

Upside scenario

We coul d raise our rating on Swisscomif its adjusted debt-to-EBITDA ratio

i nproved to bel ow 2x on a sustainable basis. This strengthening would require
the group to post stronger revenue and EBI TDA grow h and revise its financial
policy to an even nore conservative level, which we think is unlikely at this
st age.
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Ratings Score Snapshot

Corporate Credit Rating: A/ Stable/--

Busi ness risk: Strong

» Country risk: Very Low

* Industry risk: Internediate
 Conpetitive position: Strong

Financial risk: Internediate
 Cash flow Leverage: Internediate

Anchor: a-

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: Strong (no inpact)
 Conmparable rating anal ysis: Neutral (no inpact)

St and- al one credit profile: a-
e Rel ated governnent rating: AAA
* Likelihood of governnent support: Mderate (+1 notch from SACP)

Related Criteria And Research

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

» Key Credit Factors For The Tel ecommuni cati ons And Cabl e Industry, June
22, 2014

 Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate

| ssuers, Dec. 16, 2014
e Group Rating Methodol ogy, Nov. 19, 2013
 Country Ri sk Assessnent Methodol ogy And Assunptions, Nov. 19, 2013
 Met hodol ogy: Industry Risk, Nov. 19, 2013
e Corporate Methodol ogy, Nov. 19, 2013
e Corporate Methodol ogy: Ratios And Adjustnments, Nov. 19, 2013
e 2008 Corporate Criteria: Rating Each |ssue, April 15, 2008

Ratings List
Rati ngs Affirned

Swi sscom AG
Corporate Credit Rating A St abl ef - -
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Seni or Unsecur ed A

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_L.ondon@standardandpoors.com

Certain terns 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
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on Standard & Poor's
public Wb site at www standar dandpoors.com Use the Ratings search box
located in the left colum. Alternatively, call one of the follow ng Standard
& Poor's nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-40009.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 23, 2016 6

1602485 | 302337440



Copyright © 2016 Standard & Poor's Financial Services LLC, a part of McGraw Hill Financial. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitalig.com
(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information
about our ratings fees is available at www.standardandpoors.com/usratingsfees.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MARCH 23, 2016 7

1602485 | 302337440



	Research:
	Overview
	Rating Action
	Rationale
	Liquidity

	Outlook
	Downside scenario
	Upside scenario

	Ratings Score Snapshot
	Related Criteria And Research
	Ratings List


