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Fitch Downgrades TDC to 'B+'; Assigns DKT 'B+(EXP)'
Fitch Ratings-Moscow/London-07 May 2018: Fitch Ratings has downgraded TDC
A/S's (TDC) Long-Term Issuer Default Rating (IDR) to 'B+' from 'BBB-' with a
Stable Outlook following the company's acquisition by Denmark-based DKT
Holdings ApS (DKT). We have also assigned DKT an expected IDR of 'B+(EXP)'
with a Stable Outlook. The final IDR is contingent on the successful completion of
the refinancing of acquisition financing and confirmation of DKT's capital structure.
We expect to withdraw TDC's Long-Term and Short-Term IDRs when the
transaction is completed. A full list of rating actions is at the end of this release.
DKT's acquisition of TDC has been funded with a mix of debt and equity. The debt
component was substantial and added DKK20.9 billion to TDC's existing net debt
of DKK23 billion at end-2017. We expect DKT should end 2018 with funds from
operations (FFO) adjusted net leverage of 6.7x. DKT's ability to delever over the
next 18-24 months and the new shareholders' financial strategy will be key factors
for the company's ratings in the medium term.
KEY RATING DRIVERS
Takeover by Consortium: DKT is controlled by a consortium comprising Macquarie
Infrastructure and Real Assets, and three Danish pension funds (PFA, PKA, and
ATP). It has acquired more than a 90% share in TDC A/S via a voluntary buyout
offer. The remaining shares will be purchased via a squeeze out mechanism to
achieve 100% ownership. We expect the deal to be funded with EUR2.7 billion
(DKK20.5 billion) of equity together with EUR2.8 billion (DKK20.9 billion) of debt.
Capital Structure: Following the change in ownership, TDC's new owners plan to
refinance the acquisition debt initially raised by DKT and its intermediate holding
companies (collective known as HoldCo), as well as existing debt at TDC, the
operating entity (OpCo). We expect total OpCo debt to amount to EUR4.9 billion,
including a new EUR3.9 billion senior secured term loan B. We expect a significant
portion of existing senior unsecured debt at TDC to be refinanced. If not all existing
TDC senior unsecured bondholders decide to exercise their change of control put
options, we expect these bonds will become subordinated to the new senior
secured debt, which would also include revolving credit and capex facilities. This
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would reduce the recovery prospects of existing bonds if TDC went into financial
distress.
We intend to analyse any HoldCo debt together with debt at TDC, the OpCo level,
as we see both the OpCo and HoldCo tied together from a credit perspective. We
do not expect to see significant barriers to prevent cash flow being upstreamed
from the OpCo to the HoldCo. Any HoldCo debt would be structurally subordinated
to both senior secured and unsecured debt at the OpCo. We have downgraded
TDC's existing senior unsecured debt to 'BB-', and put the instrument rating on
Rating Watch Evolving (RWE). The recovery prospects, and hence the ratings of
the instruments, may change subject to the final mix of secured and unsecured
debt at the OpCo level.
Spike in Leverage: Fitch expects the group's FFO adjusted net leverage to
increase to 6.7x by end-2018 from 3.6x at end-2017 following the acquisition.
TDC's leverage previously benefited from 50% equity credit from DKK5.6 billion of
hybrid instruments. The planned refinancing of these hybrids will remove this
equity credit. We believe that the company should be able to decrease leverage
below 6.5x within the next 18-24 months with a combination of stable EBITDA
generation, lower capex and potentially reduced dividends.
Leverage Management: We believe that the company retains substantial flexibility
in managing its leverage. We estimate its pre-dividend free cash flow (FCF) margin
will remain strong, at high single-digits in 2018-2021. The increase in interest
expenses on the back of higher debt will be mitigated by lower capex intensity,
which we estimate at around 17%-18% in 2018-2021 compared with 20%-22% in
2015-2017. Shareholder remuneration is another way for the new owners of TDC
to manage leverage and FCF as they should have more flexibility with dividend
policy.
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 fixedline 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 a competing
fixed-line infrastructure. Combined with its number one domestic market position,
this enables TDC to sustain slightly higher leverage than peers. Current
competitive pressures are more prevalent in the mobile and business segments.
Progress on Reducing Declines: TDC's domestic EBITDA declined by 4.6% yoy in
2017 after 12.7% and 10.5% yoy declines in 2016 and 2015, respectively,
indicating that its strategy to reduce costs and focus on bundled product value and
quality-based differentiation in conjunction with price increases is working. We
expect that the new shareholders will not dramatically change the company's
https://www.fitchratings.com/site/pr/10029595
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operating strategy in the short to medium term and TDC's EBITDA should continue
to benefit from operating cost reduction programme in 2018. Consistently strong
performance in Norway should also contribute to improving EBITDA for the group.
Network Separation Plan: The shareholders intend to split the company into two,
creating a customer-facing service unit and a wholesale network company. The
latter should become a utility-like regulated wholesale telecom operator generating
stable long-term returns. We anticipate these changes are likely 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 any network separation and impact on capital structure.
DERIVATION SUMMARY
DKT's ratings reflect its leading position within the Danish telecoms market. The
company has strong in-market scale and share that spans both fixed and mobile
segments. Ownership of both cable and copper-based local access network
infrastructure reduces the company's operating risk profile relative to domestic
European incumbent peers, which typically face infrastructure-based competition
from cable network operators.
DKT is rated lower than other peer incumbents like 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 (B+/Stable), UnityMedia
(B+/Stable), Telenet (BB-/Stable) and Virgin Media (BB-/Stable). DKT's incumbent
status, leading positions in both fixed and mobile markets and its unique
infrastructure ownership justify higher leverage thresholds compared to the cable
peers.
KEY ASSUMPTIONS
Fitch's Key Assumptions Within Our Rating Case for the Issuer
- Stabilisation of revenue in 2018 with a largely flat dynamics onwards
- Broadly stable EBITDA margin at around 40-41% in 2018-2021
- Capex at around 17% of revenue in 2018-2021 (including spectrum)
- Conservative dividend policy to support the initial deleveraging
- No M&A
KEY RECOVERY RATING ASSUMPTIONS
- The recovery analysis assumes that the company would be considered a going
concern in bankruptcy and that it would be reorganised rather than liquidated.
- We have assumed a 10% administrative claim.
- The going-concern EBITDA estimate of DKK6.6 billion reflects Fitch's view of a
https://www.fitchratings.com/site/pr/10029595
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sustainable, post-reorganisation EBITDA level upon which we base the valuation of
the company.
- The going-concern EBITDA is 20% below LTM 2017 EBITDA, assuming likely
operating challenges at the time of distress.
- An enterprise value (EV) multiple of 6x is used to calculate a post-reorganisation
valuation and reflects a conservative mid-cycle multiple.
- We estimate the total amount of debt for claims at EUR6.8 billion, which includes
debt instruments at OpCo and HoldCo level as well as drawings on available credit
facilities.
- We incorporate EUR3.9 billion of prior ranking debt (term loan B) and assume
EUR1.0 billion of remaining senior unsecured debt at OpCo. Fitch calculates the
recovery prospects for the senior unsecured debt at 'RR3/51%' which implies a
one-notch uplift from the IDR for a 'BB-' instrument rating. We have placed the
senior unsecured debt on RWE because the proportion between secured and
unsecured debt could change, subject to a share of existing unsecured
bondholders exercising their change of control put option. Senior unsecured notes
at OpCo level have priority over instruments at HoldCo due to structural
subordination.
RATING SENSITIVITIES
Developments that May, Individually or Collectively, Lead to Positive Rating Action
- Expectation that FFO-adjusted net leverage will fall below 5.7x on a sustained
basis
- A 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 6.5x on a sustained basis
- Further declines in the Danish business putting FCF margins under pressure into
mid to low single digits
LIQUIDITY
Comfortable Liquidity: We expect DKT and its subsidiaries to have a comfort
liquidity position upon deal completion, which will be supported by EUR600 million
of credit facilities (RCF and capex). The maturity profile is yet to be established, but
given the major refinancing of the existing instruments, we expect the first large
debt payout to be only in three to five years. The company's liquidity profile is also
supported by strong pre-dividend FCF generation.
FULL LIST OF RATING ACTIONS
https://www.fitchratings.com/site/pr/10029595
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TDC A/S
- Long-Term IDR downgraded to 'B+' from 'BBB-'; off RWN; Outlook Stable;
- Short-Term IDR downgraded to 'B' from 'F3'; off RWN;
- Senior unsecured rating downgraded to 'BB-/RR3' from 'BBB-; Rating Watch
revised from Negative to Evolving
- Subordinated hybrid securities rating withdrawn at 'BB', RWN. The rating is no
longer considered by Fitch to be relevant to the agency's coverage as the
instruments are expected to be called.
DKT Holdings ApS
- Long-Term IDR assigned at 'B+(EXP)'; Outlook Stable.
Contact:
Principal Analyst
Rachel Chin
Associate Director
+44 20 3530 1629
Supervisory Analyst
Slava Bunkov
Director
+7 495 956 9931
Fitch Ratings CIS Ltd
26 Valovaya Street
Moscow 115054
Committee Chairperson
Damien Chew, CFA
Senior Director
+44 20 3530 1424
Media Relations: Adrian Simpson, London, Tel: +44 203 530 1010, Email:
adrian.simpson@fitchratings.com
Additional information is available on www.fitchratings.com. For regulatory
purposes in various jurisdictions, the supervisory analyst named above is deemed
to be the primary analyst for this issuer; the principal analyst is deemed to be the
secondary.
Applicable Criteria
Corporate Hybrids Treatment and Notching Criteria (pub. 27 Mar 2018)
(https://www.fitchratings.com/site/re/10024296)
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Corporate Rating Criteria (pub. 23 Mar 2018)
(https://www.fitchratings.com/site/re/10023785)
Corporates Notching and Recovery Ratings Criteria (pub. 23 Mar 2018)
(https://www.fitchratings.com/site/re/10024585)
Country-Specific Treatment of Recovery Ratings Criteria (pub. 16 Apr 2018)
(https://www.fitchratings.com/site/re/10026835)
Sector Navigators (pub. 23 Mar 2018)
(https://www.fitchratings.com/site/re/10023790)
Additional Disclosures
Dodd-Frank Rating Information Disclosure Form
(https://www.fitchratings.com/site/dodd-frank-disclosure/10029595)
Solicitation Status (https://www.fitchratings.com/site/pr/10029595#solicitation)
Endorsement Policy (https://www.fitchratings.com/regulatory)
ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY
FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN
ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH
RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S
CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST,
AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND
PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT
SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT
INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR
ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS
FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY
CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE
FITCH WEBSITE.
Copyright © 2018 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. 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
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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, agreedupon 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
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7/8

5/7/2018

[ Press Release ] Fitch Downgrades TDC to 'B+'; Assigns DKT 'B+(EXP)'

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.
Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this Rating
Action Commentary (RAC) by the obligatory being rated or the issuer, underwriter,
depositor, or sponsor of the security or money market instrument being rated,
except for the following:
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.
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