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Fitch Upgrades DKT's IDR to 'BB-'; Outlook Stable
Fitch Ratings - Moscow - 19 October 2018: Fitch Ratings has upgraded DKT Holdings ApS's (DKT)
Long-Term Issuer Default Rating (IDR) to 'BB-' from 'B+' following the announcement that the Danish
telecoms company will spend a major part of the proceeds from the sale of its Norwegian business on
the prepayment of its term loan B (TLB) to reduce leverage.  
 
DKT's subsidiary TDC A/S (TDC) will prepay an equivalent DKK15 billion of the DKK29 billion TLB,
which Fitch expects will reduce pro-forma funds from operations (FFO) adjusted net leverage to 5.5x at
end-2018 compared with an estimated 6.7x without the disposal. Fitch expects DKT's leverage to remain
largely stable as strong cash flow generation will primarily be used for shareholder remuneration while
excessive dividend payments are constrained by debt covenants. The usage of the remaining equivalent
of DKK2 billion of proceeds is yet to be determined. DKT completed the sale of Get AS (Get) to Telia
Company AB on 15 October 2018. 
 

RATING ACTIONS

ENTITY RATING PRIOR

DKT Finance ApS

senior secured B- 

DKT Holdings ApS B+ 

TDC A/S

senior unsecured B+ 

senior secured BB+ 

 

KEY RATING DRIVERS

Debt Reduction: On a pro-forma basis the sale of Get and TLB prepayment reduce DKT's FFO adjusted
net leverage to 5.5x at end-2018, below the upgrade threshold of 5.7x, compared with 6.7x expected at
the time of the review in May 2018. We expect leverage to remain largely stable in 2019-2021. The
company generates stable pre-dividend free cash flow (FCF), most of which will likely be spent on
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dividends to DKT's shareholders. Excessive dividends distributions are unlikely as they are constrained
by a notes convenant of net debt/EBITDA of less than 4.5x,which we project DKT to remain at,
corresponding to Fitch-calculated 5.5x FFO adjusted net leverage.  
 
Uptake on HY Offer Unlikely: DKT's subsidiary TDC A/S (TDC) sold its Norwegian business (Get AS and
its subsidiaries including the Norwegian B2B business and TDC Norway) for NOK21 billion (around
DKK17 billion) on a cash and debt-free basis valuing Get at 12x its 2017 EBITDA. Following the
prepayment on TLB DKT Finance ApS is required, under its bond documentation, to make a buyout offer
to the holders of its high-yield notes due 2023. The offer should be made at par, out of any proceeds
from the sale of Get that are not used to prepay TDC's debt, making any uptake unlikely given that they
are currently trading significantly higher. 
 
Reduced Diversification: The disposal has a moderately negative impact on DKT's operating profile as it
reduces the company's geographic diversification. The Norwegian business contributed about 16% and
17% to TDC's 2017 revenue and EBITDA, respectively, and demonstrated higher organic growth than its
Danish business.  
 
Instrument Ratings Change: We downgraded the senior secured rating at TDC level to 'BB' from 'BB+' as
TLB no longer benefits from superior security package of which the shares of Get were a main
component along with bank accounts, intra-group receivables and the shares in TDC. The reduction of
the total amount of debt improves underlying recoveries for the senior secured and unsecured notes. As
a result the senior unsecured notes are upgraded to 'BB-' from 'B+' and are rated in line with DKT's IDR.
 The rating of the senior secured notes at DKT Finance ApS is upgraded to 'B+', one notch below IDR,
reflecting the structural subordination of the instrument to the debt at TDC and a substantial amount of
prior-ranking debt totalling above 2x EBITDA. 
 
Fixed-Line Supportive: TDC owns both the incumbent copper network and around half of the cable
infrastructure in Denmark. This gives it a stronger domestic fixed-line position than its European peers.
We view the position as structurally supportive for the company's long-term credit profile due to the lack
of competing fixed-line infrastructure. Combined with its number-one domestic market position, this
enables TDC to sustain slightly higher leverage than peers. Competitive pressures are more prevalent in
the mobile and B2B segments.  
 
Network Separation Plan: Fitch understands from management that the disposal of the Norwegian
assets is part of the shareholders' long-term strategy. The shareholders intend to split the company into
two, creating a customer-facing service unit and a wholesale network company. We expect these
changes to take a few years. We have not incorporated these long-term changes into our rating and treat
such a development as event risk due to a large number of uncertainties including regulation, the terms
of network separation and impact on capital structure. 

DERIVATION SUMMARY

DKT's ratings reflect the company's leading position within the Danish telecoms market. The company
has strong market shares in both the fixed and mobile segments. Ownership of both cable and copper-
based local access network infrastructure reduces the company's operating risk relative to that of
domestic European incumbent peers, which typically face infrastructure-based competition from cable
network operators. 
 
DKT is rated lower than peer incumbents, such as Royal KPN N.V (BBB/Stable), due to notably higher
leverage, which puts it more in line with cable operators with similarly high leverage, such as
VodafoneZiggo Group B.  (B+/Stable), Unitymedia GmbH (B+/RWP), Telenet Group Holding N. 
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(BB-/Stable) and Virgin Media Inc. (BB-/Stable). DKT's incumbent status, leading positions in both the
fixed and mobile markets, and unique infrastructure ownership justify higher leverage thresholds than
cable peers. 

KEY ASSUMPTIONS

Fitch's Key Assumptions within our Rating Case for the Issuer 
- Stabilisation of revenue in 2018 and a flat trend thereafter 
- Broadly stable EBITDA margin at around 39%-40%% in 2018-2021 
- Capex at around 21%-22% of revenue in 2019-2021 (including spectrum) 
- Moderate dividends keeping leverage at around 4.5x net debt/EBITDA 

RATING SENSITIVITIES

Developments that May, Individually or Collectively, Lead to Positive Rating Action 
- Expectation that FFO adjusted net leverage will fall below 5.2x on a sustained basis 
- Maintaining strong and stable FCF generation, reflecting a stable competitive and regulatory
environment 
 
Developments that May, Individually or Collectively, Lead to Negative Rating Action 
- FFO adjusted net leverage above 5.7x on a sustained basis 
- Significantly weaker FCF generation due to competitive and regulatory pressures 

LIQUIDITY AND DEBT STRUCTURE

Comfortable Liquidity: DKT has comfortable liquidity, which is supported by a EUR500 million revolving
credit facility (RCF) at TDC and a EUR100 million RCF at DKT Finance ApS. The maturity profile is
comfortable with the first large debt repayment only in 2022. The company's liquidity profile is also
supported by strong pre-dividend FCF generation. 

Additional information is available on www.fitchratings.com
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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
(https://www.fitchratings.com/site/regulatory)), other credit rating subsidiaries are not listed on Form
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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
(https://www.fitchratings.com/regulatory) 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.

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.

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a
related third party. Any exceptions follow below.

Fitch Updates Terms of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group’s websites. Learn
more (https://www.thefitchgroup.com/site/policies).
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