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Summary:

Strabag SE

Credit Rating: BBB-/Stable/--

Rationale

The rating on Austria-based engineering and construction group Strabag SE reflects its satisfactory business risk

profile as a leader in road construction and civil engineering in Central and Eastern Europe (CEE). In addition,

Strabag benefits from vertically integrated operations, which provide barriers to entry and strategic access to raw

materials. It has good geographic diversification, a favorable operational track record, and a still-robust contract

backlog. Furthermore, Strabag has a solid capital structure, which provides a cushion against adverse market

conditions.

The rating is constrained by the company's high operating risk in the construction industry, which is cyclical,

competitive, and low margin. In addition, Strabag is exposed to project-related execution risks, whereby cost

overruns or delays in large projects could impair its earnings. Strabag's credit profile is also weighed down by

negative free operating cash flow, largely due to heavy expansion-related spending. Furthermore, Strabag's credit

profile continues to be constrained by concerns over its financial policies and corporate governance practices

following recent shifts in its ownership structure.

Key business and profitability developments

Strabag's revenue and earnings have grown consistently over the past few years, with reported 2008 output volume

up by 28% and EBITDA up by 9% year on year. However, operating performance is now increasingly coming

under pressure because of the sharp decline in construction markets. The company's order backlog of about €13.3

billion was still robust on Dec. 31, 2008, and gives good visibility for 2009 performance if there are no delays or

cancellations in major projects. Nevertheless, less visibility exists from 2010, owing to the slide in new orders that

has accelerated since the beginning of 2009, with nonresidential sectors in Europe, in particular, feeling the impact

of the overall economic downturn.

This has increased Strabag's reliance on the European infrastructure sector, which is likely to benefit from local

government stimulus packages and EU-sponsored investment programs directed particularly toward the Eastern

European region. Consequently, Strabag's ability to maintain its positive operating trend in the infrastructure sector

will be an important factor in helping to moderate the general industry decline. Nonetheless, operating margins are

likely to be affected by the intensified competition and will largely depend on the company's ability to align its fixed

cost base to falling workloads.

Key cash flow and capital structure developments

Strabag has pursued its extensive expansion, as expected, through several acquisitions and heavy growth capital

spending over the past year, which resulted in negative free operating cash flows in 2008. In 2008, the ratio of

capital expenditures and acquisitions to sales was relatively high at about 10%, of which about 7% related to

industrial capital spending. Nevertheless, management's announced capital spending curtailments should benefit

operating cash flows in 2009, which we view positively for credit quality, particularly in the context of declining

markets.
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Strabag's reported net cash position (excluding nonrecourse debt and cash in the Alföld Koncessizios Autopalya

AKA concession in Hungary) declined substantially to €110 million as of Dec. 31, 2008, from €927 million as of

Dec. 31, 2007. Consequently, credit measures weakened in 2008, but remained at a level comfortably adequate for

the rating, with adjusted funds from operations (FFO) to debt of about 193% and adjusted debt to EBITDA of 0.6x

(excluding nonrecourse debt).

Liquidity

Liquidity is adequate. As of Dec. 31, 2008, Strabag had €1.49 billion in cash and cash equivalents, and €400 million

availability under short-term revolving credit facilities. Liquidity is likely to weaken over the next quarters, due to an

outstanding payment of about €310 million for an acquisition that is pending approval. However, it should remain

sufficient to service near-term debt obligations and working capital swings. Furthermore, Strabag has some capital

spending flexibility, which could provide a cushion to operating cash flows if markets decline more sharply than

expected.

The short-term tenor of revolving working capital credit facilities, which have to be renewed each year, poses a

liquidity risk. This risk is partly offset by credit lines granted by various banks with which Strabag has longstanding

relationships. We expect the company to refinance or roll over its existing revolving lines well ahead of their

maturities, and to actively seek to secure a longer term working capital financing over the near term. Bank and

guarantee facilities include financial covenants and material adverse effect clauses. Headroom under the covenants is

expected to remain sufficient.

Strabag's liquidity is supported by its manageable debt-maturity profile. As of Dec. 31, 2008, the company reported

debt of €1.71 billion, of which about €274 million was short term, with less than one-half related to drawings under

the short-term working-capital credit lines. In addition, the debt structure included the following:

• €798 million of nonrecourse funding related to an "availability-type" AKA concession, under which a fixed fee in

exchange for service is paid to Strabag by the local government, of which €41 million was short term;

• €370 million in unsecured bonds, of which €50 million was short term;

• €116 million in liabilities from finance leases, of which about €25 million was short term; and

• Debt related to project financing, which is secured by cash flows generated by respective projects.

Outlook

The stable outlook reflects our view that, despite difficult markets, Strabag's satisfactory business profile, marked by

its leading market positions and good operating track record, will continue to support its current credit profile.

We view Strabag's disciplined capital investment policy and its attention to risk control management as key factors

in helping the company to maintain a rating-commensurate financial profile if operating profits come under

pressure. Its prudent bidding strategy is even more essential in a cyclical downturn, which is characterized by more

aggressive competition.

Furthermore, we expect Strabag's future corporate governance practices to be executed in a way that sustains

Strabag's credit profile. We believe the company will be able to comply with adjusted FFO to debt of more than

30% and adjusted debt to EBITDA at less than 2.5x, which are commensurate with a 'BBB-' rating.

Downside risks to the rating would primarily be weaker-than-expected conditions in the company's major markets,
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in particular the infrastructure sector; excessive debt levels from more aggressive-than-expected acquisition spending

or higher-than-expected shareholder returns; and/or deteriorating liquidity. Upside rating potential is currently

limited, given the increased uncertainty surrounding the company's business prospects.

Additional Contact:
Industrial Ratings Europe; CorporateFinanceEurope@standardandpoors.com

Additional Contact:
Industrial Ratings Europe; CorporateFinanceEurope@standardandpoors.com

Standard & Poor’s RatingsDirect  |  May 20, 2009 4

Standard & Poor's. All rights reserved. No reprint or dissemination without S&P's permission. See Terms of Use/Disclaimer on the last page. 722983 | 300064298

Summary: Strabag SE



Copyright © 1994-2009 Standard & Poor's, a division of The McGraw-Hill Companies. All Rights Reserved.

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they have been assigned. No sharing of
passwords/user IDs and no simultaneous access via the same password/user ID is permitted. To reprint, translate, or use the data or information other than as provided
herein, contact Client Services, 55 Water Street, New York, NY 10041; (1)212.438.7280 or by e-mail to: research_request@standardandpoors.com.

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or third parties participating in marketing
the securities. While Standard & Poor's reserves the right to disseminate the rating, it receives no payment for doing so, except for subscriptions to its publications.
Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities designed to preserve the independence and objectivity
of ratings opinions. The credit ratings and observations contained herein are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or
sell any securities or make any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or other opinion
contained herein in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's may have
information that is not available to Ratings Services. Standard & Poor's has established policies and procedures to maintain the confidentiality of non-public information
received during the ratings process.

Copyright © 2009 Standard & Poor's, a division of The McGraw-Hill Companies, Inc. (S&P). S&P and/or its third party licensors have exclusive proprietary rights in the data or
information provided herein. This data/information may only be used internally for business purposes and shall not be used for any unlawful or unauthorized purposes.
Dissemination, distribution or reproduction of this data/information in any form is strictly prohibited except with the prior written permission of S&P. Because of the
possibility of human or mechanical error by S&P, its affiliates or its third party licensors, S&P, its affiliates and its third party licensors do not guarantee the accuracy,
adequacy, completeness or availability of any information and is not responsible for any errors or omissions or for the results obtained from the use of such information. S&P
GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE
OR USE. In no event shall S&P, its affiliates and its third party licensors be liable for any direct, indirect, special or consequential damages in connection with subscriber's or
others use of the data/information contained herein. Access to the data or information contained herein is subject to termination in the event any agreement with a third-
party of information or software is terminated.

www.standardandpoors.com/ratingsdirect 5

722983 | 300064298


	Research:
	Rationale
	Key business and profitability developments
	Key cash flow and capital structure developments
	Liquidity 

	Outlook


