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MOL Hungarian Oil and Gas Plc
Key Credit Drivers for MOL

Summary Rating Rationale
The Baa3 issuer rating reflects MOL's (1) strong financial profile, with gross adjusted debt/
EBITDA of 1.5x in 2016 expected to remain in the 1.5x-1.7x range with positive free cash flow
(FCF) generation of around $150-200 million in 2017-18 despite normalization of margins
in the downstream segment from its peak in 2015; (2) strong liquidity profile with a cash
balance of $740 million in 2016 and $3.1 billion available under its revolving credit facilities;
(3) strong oil refining and marketing presence in the Central and Eastern European (CEE)
region with leading positions in its respective markets; (4) two high quality refineries with
above average complexities that enable MOL to process sour crudes into high margin refined
products; (5) integrated business profile with a downstream business as well as upstream
activities that provide resilience to the group in the current low oil price environment; and (6)
downstream integration into retail and petrochemicals, which serves as an important sales
channel for refined products and stabilizes the more volatile refining business.

The rating remains constrained by the (1) lack of geographic and production diversification
of the group's upstream activities with a significant focus on its domestic markets, Hungary
and Croatia; (2) smaller scale of MOL's upstream activities, compared to other European
peers, which cannot satisfy crude needs for the refining segment with production averaging
at 112 kBOE/day (including subsidiaries and JV/associates) in 2016; (3) mature and declining
reserve life of the upstream assets in the CEE region, which will require organic and inorganic
expansions in the next 3-4 years to maintain current production levels; (4) low diversification
in terms of crude oil supply to the refining segment with Russia accounting for 67% of
the crude oil requirements, which implies MOL's heavy reliance on the Friendship Pipeline
through Belarus and Ukraine from Russia.

Credit Strengths

» Dominant market position in the refining and retail segments in the CEE region

» Strong financial profile with adjusted debt/EBITDA at 1.5x in 2016

» Strong liquidity profile

Credit Challenges

» Geographic and production concentration with focus on domestic markets, i.e. Hungary
and Croatia

» Smaller scale of the upstream division with mature and declining reserve life

» Crude oil supply concentration from Russia with heavy reliance on Friendship Pipeline

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1068903
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Rating Outlook
The stable outlook reflects Moody's expectation that the company will be able to maintain its strong financial profile despite
normalization of the margins in the downstream sector. The outlook also reflects positive FCF generation in the coming years 2017-19
and a strong liquidity profile.

Factors that Could Lead to an Upgrade
Although an upgrade to Baa2 in the near term is unlikely, geographic diversification and a more balanced business profile with larger
scale in the upstream division could lead to an upgrade. An upgrade would also require that MOL maintain its strong financial profile
driven by cost improvement programs in the downstream segment.

Factors that Could Lead to a Downgrade
The rating could be downgraded if there is a material deterioration in the financial profile of the company due to weak refining margins
or an increase in leverage with adjusted gross debt/EBITDA rising sustainably above 2.5x due to high capital expenditure or acquisition
spending. Negative FCF generation or cash flow drain due to the INA assets impacting MOL's liquidity profile could also result in a
downgrade. The rating might also be downgraded if there is a downgrade of the sovereign rating of Hungary.

Key Indicators

Exhibit 1

 12/31/2016 12/31/2015 12/31/2014 12/31/2013

Average Daily Production (Mboe/d) 112.1 104.0 97.5 103.6

Proved Reserves (Million boe) 308.9 340.0 367.0 348.1

Total Crude Distillation Capacity (mbbl/day) 419.7 419.7 419.7 419.7

EBIT/Average Book Capitalisation 12.4% 8.3% 2.5% 5.3%

Downstream EBIT/Total Throughput Barrels ($/bbl) $7.5 $6.8 -$1.1 -$5.1

EBIT / Interest Expense 8.5x 5.1x 1.4x 2.8x

Retained Cash Flow/Net Debt 66.4% 83.1% 36.8% 78.3%

Total Debt/Capital 34.9% 29.6% 32.4% 32.8%

[1] All ratios are based on 'Adjusted ' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
Source: Moody's Financial Metrics™

Detailed Rating Considerations
DOMINANT MARKET POSITION IN REFINING AND RETAIL IN THE CEE REGION

MOL Hungarian Oil & Gas plc is a leading Central European integrated oil & gas company and is the largest company in Hungary, in
terms of revenues. The company's sales amounted to $12.6 billion and adjusted EBITDA to $2.3 billion in 2016, with an EBITDA margin
of 18.3%. The company benefits from an integrated business model with a downstream business as well as upstream activities that
provide resilience to the group in the current low oil price environment. MOL has three key divisions (1) upstream segment, which
is exploration and production of crude oil & gas with average production of 112 kBOE/day in 2016, (2) downstream segment, which
mainly involves refining or crude oil, wholesale and retail sales of refined petroleum products, i.e. petrol stations and the production
and sale of petrochemicals and, (3) gas midstream segment, which involves gas infrastructure services consisting of almost 5,800 km
long pipeline system ensuring natural gas supply in Hungary. The Hungarian state owns a 25.2% stake in MOL, whereas the remaining
is held by a combination of strategic and institutional investors.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Exhibit 2

2016 Clean CCS (Current Cost of Supplies) EBITDA by segment
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Despite the integrated nature of the business profile, MOL has a dominant position in the downstream segment in the CEE region
and enjoys high market shares particularly in the retail sub-segment in its domestic markets of Hungary, Croatia and Slovakia. The
downstream division accounted for 68% of the clean CCS EBITDA in 2016 and is expected to contribute to around 60%-65% of the
total EBITDA in 2017-19. The company has downstream operations in landlocked CEE markets with 4 refineries, 2 major petrochemical
sites and nearly 2,000 retail service stations. Two refineries, one in Hungary with processing capacity of 165,000 bpd and one in
Slovakia with processing capacity of 124,000 bpd, are both high quality refineries with Nelson Complexity Index (NCI) above 10.0.
The other two refineries, in Croatia, which are part of the INA group, the Croatian oil company, have lower NCI and utilization ratios
of around 50%, contribute only marginally to the group's EBITDA. The downstream integration into retail and petrochemicals, serves
as an important sales channel for refined products and stabilizes the more volatile refining business. The downstream segment has
become a dominant contributor to the EBITDA in the last two years due to the decline in oil prices resulting in reduced contribution
from the upstream segment.

Exhibit 3

Downstream is expected to become the main contributor to Clean CCS EBITDA
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The company primarily processes heavy/sour Russian crude oil, accounting for 67% of its crude supplies. Russian crude has historically
been priced at a discount to Brent, allowing the company to benefit from Brent/Ural differentials and higher product margins versus
the larger European market. However, we note the company's low diversification in terms of crude oil supply to the refining segment,
implying MOL's heavy reliance on the Friendship Pipeline through Belarus and Ukraine from Russia.

BUSINESS PROFILE REMAINS CONSTRAINED BY GEOGRAPHIC CONCENTRATION AND MATURE UPSTREAM ASSETS
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MOL derives 49% of its total revenues from three countries, namely Hungary, Croatia and Slovakia. MOL's upstream segment
accounted for 31% of the clean CCS EBITDA in 2016 with production activities in 8 countries and exploration activities in 13 countries.
However, a large portion of the group's reserve base and hydrocarbon production is concentrated in the CEE region with a focus on
Hungary and Croatia, accounting for nearly 70%-75% of the total production. The Baa3 rating remains constrained by the lack of
geographic and production diversification, mainly in its upstream business, with a significant focus on its domestic markets.

Exhibit 4

Revenues come predominantly from domestic markets
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Exhibit 5

Hydrocarbon production is largely concentrated in Hungary and Croatia
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Total production of MOL group in the upstream segment has declined from 143.5 kBOE/day in 2010 to 97.5 kBOE/day in 2014 and
then increased to 112 kBOE/day in 2016 due to production optimisation measures. The key reason for this decline in production is
the mature and declining reserve life of MOL's assets in Hungary and Croatia, which decreased by 25% since 2010. The company has
carried out production optimization measures in the recent years, which has helped to increase the production from these countries in
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2015-16, however, we believe organic and inorganic expansions would become necessary in the next 3-4 years to maintain the current
level of production, implying high capex needs. The company's reserve life (1P reserves/Total Production) is 7.7 years as of 2016.

INA ASSETS COULD RESULT IN A CASH FLOW DRAIN OF MOL GROUP IN THE COMING YEARS

MOL currently consolidates INA, the Croatian Oil company, in which MOL owns a 49.1% stake. The INA consolidation currently
benefits only the upstream segment as the two refineries in Croatia, which are part of the INA group only marginally contribute to
group EBITDA. INA's contribution to the upstream segment is expected to remain in the range of 15%-20% of the total group EBITDA
in 2017-19. Capex investments will be required to maintain the current level of production of the declining reserve life of the INA
assets, which could cause a drain on the cash flow of the MOL group in the coming years. However, Moody's notes that this risk is
mitigated as the company should be able to derive substantial proceeds if MOL decides to sell its stake in INA, which can be used
to increase production in the upstream assets. We also note the positive development of the arbitration ruling in favour of MOL in
December 2016, which materially reduces the risk of MOL losing the controlling stake over INA assets.

STRONG OPERATING PERFORMANCE IN 2016 DESPITE NORMALIZATION OF REFINING MARGINS

Revenues sustained above $20 billion in 2013-2014, but then declined to $14.7 billion in 2015 and to $12.6 billion in 2016, mainly
due to lower oil prices. However, adjusted EBITDA remained above $2.0 billion throughout this period, amounting to $2.3 billion in
2015 and 2016, mainly due to higher refining margins. The only low point of adjusted EBITDA was in 2014 amounting to $1.7 billion
when refining margins declined to $3.4/bbl from $4.7/bbl in 2012. The integrated business model provides resilience resulting into
downstream segment performing better when upstream segment is weaker due to low crude oil prices. The company's EBITDA margin
declined from 9.3% in 2013 to 7.9% in 2014 mainly due to weaker upstream business, which is a high margin business with EBITDA
margin above 40% levels. EBITDA margin improved to 15.5% in 2015 and 18.3% in 2016, mainly due to reduction in costs, as part of
the cost improvement programs in the downstream segment. The company completed 'NEW DS' program in 2011-2014 achieving cost
savings of $500 million and is on track to deliver further cost savings and revenue boosting measures of $500 million in 2015-2017 as
part of the 'Next Downstream (NxDSP)' program, out of which $340 million was achieved by 2016.

Exhibit 6

MOL group showed resilience in a declining oil prices' environment

$2.7

$4.7

$2.3

$3.4

$6.1
$5.7

$111 $112
$109

$99

$52

$44

$0

$1

$2

$3

$4

$5

$6

$7

$8

$9

$10

2011 2012 2013 2014 2015 2016
$0

$20

$40

$60

$80

$100

$120

M
O

L
 G

ro
u
p

 R
e
fin

e
ry M

a
rg

in
 (U

S
D

/B
b

l)
B

re
n
t 
P

ri
c
e
 (

U
S

D
/B

b
l)

MOL Group Refinery Margin (USD/Bbl) Brent Price (USD/Bbl)

Source: Company Annual Reports

Looking ahead, we expect that MOL's refining margins will normalize from their peak of $6.1/bbl in 2015 and assume margins of around
$5.0-5.5/bbl and an oil price in the middle of the range of $40-60/bbl in 2017-19. MOL is expected to maintain its strong financial
performance with adjusted EBITDA in the range of $2.0-$2.2 billion with a 60%-65% contribution from its downstream segment. We
expect EBITDA margin to sustain above 15%.
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STRONG FINANCIAL PROFILE DESPITE HIGH CAPEX SPENDING REQUIREMENTS

Funds from operations (FFO) sustained above $2.0 billion in 2013-2015, but only dipped to $1.6 billion in 2014. FFO amounted to
$2.0 billion in 2016. Cash flow from operations (CFO) averaged around $2.1 billion throughout the period, and totaled $1.8 billion
in 2016 after taking into account working capital fluctuations. Capex investments have been sizable ranging between $1.1-2.1 billion
in 2013-2016, peaking to $2.1 billion in 2014. This high capex spending in 2014 was due to completion of North Sea acquisitions, a
retail network of 44 stations in the Czech Republic and construction of the Butadiene plant, the LDPE4 unit and the reconstruction of
the Friendship I crude oil pipeline. The company reduced its capex spending in 2016 to $1.1 billion due to weaker macro environment.
Despite these sizable capex spending and dividend outflows of around $150-250 million per annum, MOL generated positive FCF
throughout this period, except in 2014, due to high capex. Adjusted Debt/EBITDA fluctuated between 1.2x-2.5x in 2013-2016, and was
at 1.5x in 2016, due to decline in total debt.

We expect CFO to range between $1.8-2.0 billion in 2017-19 after considering marginal working capital fluctuations. MOL should
be able to generate positive FCF of around $150-$200 million in 2017-19 after capex and dividend payments of $1.5-$1.6 billion and
$200-250 million, respectively. We expect MOL's adjusted gross debt/EBITDA ratio will remain in the range of 1.5x-1.7x in 2017-19.
The company's investment requirements, organic or inorganic, are expected to increase in 3-4 years to increase the reserve life of the
currently mature CEE upstream assets so as to maintain the current level of production. Capex spending is more likely to be dominated
by the chemicals transformational projects which will contribute to the company's earnings beyond 2022.

Liquidity Analysis
MOL demonstrates a strong liquidity profile with a cash balance of $741 million and available revolving facilities of $3.2 billion as of
December 2016. The company should be able to generate positive FCF of around $150-$200 million per annum in 2017-19. MOL has
debt maturities of $1.5 billion in 2017, out of which $600 million can be rolled over and $100 million in 2018, but should be able to
manage these repayments using cash balance, debt drawdown under the revolving facilities and FCF generation.

Other Considerations
MOL was not considered as a government related issuer as per Moody's methodology despite the Government of Hungary's (Baa3
stable) stake of 25.2%, as a restriction that no shareholder may exercise more than 10% of the voting rights limits the government's
voting rights in the company. Moody's considers the government as being a passive owner not involved significantly in the operating
and financing activities of the company and it does not have a board representation.

Corporate Profile
MOL Hungarian Oil and Gas Plc is a leading Central European integrated oil & gas company, with 2P (proved and probable) reserves of
459 million BOE and average production of 112 kBOE/day as of year-end 2016. The company's activity include upstream, downstream
and gas midstream operations, mostly concentrated on the Central Eastern European region. The Hungarian state owns a 25.2%
stake in MOL, whereas the remaining is held by a combination of strategic and institutional investors. In 2016 the company reported
USD12.8 billion in revenues and a clean CCS EBITDA of USD2.15 billion. The market capitalization equalled $8.4 billion as of 2 June
2017.
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Rating Methodology and Scorecard Factors

Exhibit 7

Rating Factors                

MOL Hungarian Oil and Gas Plc -Private

Integrated Oil & Gas Industry Grid [1][2] Current 

FY 12/31/2016

Moody's 12-18 Month 

Forward View

As of 5/15/2017 [3]

Factor 1 : Scale (25%) Measure Score Measure Score

a) Average Daily Production (Mboe/d) 112.1 Ba 110 - 115 Ba

b)Proved Reserves (Million boe) 308.9 Ba 250 - 300 Ba

c) Total Crude Distillation Capacity (mbbl/day) 419.7 Ba 415 - 420 Ba

Factor 2 : Business Position (20%)

a) Business Position Ba Ba Ba Ba

Factor 3 : Profitability and Returns (10%)

a)EBIT/Average Book Capitalisation 12.4% Baa 8% - 10% Ba

b) Downstream EBIT/Total Throughput Barrels ($/bbl) $7.5 A $5 - $7 A

Factor 4 : Financial Policy (20%)

a) Financial Policy Baa Baa Baa Baa

Factor 5 : Leverage and Coverage(25%)

a)EBIT / Interest Expense 8.5x A 8x - 10x A

b)Retained Cash Flow/Net Debt 66.4% Aaa 65% - 80% Aaa

c)Total Debt/Capital 34.9% Aa 27% - 30% Aa

Rating:

Indicated Rating from Grid Factor 1-5 Baa2 Baa2

Rating Drag

a) Indicated Rating from Grid Baa2 Baa2

b) Actual Rating Assigned Baa3 Baa3

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
[2] As of 12/31/2016
[3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Source: Moody's Financial Metrics™

Peer Group
MOL's Baa3 rating also takes into account the company rating's positioning compared to its European rated peers OMV AG (OMV),
Repsol S.A. (Repsol) and Polski Koncern Naftowy Orlen S.A. (PKN Orlen). OMV (Baa1 stable, Baseline Credit Assessment: baa2)
and Repsol (Baa2 negative) are seen as having a more solid business profile with larger scale compared to MOL, displaying a more
diversified and stronger production and reserves base in the upstream segment. PKN Orlen (Baa2 stable, Baseline Credit Assessment:
baa3) is seen as having a smaller but growing E&P business than MOL and a similar financial profile. PKN Orlen also benefits from
its government related issuer status, which provides a one-notch uplift to the standalone rating of the group considering the 'strong'
support from the Polish government, given its 27.5% stake in PKN.
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Exhibit 8

 MOL Hungarian   PKN ORLEN [1]    OMV AG     Repsol      

Baseline Credit Assessment N/A baa3 baa2 N/A

LT Issuer Rating Baa3 Baa2 Baa1 Baa2

Current Outlook STA STA STA NEG

GRI Support N/A Moderate Moderate N/A

GRI Dependence N/A Moderate Moderate N/A

2015 2016 2015 2016 2015 2016 2015 2016

Average Daily Production (Mboe/d) 104 112 7 14 293 302 535 661

Proved Reserves (Mboe) 340,021 308,945 89,000 114,000 1,000,133 974,400 2,259,000 2,266,167 

Crude Distillation Capacity (Mbbl/day) 420 420 707 707 367 367 998 1,013

EBIT/Average Book Capitalization 8% 12% 17% 17% 8% 7% 5% 3%

Downstream EBIT / Tot Throughput Barrels 

(US$/boe)
6.8 7.5 5.7 8.2 3.0 6.4 8.9 7.1

EBIT / Interest Expense 5.1x 8.5x 20.5x 20.7x 8.0x 7.6x 3.1x 2.2x

RCF / Net Debt 83% 66% 84% 156% 47% 49% 20% 23%

Debt / Book Capitalization 30% 35% 30% 24% 37% 38% 41% 38%

[1] PKN ORLEN is rated under the Refining and Marketing Industry Methodology
Source: Moody's Financial Metrics™

Ratings

Exhibit 9
Category Moody's Rating
MOL HUNGARIAN OIL AND GAS PLC

Outlook Stable
Issuer Rating Baa3
Senior Unsecured Baa3

MOL GROUP FINANCE SA

Outlook Stable
Bkd Senior Unsecured Baa3

Source: Moody's Investors Service
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