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Research Update:

MOL Hungarian Oil and Gas Outlook Revised To
Positive On Strong Operating Performance; 'BB'
Rating Affirmed

Overview

e MOL Hungarian Ol and Gas PLC s (MOL's) financial performance in 2014 and
2015 has been supported by a strong downstream contribution that has
largely offset the effects of |lower oil prices

» W foresee a possible inprovenent in MOL's financial risk profile in the
next 18 nonths as its oil production increases al ongsi de our assunption
of oil prices recovering. Its downstream division performance could be
supported at current levels by an efficiency inprovenment plan and
retail-growth strategy MOL is currently inplenenting.

* W are therefore revising our outlook on MOL to positive fromstable, and
affirm ng our 'BB rating.

* W& have revised our assessnment of MOL's liquidity to "strong" from
"adequate," reflecting the conpany's anple funding position

« The positive outlook reflects our view that strong downstream margins,

i ncreased oil production, and the absence of credit-dilutive acquisitions
coul d support operating performance such that adjusted funds from
operations (FFO to debt inproves toward 40%in 2016 and 2017.

Rating Action

On July 17, 2015, Standard & Poor's Ratings Services revised its outl ook on
MOL Hungarian Ol and Gas PLC (ML) to positive fromstable. W affirmed our
"BB'" long-termcorporate credit rating on MOL.

We also affirned our 'BB issue ratings on MOL's senior unsecured debt
instruments and our 'B' issue ratings on the group's junior subordinated debt.

Rationale

The positive outlook reflects our viewthat MOL's financial risk profile could
strengt hen over the next 18 nmonths on the back of stronger performance than we
currently expect in our base-case scenario.

MOL's financial performance in 2014, and so far in 2015, has been supported by
a strong downstream contribution that has largely offset the inpact of |ower
oil prices. Its plans for efficiency inprovements in its downstream division
and increase retail sales in its petrol stations will also support its
financial performance. |If successfully inplemented, MOL's plans should result
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in stronger cash flow generation, leading it to inprove toward the stronger
end of its current "significant" financial risk profile.

In our opinion, uncertainties around MOL's share of Croatia-based oil conpany
I NA-1 ndustrija nafte, d.d. (INA) pose a potential risk because we regard MOL's
ownership of I NA as supporting MOL's business risk profile. The sale of INA
woul d not lead us to revise our assessment of MOL's "fair" business risk
profile, although it would increase its reliance on Hungary. |INA constitutes
roughly 36% 38% of MOL's conbi ned reserves and production and al so owns two
refineries. Due to an ongoi ng di sagreenent between the Croatian governnent and
MOL regarding strategic issues, we understand that MOL coul d consider selling
its stake, although for MOL negotiation and agreenent is the preferred option
If it did sell its stake, the negative inpact on its business risk profile
could be neutralized by what MOL does with the proceeds.

Qur assessnment of MOL's business risk profile as "fair" reflects the group's
di versification across upstreamactivities, refining, and retail operations in
Central and Eastern Europe. MOL's two nain refineries are strategically

| ocated, highly conplex, integrated plants. However, MOL is particularly
exposed to Hungary and is smaller in terms of production than peers that have
a stronger business risk assessnent.

We assess MOL's financial risk profile as "significant" under our criteria.
This reflects its "internediate" core credit ratios but weaker debt coverage
rati os after capital expenditure (capex) and divi dend paynents (specifically
di scretionary cash flow to debt). This is line with our assessnent of nost of
MOL' s peers.

Under our criteria, we regard MOL as a government-related entity (GRE) but
this does not affect the rating. W assess MOL's role for the Hungarian
governnent as "inmportant” and its link as "limted," which | eads to our
assessment of a "noderate" |ikelihood of extraordinary governnent support. MOL
i s about 25% owned by the Hungarian state.

Qur base case assumes:

» A slow recovery of upstreamcontributions from 2015 on a recovery in
gl obal oil prices and an increase in production

* Continuous strong contribution of downstream operations anid supportive
macr oecononi ¢ conditions and a cost-cutting programand retail-growh
strat egy.

* Ongoi ng dividend paynents in line with historical |evels.

e No material credit-dilutive acquisitions.

Based on these assunptions, we arrive at the following credit neasures:

* FFO to debt sustainably above 30% trending toward 40% by 2017.

e Sustai ned capex and dividend paynents leading to | ow or negative free
operating cash flow (FOCF) and di scretionary cash fl ows.
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Liquidity
We assess MOL's liquidity as "strong" under our criteria. W anticipate that
liquidity sources will continue to exceed uses by nmore than 1.5x over the next

12 nmonths. W believe that MOL will be able to obtain funding from
i nternational or local banks, if needed, and proactively refinance its
conmtted bank Iines well before they mature.

Qur base-case liquidity assessnent includes the following liquidity sources in
the 12 nmonths from March 31, 2015:
e Cash of about Hungarian forint (HUF) 204 billion (€744 million).
e About HUF1, 200 billion (about €4.4 billion) available under long-term
conmi tted bank I|ines.
e All lines are subject to financial covenants of net debt to EBI TDA of
3.5x, under which we believe MOL has strong headroom
 FFO of about HUF400 billion-HUF450 billion in cal endar-year 2015.

Qur base case includes the following liquidity uses in the sanme period:
e Capex of HUF400 billion-HUF500 billion.

 Dividends of HUF50 billion-HUF80 billion.

 Short-term debt of about HUF233 billion.

« Moderate working capital outflows.

Outlook

The positive outlook reflects our view that strong downstream nargins,

i ncreased oil production, and the absence of credit-dilutive acquisitions
coul d support operating performance such that adjusted funds from operations
(FFO to debt noves toward 40%in 2016 and 2017.

If MOL were to sell its share in INA any rating action would depend on how
MOL uses the proceeds of such a potential sale.

Upside scenario

We could raise the rating if MOL's financial performance inproved such that
FFO to debt trended toward 40% on good downstream performance and a recovery
in its upstreamcontribution, showi ng some resilience to industry conditions.

Downside scenario
We could revise the outlook to stable if the financial profile does not
i mprove--for exanple, if FFO to debt renains around 30%

Rating pressure could arise if discretionary cash flow (FOCF m nus divi dends)
turned sharply negative, leading to FFO to debt of less than 25%for a
prol onged peri od.
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Ratings Score Snapshot

Corporate Credit Rating: BB/ Positive/--

Busi ness risk: Fair

e Country risk: Mderately high
* Industry risk: Internediate
 Conpetitive position: Fair

Fi nancial risk: Significant
e Cash flow Leverage: Significant

Anchor: bb

Modi fiers

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

e Liquidity: Strong (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Fair (no inpact)

e Conparable rating anal ysis: Neutral (no inpact)

Related Criteria And Research

Related Criteria

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

 The Treatment O Non-Conmon Equity Financing I n Nonfinancial Corporate
Entities, April 29, 2014

» Key Credit Factors For The G| Refining And Marketing |Industry, March 27,
2014

e Key Credit Factors For The G| And Gas Exploration And Production Industry
, Dec. 12, 2013

e Met hodol ogy For Crude G| And Natural Gas Price Assunptions For
Cor porates And Sovereigns, Nov. 19, 2013

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

e Corporate Methodol ogy, Nov. 19, 2013

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

Related Research
e Standard & Poor's Revises Its Crude G| And Natural Gas Price & Recovery
Assunpti ons, March 26, 2015

Ratings List

Ratings Affirnmed; CreditWtch/Qutl ook Action
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To From

MOL Hungarian Gl and Gas PLC

Magnol i a Fi nance Ltd.

Corporate Credit Rating BB/ Posi tive/ - - BB/ St abl e/ - -
Rati ngs Affirned

MOL Hungarian Ol and Gas PLC

Seni or Unsecured BB
MOL GROUP FI NANCE S. A

Seni or Unsecur ed* BB
Magnol i a Fi nance Ltd.

Juni or Subordi nat ed B

*Q@uar anteed by MOL Hungarian G| and Gas PLC.

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 creditportal.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 Ofice (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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