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Research Update:

MOL Hungarian Oil and Gas PLC On Watch
Negative Pending Negotiations On Cooperation
With The Croatian State

Overview

 The di sagreenent between the Croatian government and MOL Hungarian Q|
and Gas PLC regarding strategic issues at Croatia-based oil conpany | NA
has intensified and we understand negotiation is ongoing regarding MJL's
49% st ake in | NA

e If MOL reduced or fully disposed of its stake in INA or if the operating
environnent in Croatia changed, MOL's exposure to the weak Hungarian
economy would likely significantly increase.

e W are placing our 'BB+ long-termrating on MOL on CreditWatch with
negative inplications.

e If we viewed that MOL's diversification outside Hungary had reduced, or
that the benefits of this diversification had reduced, we could | ower the
rating on MOL by one notch to equalize it with our 'BB long-termrating
on Hungary.

Rating Action

On Cct. 11, 2013, Standard & Poor's Ratings Services placed its ' BB+
| ong-term corporate credit rating on MOL Hungarian G| and Gas PLC and all
related issue ratings on CreditWatch with negative inplications.

Rationale

We understand that MOL is in negotiation with the Croatian gover nnent

regardi ng cooperation on strategic issues relating to the Croatian oil
conpany, INA in which MOL has a 49% stake. The CreditWatch placenment reflects
the inmpact on MOL of a potential partial or full disposal of INA It also
reflects the inpact of a possible worsening operating environment in Croatia
for MOL.

We note that the Hungarian governnment has asked MOL to consider divesting its
stake and also that the Croatian authorities have issued an international
arrest warrant for MOL's chairman CEQO

Were MOL to sell its stake, its exposure to the weak Hungari an econony woul d
significantly increase, in our opinion. Under these circunstances, we would
probably not continue to rate MOL one notch above our 'BB sovereign long-term
rati ng on Hungary.
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Equal Iy, we night reassess the one-notch rating difference between MOL and
Hungary if the operating environment in Croatia worsened for MO, therefore
reduci ng the benefits of geographic diversification. This might include

i ncreased taxes in various forms, changes to operating conditions because of
the introduction of new requirenments or pernts, or regulatory changes that
constrain MOL's cash-generating capacity in Croati a.

MOL currently has a 49% stake in | NA and managenent control; it also
consolidates INAin its accounts. A reduction of MOL's stake in I NA would
represent a significant reduction of the group's geographic diversification
and woul d be contrary to its previous expansion strategy. |INA constitutes
roughly 36% 38% of the group's conbi ned reserves and production and al so
controls two of the group's refineries.

It's unclear at this stage whether MOL woul d receive appropriate conpensation
for this deconsolidation.

The existing one-notch rating differential between MOL and the sovereign
reflects MOL's diversification into the profitable exploration and production
segment (70% of EBITDA in 2012) and its healthy liquidity. In addition, three
of MOL's four refineries are |ocated outside Hungary, providing inportant
diversification in the econom es of Slovakia and Croatia. W believe MOL
derives nore than 50% of its EBI TDA outside Hungary, and about 70% of the
group's assets are located abroad. A sale of INA would materially weaken this
diversification in our view, and woul d reduce MOL's potential to survive a
Hungari an sovereign stress situation

We assess MOL's nmmnagenent and governance as "fair." W don't expect MOL's
governance to be materially affected by the Croatian governnent's issuance of
an international arrest warrant for MOL's chairman CEQ, M. Zsolt Hernadi, for
bribery. A crimnal investigation conducted in Hungary concl uded that M.
Hernadi did not conmit the crime that the Croatian prosecutor is
investigating. W understand that M. Hernadi does not risk arrest as long as
he does not travel outside Hungary and we assune that he will continue to
execute his nmanagerial duties fromwithin the country. Additionally, we
bel i eve MOL's managenent and governance structure and practices are sufficient
to provi de nmanagerial and oversight continuity for the conmpany. Nevert hel ess,
we take into account weaknesses in the conpany's ownership structure, as

evi denced by the Hungarian government's divestiture request regarding |NA

MOL's credit ratios are strong for the rating, which we consider positive. W
forecast the ratio of funds from operations (FFO to debt to remain in the
30% 35% range in 2013, and annual free operating cash flow to be $400
mllion-$600 mllion, under our long-termoil price assunption of $80 per
barrel of oil equivalent.
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Liquidity
W assess MOL's liquidity as adequate. Liquidity sources cover needs by nore
than 1.2x over the next 12 to 18 nonths, in our view, even under the stressed

scenario. However, we still assess its liquidity as adequate, rather than
strong to reflect our view that the Hungarian sovereign situation could result
intighter liquidity in the domestic nmarket. W assune MOL will be able to

obtain funding frominternational or |ocal banks, if needed, and expect it to
proactively refinance its conmmtted bank |lines well ahead of their maturities.
In this respect, we note that the conmpany has signed new facilities during
2013.

MOL hel d cash of about Hungarian forint (HUF) 318 billion (€1 billion), at
year-end 2012. O this ampbunt, we understand about 70%is held in other
currencies, nainly euros and U. S. dollars.

We estimate principal liquidity sources as follows:

e Cash of about HUF391 billion on June 30, 2013, of which we view HUF40
billion as tied to operations and not immedi ately avail able for debt
reducti on.

 About €1.4 billion avail able under |long-termcomitted bank lines. The
key facilities include a €0.6 billion line maturing in June 2017 (with a
one-year extension possible), and a €500 nillion Iine maturing in
Sept enber 2014. Al lines are subject to financial covenants.

 FFO of about HUF430 billion-HUF480 billion during 2013.

Principal liquidity uses, according to our assunptions, wll be:
e Capital expenditure of HUF300 billion-HUF337 billion

+ Dividends of HUF45 billion-HUF50 billion

e Short-term debt of HUF467 billion

e« Moderate working capital outflows.

MOL has anpl e covenant | eeway in our opinion. Key tests are a conpany-reported
net financial debt-to-EBITDA Iinit of 3x and mi ninumtangi ble net worth of
HUF600 billion. In case of acquisitions, |everage could increase to 3.5x for
up to one year. Covenant headroom was high on June 30, 2013.

CreditWatch

W aimto resolve the CreditWatch placenment after seeking nore information
regardi ng the potential outconme of the ownership situation at INA [|If we cane
to understand that there was a high likelihood that MOL woul d reduce its

owner ship, we could equalize our rating on MOL with that on Hungary, inplying
a one-notch downgrade for MOL. This would be based on a reduction of MOL's
geographi c diversification, and regardl ess of whether MOL received appropriate
conpensation for its 49% st ake

Even if MOL were to keep its existing stake in INA we mght still equalize
the rating with that on Hungary if we assessed that the operating environment
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in Croatia had significantly worsened, reducing the benefits of
diversification. This could occur if a tightening fiscal environment,
deteriorating operating conditions, or regulatory changes constrai ned
cash-generating capacity in Croatia, or if MIL's access to banks or capital
mar kets were to decline.

We could affirmthe ratings if MOL was able to denonstrate a satisfactory plan
to maintain the group's diversification, assumng credit ratios remain in |ine
with the rating--for exanple FFO to debt confortably above 25% and at | east

br eakeven di scretionary cash fl ow.

Related Criteria And Research

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

e Key Credit Factors: dobal Criteria For Rating The G| And Gas
Expl orati on And Production Industry, Jan. 20, 2012

e Rating Governnent-Related Entities: Methodol ogy And Assunptions, Dec. 9,
2010

* 2008 Corporate Criteria: Ratios And Adjustnents, April 15, 2008

2008 Corporate Criteria: Analytical Methodology, April 15, 2008

e Corporate Criteria--Parent/Subsidiary Links, Cct. 28, 2004

Ratings List

Ratings Affirnmed; CreditWtch/Qutl ook Action

To From
MOL Hungarian Ol and Gas PLC
Magnol i a Fi nance Ltd.
Corporate Credit Rating BB+/ WAt ch Neg/ - - BB+/ Negat i ve/ - -
MOL Hungarian Ol and Gas PLC
Seni or Unsecured BB+/ WAt ch Neg BB+
MOL GROUP FI NANCE S. A
Seni or Unsecur ed* BB+/ Wat ch Neg BB+
Magnol i a Fi nance Ltd.
Juni or Subor di nat ed B+/ WAt ch Neg B+

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

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

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.com Al ratings affected by

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 11,2013 5

1202708 | 300055739



Research Update: MOL Hungarian Oil and Gas PLC On Watch Negative Pending Negotiations On Cooperation
With The Croatian State

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 followi 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 Mdscow 7 (495) 783-4009.
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