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Disclaimer

This report is a translation of the Dutch half-year report 2014 of Alliander N.V. Although
this translation has been prepared with the utmost care, deviations from the Dutch
half-year report may nevertheless occur, such that the information in this report may

be misinterpreted or different conclusions may be drawn. In such cases, the Dutch half-year

report 2014 will prevail.

‘We’, ‘Alliander’, ‘the company’, ‘the Alliander Group’ or similar expressions are used in this report
as synonyms for Alliander N.V. and its subsidiaries. Alliander N.V. holds the entire share capital
of Liander N.V., Endinet Groep BV, Liandon BV. and Alliander AG among other entities.

Liander refers to network operator Liander N.V. and its subsidiaries. The name Endinet refers

to the Endinet group, including network operator Endinet B.V. In this report Stam refers to

Stam Heerhugowaard Holding B.V. and its subsidiaries and Liandon refers to Liandon BV.

Parts of this report contain forward-looking information. These parts may - without limitation -
include statements on government measures, including regulatory measures, on Alliander’s
share and the share of its subsidiaries and joint ventures in existing and new markets,

on industrial and macroeconomic trends and on the impact of these expectations on Alliander’s
operating results. Such statements contain or are preceded or followed by words such as ‘believes’,
‘expects’, ‘thinks’, ‘anticipates’ or similar expressions. These prospective statements are based on
the current assumptions and are subject to known and unknown factors and other uncertainties,
many of which are beyond Alliander’s control, so that actual future results may differ significantly

from these statements.

This report has been prepared using the accounting policies applied in the preparation of

the 2013 financial statements of Alliander N.V., which can be found on www.alliander.com.

This report has not been audited.
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Profile

Alliander is an energy network group that comprises a variety of companies.
Through our energy networks we distribute gas and electricity to a large part

of the Netherlands. Our work is what makes living, working, transport and leisure
activities possible in today’s world. Alliander is helping to bring an open and

sustainable energy market closer.

Alliander’s subsidiaries Liander and Endinet operate

the regional gas and electricity networks in the provinces

of Gelderland, Friesland, Noord-Holland and parts of
Zuid-Holland, Flevoland and Noord-Brabant. Liander and
Endinet are responsible for the energy infrastructure
connections and the distribution of electricity and gas

to 3.3 million customers. Alliander’s subsidiary Liandon
provides services relating to the construction and maintenance
of complex energy infrastructures.

Alliander aims to fulfil its public responsibilities in a dedicated
and reliable manner and seeks to achieve balanced growth for
all its stakeholders: customers, employees, shareholders and
lenders, the environment and society at large. Alliander is fully
aware at all times of the importance of energy to its customers

and to society.
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Alliander also plays an important role in facilitating moves
towards greater sustainability in Dutch energy supplies.

The increase in sustainable, more decentralised power
generation makes demands on the energy infrastructure and
represents a challenge for network companies. Alliander sees
it as its responsibility, together with other market participants,
to facilitate this greater sustainability at an acceptable cost

to society.

The major shareholders are the Dutch provinces of Gelderland,
Friesland and Noord-Holland and the City of Amsterdam.

The province of Flevoland and various municipalities in the
provinces of Flevoland, Gelderland, Noord-Holland and
Zuid-Holland are also shareholders.
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Objectives & results

Safety

Objectives Results 30 June 2014 Objectives ultimo 2014 Results 31 December 2013
LTIF (lost time injury frequency)'’ ﬁ 2 4 2.4 or lower

Customers
Objectives Results 30 June 2014 Objectives ultimo 2014 Results 31 December 2013
Customer satisfaction? Consumer market Outperform benchmark Consumer market
& O5.. Ol
Business market Outperform benchmark Business market

* 37. 35
Electricity outage duration Maximum of 22
(in minutes)'* O 241 24.0

Number of postcode areas with more ]3 Maximum of 18 —|5

than five interruptions in the previous
12 months

Customers with insight into energy At least 3.4% 4 8
saving potential n a . %

Employees

Objectives Results 30 June 2014 Objectives ultimo 2014 Results 31 December 2013

Employee survey score*® r_]/a At least 7.3
Employee absenteeism’ Maximum of 4.0% 4 'I
3.8 Jx

Women in leadership positions At least 22% 20 7
21 6/ S

People at a distance from the At least 90

labour market® 68 80

The score represents a 12-month moving average.

Customer satisfaction is a measure of the relative satisfaction rating for customers in both the consumer and business markets, calculated by an external agency
several times a year using random surveys.

The outage duration expresses in minutes the average time for which our customers are without electricity over a 12-month period in the area served by Liander.
Service score to be published in second half of 2014.

Commencing in 2014, a different survey has been conducted (‘Great Place To Work’), meaning that the 2014 target and the 2013 result are not comparable.
Alliander supports people whose personal circumstances make it more difficult for them to find work. The 2014 figure relates to six months.

N =

o0

n/a = not available
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Shareholders and investors

Objectives Results 30 June 2014 Objectives ultimo 2014 Results 31 December 2013

Retention of solid rating S&P: AA-/A-1+/Stable Objective: Maintain solid A S&P: AA-/A-1+/Stable outlook
outlook rating profile Moody’s: Aa3/P-1/Stable
Moody's: Aa3/P-1/Stable outlook
outlook

Financial policy’ Objective:

FFO/net debt 36 .O% >20% 387%
Interest cover 8 . O > 3.5 8 . O
Net debt/(net debt + equity) 3 6 3 3 6 5

. % < 60% . %
Solvency 52 .4% > 30% 51 .1%

Sustainability

Socially responsible procurement? @ 59 At least 60% 47
% %
CO; emissions from Maximum of 783 kton
business operations . 409 Kton 81 9 kton

Financial key figures

1 half

€ million, unless otherwise stated 2014 2013

Revenue 837 860
Other income 85 50
Operating expenses 691 698
Operating profit 231 212
Profit after tax 156 129
Profit after tax excluding incidental items and fair value movements 114 131
Investments in property, plant and equipment 273 245
Cash flow from operating activities 219 234

30 June 2014 31 December 2013

Total assets 7,537 7,548
Total equity 3,416 3,375
Net debt * 1,766 1,718
ROIC* 7.0% 7.6%

1 The financial framework within which Alliander operates is based on four ratios, as presented in the above table. These ratios are calculated according to the principles
of our financial policy. These principles differ in one respect from the classification according to IFRS: under IFRS the subordinated perpetual bond loan is recognised
as equity whereas, according to the principles of our financial policy, this instrument is treated as 50% borrowed capital and 50% equity. The funds from operations
(FFO)/net debt ratio is the 12-month profit after tax adjusted for deferred tax movements and incidental items and fair value movements plus depreciation of property,
plant and equipment and amortisation of intangible assets and accrued income, as a percentage of net debt. The interest cover ratio concerns the 12-month profit after
tax, adjusted for the movements in the deferred tax assets and liabilities, for the incidental items and fair value movements, plus the depreciation and amortisation
of property plant and equipment and intangible assets and the net amount of finance income and expense, divided by net finance income and expense adjusted for
incidental items and fair value movements. The solvency ratio is obtained by dividing total equity including the profit for the period by total assets less the expected
dividend distribution for the current year and deferred income.

. The SRP (socially responsible procurement) percentage shows the proportion of Liander’s expenditure which meets the SRP criteria.

3. Net debt is defined as interest-bearing debt less interest-bearing receivables, cash and cash equivalents and investments that are not restricted.

4. Return on invested capital (ROIC) is defined as the 12-month operating profit adjusted for incidental items and fair value movements, profit after tax from associates

and joint ventures and tax, as a percentage of average invested capital (= the sum of the carrying amounts of intangible assets, financial assets, property, plant and
equipment and working capital less deferred income).

N
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Report of the
Management

Summary of significant events

Disposal of NV. KEMA shares

On 12 May, Alliander sold its equity stake (25.4%) in NV. KEMA
to DNV GL Group for € 80 million, producing a net book profit
of € 45 million. The transaction honoured agreements reached
between Alliander and DNV GL Group at the end of

December 2011 and the end of February 2012.

Network investment and maintenance

Maintenance costs and network investments

Board

Realised until Realised until Objective at Realised
€ million June 2014 June 2013 year-end 2014 2013
Electricity
Expansion 86 75 182 167
Replacement 44 37 90 80
Gas
Expansion 21 15 31 36
Replacement 48 60 123 134
Metering devices 23 29 55 53
Other network 16 17 74 34
Total investments 238 233 556 504
Maintenance costs 111 129 219 258
Total maintenance costs and
network investments 349 362 775 762
Number of smart meters installed 90,000 129,000 226,000 224,000

Securing the ongoing quality, safety and capacity of the
electricity and gas distribution networks, both now and for

the future, is a fundamental responsibility of our network
operators. Investment in maintenance and replacement of

the energy networks is essential, both to preserve the existing
quality and safety standards and to distribute the growing
renewable energy streams. Capital expenditure rose in the

first half of 2014, to € 238 million (2013: € 233 million), of
which € 92 million related to replacement investment and

€ 107 million was invested in network expansion. 90,000 smart
meters were fitted in the first half of 2014, 39,000 fewer than in
the first half of 2013, owing to lower demand from customers.
The widespread rollout of smart meters will start in 2015.

Alliander and Enexis exploring

regional energy network swap

The network companies Alliander and Enexis are exploring
the possibility of exchanging the energy distribution networks
of Enexis in Friesland and the Noordoostpolder for those of
Alliander in the Eindhoven and Southeast Brabant (Endinet)
regions. The two companies signed a letter of intent to that
effect on 18 March 2014.

The proposed exchange on the part of the network operators
is in line with the policy of the Ministry of Economic Affairs
of organising the areas served by network operators so that
they coincide with provincial boundaries (as set forth in the
Kist Committee Report of 2009). If the exploration reveals that
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Summary of significant events

there is indeed scope for exchanging the networks, a proposal
to that effect will be submitted to the Supervisory Boards and
shareholders. The proposed changes will also be agreed with

the works councils and unions.

Growth strategy

Alliander foresees considerable capital expenditures on its
networks in the longer term. In view of these expenditures,
a growth strategy was developed, which has been put to

the shareholders. Alliander’s shareholders are looking for
substantial growth of the business to keep costs as low as
possible for the customers, also in the longer term. They see
growth in the Netherlands as a priority. Alliander is exploring
growth opportunities in this country together with its
shareholders. In this light, sizable growth in Germany is

not expedient at this time. As a result, Alliander decided to
withdraw permanently from the bidding processes for the
concessions for Berlin and Hamburg in the first half of 2014.

STROOM consultation document

The Ministry of Economic Affairs has published a consultation
document (STROOM) outlining proposed future legislation
governing such things as the activities of both network
operators and network companies. This consultation follows
on a lengthy process of preparation in which the government
department has been talking to market participants, network
operators, the Authority for Consumers & Markets (ACM) and
other stakeholders. Liander and Endinet have also been

involved in this process and expressed their opinions.

Expansion of Management Board

In order to be able to respond to future challenges, a decision
has been taken by the Supervisory Board to increase the size

of the Alliander Management Board. Ingrid Thijssen has
accordingly joined Alliander’s Management Board, with special
responsibility for network operator Liander with effect from
the middle of May 2014.

Trade and Industry Appeals Tribunal

In May 2014, the Trade and Industry Appeals Tribunal

(Dutch acronym: CBb) gave its decision in two cases brought

by Alliander. The first decision concerned the Binding Order of
the Authority for Consumers & Markets (ACM) to make changes
to the network to which lampposts in Amsterdam are
connected for safety reasons. The CBb overruled this binding
order. Alliander is currently looking into what unjustified
expenses have been incurred with a view to seeking
compensation from the ACM. The second decision concerned
the question surrounding the Binding Order and the imposed
Fine (€ 3.3 million) related to the alleged failure to observe the
confidentiality obligations under the Electricity Act and the Gas
Act when the tasks of billing and customer contacts in the

consumer/small user market were subcontracted to Nuon CCC.
The CBb overruled the Binding Order. The Fine has been
referred to the Grote Kamer (special appeal court). As regards
the Binding Order, Alliander is currently looking into what
unjustified expenses have been incurred with a view to seeking
compensation from the ACM. The appeal proceedings relating
the Fine will take some considerable time.

Safety

Lost Time Injury Freguency

This safety standard is used to measure the effectiveness of the safe
working practices at Alliander. The LTIF score is the 12-month
moving average of the number of accidents resulting in time off
work related to the total number of hours worked. Alliander’s
LTIF score over the previous 12-month period is 2.4, which is
precisely on target. In the first half of 2014 there were 10 accidents
resulting in time off work. This is an improvement compared with
the 12 in the first half of 2013. The accidents have been
investigated and measures have been put in place to reduce the
accident risk in the future. In response to the number of accidents,
Alliander has launched a programme aimed at bringing about

a structural improvement in the safety culture by introducing

a safety ladder rating (levels 1-5) to measure the safety culture.

Customers

Customer satisfaction

General customer satisfaction remained high in the first half
of 2014, with 95% (2013: 91%) of consumers being satisfied
with the services we provide. Our customer-satisfaction rating
in the business market was 87% (2013: 85%). Relative to the
benchmark for network operators, our customer-satisfaction
rating showed an improvement on 2013. For both the consumer
market and the business market, Alliander occupies an

above-average position vis-a-vis the benchmark.

Outage duration

An uninterrupted power supply is very important in our
society. Our staff work constantly to ensure a reliable and safe
network. The security of supply of electricity is reflected in the
outage duration, which expresses in minutes the average time
for which our customers are without electricity over a 12-month
period in the area served by Liander. Outage duration shows
avery slight increase, with the 12-month moving average up
to the end of the first half of 2014 working out at 24.1 minutes
(year-end 2013: 24.0 minutes). This was mainly due to a higher
amount of power outage in the second half of 2013. In the first
six months of 2014, the outage duration was 9.6 minutes

(first half 2013: 9.7 minutes).
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On 30 May 2014 a burst water main was discovered in the
Sprenkelaar district of Apeldoorn. At the same time a gas-
outflow was detected. It was subsequently found that water and
dirt had entered the gas main and 6km of gas main had to be
cleaned out as a consequence, leaving 1,317 homes without gas
for several days. Liander is paying compensation totalling
almost € 1 million to all those customers affected by the
disruption to gas supplies in Apeldoorn, which it has a legal
obligation to do. Investigations have yet to establish exactly
what happened, and whether further steps should be

considered.

Postcode areas with more than

five interruptions

The number of postcode areas with more than five supply
failures (repeat failures) in the previous 12-month period is 13.
The figure for the whole of 2013 was 15.

Energy transition

Alliander is investing in the smart grid in preparation for
growth in the feed-in of locally generated power and supports
sustainable energy initiatives by both residential and business
customers. The number of customers with electricity feed-in
arrangements increased by 31% in the first half of 2014, rising
to over 63,000 (year-end 2013: 48,000). This increase was due
almost entirely to the growing number of residential solar

PV installations. As at mid-2014, the number of wind power
installations (wind farms and stand-alone turbines) operated
by industrial users stands at 1,232 (year-end 2013: 1,175).

Employees

Workforce

Compared with year-end 2013, the total number of permanent
and contract staff as at 30 June 2014 was 19 higher at

6,824 FTESs, the net effect of a decrease of 34 FTEs in

permanent staff and an increase of 53 FTEs in external staff.

Women in leadership positions

Alliander encourages women to progress to leadership
positions. The proportion of leadership positions occupied by
women as at 30 June 2014 was 21.6%, compared with 20.7%

as atyear-end 2013.

Sickness absence
Sickness absence in the first half of 2014 ran at 3.8%,
representing a decline compared with 2013 (4.1%).

The figure is a 12-month moving average.

Committed network company

Alliander believes it is important for everyone to have the
opportunity to work, but understands that it is difficult for
people in some groups in society to find a job. In the Step2Work
project, Alliander offers participants a recognised training
programme (including skill qualifications) and relevant work
experience. In the first half of 2014, 68 new recruits joined the
Step2Work project (compared with 80 new recruits for the
whole of 2013).

Shareholders and investors

Credit ratings
There has been no change in Alliander’s long-term credit rating
and outlook compared with year-end 2013.

Financial policy ratios

As at 30 June 2014, all four ratios satisfied the standards set,
although there have been slight changes compared with
year-end 2013.

Sustainability

Sustainability rating

The CSR rating agency Oekom once again assessed Alliander

in the period under review. Based on its findings, Oekom raised
Alliander’s CSR rating on 7 July 2014 from B to B+ (on a scale of
A+ (highest) to D- (lowest)). This puts Alliander currently among

the companies with the highest CSR scores in the sector.

Socially responsible procurement
Working with suppliers, Alliander aims to make the energy
supply chain more sustainable. To this end we are concluding
socially responsible procurement (SRP) declarations with our
suppliers, defining the generic and specific sustainability
standards we seek to achieve in our relationship with them.
SRP-accredited suppliers accounted for 59% (2013: 47%)

of our purchases in the first half of 2014.

CO, emissions from business operations
The CO, emissions connected with Alliander’s own operations in
the first half of 2014 amounted to 409.1kt, compared with 819kt
for the whole of 2013. The target for 2014 is to limit emissions

to 783kt.
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New initiatives

Two new activities were embarked upon in the first half
of 2014:

The first of these concerned the establishment of Energy
Exchange Enablers BV (EXE). Alliander envisages strong growth
in decentralised power generation and the energy market model
will look very different in the future. Complexity, regulation and
established interests all mean that new business concepts find it
very difficult to get off the ground. EXE will be offering innovative
services aimed at lowering the aforementioned barriers in an
attempt to facilitate the market of the future.

The second business to be launched is Locol. Local initiatives to
enhance the livability of an area are becoming increasingly
commonplace, including cooperatives or owners’ associations
generating their own power. The success of initiatives like these
generally involves the close cooperation of several different
parties. Those parties do not always know how to get in touch
with each other, however, and ideas run into obstacles and get
nowhere. Locol will be assisting promising ‘smart city’ ideas.

2013 saw the establishment of Alliander Mobility Services.

In the first half of 2014, it was decided Alliander Mobility Services
should be renamed Allego. Allego installs and operates charging
systems for electric vehicles.

Sustainability initiatives

Alliander is facilitating the transition to a sustainable energy
system for its customers. Various initiatives were launched in
the first half of 2014 with this aim in view, including:

Construction of Nijmegen district
heating system

Alliander has started work on the construction of a system of
heat distribution mains in Nijmegen that will supply waste heat
from the ARN waste-to-energy plant to heat 14,000 existing and
new homes and businesses in the Waalfront and Waalsprong
districts. The heat supplied by the district heating system will
be associated with a reduction of up to 70% in CO, emissions
compared with heating systems using individual condensing-
type gas boilers, making it a particularly eco-friendly solution.
With this project, Alliander is contributing to the sustainable
development of the region. The investment in the first half

of 2014 amounted to € 11 million, on a total investment of

€ 20 million.

Energy transition study on Texel

On the island of Texel, under the banner ‘Texel, slim
zelfvoorzienend’ (Smart self-sufficiency for Texel), an
experiment was begun involving 300 homes to see whether
and in what way the island could meet its own electricity needs.
In the year ahead, the participating homes will gain a greater
insight into intelligent ways of using the power they generate
themselves and their overall electricity consumption, thanks

to smart meters, usage displays and advice.

Waste heat from Tata Steel

Alliander together with third parties is exploring the feasibility
of a district heating system in and around IJmuiden utilising
the waste heat from the Tata Steel steelworks to heat 45,000
homes. Tata Steel, Province of Noord-Holland, Municipality of
Velsen, IJmond Environmental Services, Alliander and energy
service provider Dalkia are conducting a joint feasibility study
for a possible network of heat distribution mains for Ilmond
and district (Regionaal Warmtenetwerk IJmond). The initial

results of the study are expected in mid-September 2014.

Risk management

Risk management at Alliander is an important part of the
overall management of the organisation. Through the explicit
implementation of risk management Alliander aims to put
good governance into practice. Well organised risk management
produces the management information we need to achieve our
business objectives. With a proper understanding of the risks,
we are able to take effective action to address them. A risk may
be acceptable if taking that risk is the result of a carefully
considered decision based on weighing the impact, the
probability and the benefits. For a more detailed analysis of
risk policy, see the Risk Management section of the 2013
annual report. The following paragraphs report on the action
taken to address the most important risks in the various

risk categories.

Strategic risks

The energy transition process constitutes a major challenge
when it comes to maintaining the electricity and gas
distribution systems in reliable condition at affordable cost.
The main developments affecting the demand for capacity are
the advent of electric vehicles and an increase in the use of heat
pumps. On the supply side there is a growing trend towards
renewable generation, especially in the form of solar PV. At this
stage, this is still relatively limited in extent but rapid growth
is on the cards. This potentially has a huge impact on the
network. Alliander is therefore taking a proactive approach

in anticipation of these developments. Various possible future
complications and challenges have been identified.
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These have been included in the input used in defining the
future business model, important objectives of which will be
to increase the insight into customer needs, to reduce outage
durations and the frequency of outages, to ensure optimum
investment decisions, to reduce distribution losses and to

perform maintenance work more efficiently.

The sufferance tax burden also continues to be a risk as regards
the working capital position and as regards profitability, since
the growing burden of sufferance tax is only partially
recoverable. Increasingly, municipal authorities are levying

a sufferance tax — the local tax charged for use of public land.
Over the last three years, the costs of these levies have risen by
more than 50%. Primary and secondary legislation concerning
sufferance tax has been in preparation for some considerable
time but the law has not yet been amended. Until such time

as itis, Alliander will continue to mount legal challenges
wherever the company believes sufferance tax is charged

unjustifiably.

Operational risks

Alliander devotes a great deal of effort into managing risks
with the potential to cause damage to the network
infrastructure and is proactive in addressing these risks.
Initiatives in the first half of the year have included additional
activities aimed at further reducing the risk of poor voltage
quality. Voltage quality can be affected by the existing quality
of network components, by the implications of the energy

transition process and even by actions on the part of customers.

The space for both underground and aboveground
infrastructure in densely populated areas is restricted.

This coupled with stricter requirements regarding visibility
and proximity makes the task of routing power lines and siting
equipment increasingly complex for network companies,
leading to higher costs. Maintaining contacts with all
stakeholders (local residents, municipal authorities, provincial
authorities) is accordingly crucial. The action being taken
includes establishing closer contacts and closely monitoring
developments on the spatial planning front.

The quality of data - information on materials, dimensions
and situations, as well as administrative data - is also vital
to the activities of Alliander. The already completed data
enhancement and cleaning activities together with those
still planned are resulting in a decreased data risk.

The management of the energy distribution systems involves
processing sensitive and confidential data. Alliander takes
measures to minimise privacy and security risks and to
prevent unauthorised access to the company’s networks in
its protection of this data. These risks — an important topic,
given the increased digitalisation of the energy networks -
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are actively monitored and new developments may result

in changes to the built-in protection.

Financial risks

Alliander is exposed to credit risks, comprising counterparty
risks, customer-related risks and supplier-related risks.
Under the existing credit policy, credit risks are managed
proactively by employing credit analysis techniques and credit
management. There were no material credit-related losses in
the first half of 2014.

Risks to society

The networks operated by Alliander constitute vital
infrastructure and Alliander attaches great importance to
protecting this infrastructure. Dealing with risks resulting
from climate change, for example rising temperatures,

is one of the challenges faced. In addressing these challenges,
Alliander works closely with partners - such as municipal
authorities and emergency services — across the region.

A project was initiated, for instance, to assess the wildfire risk
to one of the substations and to take action accordingly. This
has resulted in the Kattenberg Arnhem Wildfire Control Plan.

Financial performance

General

The profit after tax for the first half of 2014 was up by

€ 27 million compared with the corresponding period in 2013
and came in at € 156 million. This increase was due to the
incidental book profit after tax of € 45 million on the disposal
of an equity interest (25.4%) in N.V. KEMA to DNV GL Group,
which was partly cancelled out by the effect of reduced revenue
due to lower tariffs.

The net debt position increased by € 48 million, mainly
because of the dividend distribution of € 125 million, which
was partially funded by the proceeds from the sale of the
KEMA shares. The solvency ratio strengthened by about
1.5 percentage points to 52.4%, largely as a consequence of
the higher profit after tax.

Income statement

Revenue

Operating income in the first half of 2014 was € 922 million,
up € 12 million compared with the first half of 2013. This
increase was largely the effect of the incidental gain on the sale
of the KEMA shares (€ 40 million), plus the effect of increased
revenue from non-regulated activities (€ 3 million), offset by

lower revenue from regulated business (€ 32 million).
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Operating expenses

Total operating expenses in the first half of 2014 were

€ 691 million (first half 2013: € 698 million). The decrease

of € 7 million compared with the first half of 2013 was due

mainly to:

e lower purchase costs and costs of subcontracted work
(€ 37 million) as a consequence of reduced billing and
payment collection costs (implementation of supplier
model) and also reduced costs associated with fault
repairs and maintenance;

e areduced amount of capitalised production costs
(€ 15 million), mainly owing to a reduction in hours charged
for own work capitalised,;

e increased costs in respect of sufferance tax (€ 9 million);

e increased staff costs (€ 8 million), partly due to a Collective
Labour Agreement increase, other employee benefits and

employee benefit provisions.

A different approach to the analysis and control of cost trends,
instead of looking at it on the basis of cost categories reflecting
the format of the income statement, involves analysis from
a management perspective. Seen from this angle, the following
cost components can be identified:
e purchase costs, including the cost of grid losses, costs
passed on by TenneT and sufferance taxes;
e process costs, particularly network maintenance costs
and the costs of billing and payment collection;
e indirect costs, comprising the overhead and general
administrative expenses;

e depreciation and amortisation charges.

This produces the following analysis of operating expenses,

excluding incidentals:

Specification operating expenses,
excluding incidental items

T half
€ million 2014 2013
Purchase costs 208 182
Process costs 158 191
Indirect costs 147 148
Depreciation 176 173

Total 689 694
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Purchase costs were up, chiefly owing to the higher sufferance
tax expense (€ 9 million) and higher charges on the part of
TenneT (€ 7 million). Process costs, by contrast, were down
owing to lower costs for billing and payment collection

(in connection with the supplier model implemented in the
preceding year) as well as lower costs for fault repairs and
maintenance. The indirect costs were almost unchanged
compared with the corresponding period last year. In this
context, it should be noted that the indirect costs include the
costs of improvement programmes covering the core activities
of the business, amounting to € 16 million. Excluding these
costs, the normal indirect costs would amount to € 131 million,
representing a reduction of € 17 million (11%) compared with
the first half of 2013.

Finance income and expense
Finance income and expense in the first half of 2014 resulted
in a net expense of € 39 million (first half 2013: € 38 million).

Result from associates and

joint ventures

The result from associates and joint ventures in the first halves
of both 2014 and 2013 was nil.

Tax

The effective tax rate (the tax rate expressed as a percentage

of profit before tax, excluding the share in the results after tax
of associates and joint ventures) for the first half of 2014 was
18.7% (first half 2013: 25.7%). The difference between this and
the tax burden at the standard rate (25%) is largely due to the
substantial-holding privilege connected with the disposal of

the non-controlling interest in KEMA.
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Incidental items and fair value
movements

Alliander’s results can be affected by incidental items and fair
value movements. Alliander defines incidental items as items

which in the management’s opinion do not derive directly from
the ordinary activities and/or whose nature and size are so
significant that they must be considered separately to permit
proper analysis of the underlying results.

Reported figures and figures excluding incidental items and fair value movements

1t half

Excluding incidental

Incidental items and items and fair value

€ million Reported fair value movements movements
2014 2013 2014 2013 2014 2013

Revenue 837 860 - - 837 860
Other income 85 50 40 - 45 50
Total purchase costs, costs of subcontracted work and operating

expenses -595 -620 -2 -5 -593 -615
Depreciation and impairments -176 -173 - - -176 -173
Own work capitalised 80 95 - - 80 95
Operating profit (EBIT) 231 212 38 -5 193 217
Finance income/(expense) -39 -38 -1 2 -38 -40
Result from associates and joint ventures - - - - - -
Profit before tax 192 174 37 -3 155 177
Tax -36 -45 5 1 -41 -46
Profit after tax 156 129 42 -2 114 131

Notes to incidental items
The incidental item under other income in 2014 relates to
the disposal of the 25.4% interest in KEMA to DNV, including

Divestment participation KEMA

the writedown of the related put and call options, which has been

accounted for as follows:

€ million

Sale price 80
Less: carrying amount participation 23
Gross book profit 57
Options settlement 17
Book profit before tax (other income) 40
Tax 5
Book profit after tax 45

The gross amount of the book profit qualifies for the substantial-
holding privilege. In connection with the options writedown,

the associated deferred tax liability has been released to income,
resulting in a net book profit on the sale of the interest in KEMA
of € 45 million.

The incidental expense in the purchase costs, costs of
subcontracted work and operating expenses in the first halves
of both 2014 and 2013 relates to costs connected with changes

in the organisation. The incidental finance income of € 1 million
in the first half of 2014 (first half 2013: € 2 million expense)
relates to exchange differences between the euro and the

US dollar on the assets recognised in the balance sheet relating

to cross-border leases.

The tax effect on the incidental items and fair value movements

is accounted for in the tax item.
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Segment information

The operating profit of the segment represented by network
operator Liander in the first half of 2014 amounted to

€210 million, a decrease of € 6 million compared with the

first half of 2013, largely as a consequence of the decrease

in regulated tariffs. The network company Endinet segment
reported an operating profit of € 10 million in the first half of
2014, compared with € 13 million for the corresponding period
in 2013. The other segment (mainly comprising non-regulated
activities, corporate staff departments and service units)
posted an operating profit of € 27 million negative (first half
2013: € 12 million negative), owing to such factors as the new
activities relating to sustainable area development, sustainable

mobility solutions and sustainable housing.

Cash flows

Cash flow from operating activities

Cash flow from operating activities in the first half of 2014 was
€219 million (2013: € 234 million). The drop of € 15 million was
mainly due to the amount of corporation tax paid, compensated
to some extent by a higher profit after tax.

Cash flow from investing activities

The cash outflow from investing activities in the first half of
2014 amounted to € 154 million (first half 2013: € 224 million).
Capital expenditure on property, plant and equipment

in the first half of 2014 amounted to € 273 million

(2013: € 245 million).

Investment in property, plant and equipment

€ million 1 half

2014 2013
Electricity regulated 130 112
Gas regulated 69 75
Metering devices 23 29
Buildings, ICT etc. 51 29
Total 273 245

14

The increase of € 28 million mainly relates to the electricity
distribution networks, the Nijmegen district heating system

(€ 11 million) and the premises in Duiven. Also included in this
cash flow are the proceeds from the sale of the KEMA shares

(€ 80 million).

Cash flow from financing activities

Cash flow from financing activities in the first half of 2014 was
an outflow of € 30 million, matching an outflow of € 30 million
in the corresponding period in 2013. The increase in the
amount of dividend paid in 2014 was partly compensated

by the movements in the short-term deposits and was also
affected by the payment made in 2013 to the holders of the
subordinated perpetual bond loan. There were no major

financing transactions in the first halves of either 2014 or 2013.

Financing and credit rating

Financial policy

Alliander’s financial policy is aimed at achieving a balance
between protecting bond holders and other providers of
borrowed capital and maintaining an adequate shareholders’
return, while preserving the necessary flexibility to enable the
company to grow and invest. The financial framework within
which Alliander operates is based on the four ratios presented
in the key figures. As at 30 June 2014, all four ratios satisfied
the standards set.

The general principles of the financial policy are to ensure a
balanced repayment schedule and to have access to committed
credit facilities and sufficient cash and cash equivalents.

By operating within the financial framework and in accordance
with the general principles, a solid A rating profile is maintained.

Net debt position and financing

The net debt position, based on IFRS, as at 30 June 2014
amounted to € 1,518 million (31 December 2013:

€ 1,470 million) and, based on Alliander’s financial policy,

€ 1,766 million (€ 31 December 2013: € 1,718 million). The
increase is mainly accounted for by the dividend distribution of
€ 125 million, which was partially funded by the proceeds from
the sale of the KEMA shares, amounting to € 80 million.
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Reconciliation net debt position

€ million 30 June 2014 31 December 2013
Long-term interest-bearing debt 1,610 1,611

Short-term interest-bearing debt 282 284

Finance lease liabilities 128 127

Gross debt 2,020 2,022
Cash and cash equivalents 190 155

Non-current financial assets - 136

Current financial assets 140 100

Investments held for lease obligations related to cross-border leases 171 161

Total cash and cash equivalents and investments 502 552
Net debt in accordance with the annual financial statements (IFRS) 1,518 1,470
50% of the subordinated perpetual bond loan 248 248
Net debt on the basis of Alliander’s financial policy 1,766 1,718
Development net debt position Credit facilities

€ million As at the end of June 2014, Alliander had at its disposal

a revolving credit facility (RCF) for a total amount of

€ 600 million, running until mid-July 2018. The RCF

had not been drawn upon as at 30 June 2014 (unchanged from
31 December 2013). Alliander also has an EMTN programme
of € 3 billion, of which € 1.8 billion had been issued as at

30 June 2014 (31 December 2013: € 1.8 billion), and an ECP
programme of € 1.5 billion which had not been drawn upon

1,718 -219 154 125 -12 1,766
|
[ [

Net debt Cash flow Cash flow Dividend Other Net debt as at 30 June 2014 (unchanged from 31 December 2013).
position from operating from investing position
2013 activities activities 30 June 2014

The repayment obligations in the years ahead are mainly
connected with the bond loans under the EMTN programme.

Interest-bearing debt repayment schedule
€ million

424 409 400
279 306
42
6 5 6 I i U - ]

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 22024




Alliander Half-Year Report 2014  Summary of significant events

Statement by the
Management Board

The Management Board hereby declares that, to the best of

its knowledge:

1. The consolidated half-year financial statements for 2014
provide a true and fair view of the assets, liabilities, financial
position and profit of Alliander N.V. and its consolidated
group companies; and

2. The report by the Management Board presents a true and fair
account of the state of affairs as at balance sheet date, the
main events during the half-year and details of the principal
risks and uncertainties for the remaining six months of 2014

for Alliander N.V. and its consolidated group companies.
Arnhem, 23 July 2014

The Management Board
Peter Molengraaf, Chairman
Mark van Lieshout

Ingrid Thijssen

16
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1¢ half
€ million 2014 2013
Revenue 837 860
Other Income 85 50
Total income 922 910
Operating expenses
Purchase costs and costs of subcontracted work -188 -225
Employee benefit expenses -234 -226
External personnel expenses -56 -52
Other operating expenses -117 -117
Total purchase costs, costs of subcontracted work and operating expenses -595 -620
Depreciation and impairment of property, plant and equipment -176 -173
Less: Own work capitalised 80 95
Total operating expenses -691 -698
Operating profit (EBIT) 231 212
Finance income 10 11
Finance expense -49 -49
Result from associates and joint ventures after tax - -
Profit before tax 192 174
Tax -36 -45
Profit after tax 156 129
Consolidated statement of comprehensive income

1¢t half
€ million 2014 2013
Profit after tax 156 129
Other elements of comprehensive income
Items that will be reclassified subsequently to profit or loss
Revaluation of available-for-sale assets 10 -9
Movement in fair value cash flow hedges - 1
Comprehensive income 166 121
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Consolidated balance sheet
€ million 30 June 2014 31 December 2013
Assets
Non-current assets
Property, plant and equipment 6,107 6,012
Intangible assets 323 323
Investments in associates and joint ventures 9 32
Available-for-sale financial assets 171 297
Other financial assets 26 25
Deferred tax assets 222 244
6,858 6,933
Current assets
Inventories 38 37
Trade and other receivables 267 282
Derivatives - 19
Tax assets 20 -
Other financial assets 140 100
Cash and cash equivalents 190 155
655 593
Fixed assets held for sale 24 22
Total assets 7,537 7,548
Equity & liabilities
Equity
Share capital 684 684
Share premium 671 671
Subordinated perpetual bond 496 496
Revaluation reserve 34 24
Other reserves 1,375 1,212
Profit after tax 156 288
Total equity 3,416 3,375
Liabilities
Non-current liabilities
Interest-bearing debt 1,610 1,611
Derivatives - 6
Finance lease liabilities 128 127
Deferred income 1,565 1,555
Provisions for employee benefits 50 53
Other provisions 4 124
3,357 3,476
Short-term liabilities
Trade and other payables 91 76
Tax liabilities 62 85
Interest-bearing debt 282 284
Derivatives 19 -
Provisions for employee benefits 67 65
Other provisions 106 -
Accruals 137 187
764 697
Total liabilities 4,121 4,173
Total equity and liabilities 7,537 7,548
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Consolidated cash flow statement

1 half
€ million 2014 2013
Cash flow from operating activities
Profit after tax 156 129
Adjustments for:
- Finance income and expense 39 38
- Tax 36 45
- Profit after tax from associates and joint ventures - -

- Depreciation and impairment less amortisation 145 143

Changes in working capital:
- Inventories -1 2
- Trade and other receivables -5 -36

- Trade and other payables and accruals -58 -41

Total changes in working capital -64 -75

Changes in provisions, derivatives and other -17 -18

Cash flow from operations 295 262

Net interest paid -39 -28
Net interest received 1 -
Dividends received from associates and joint ventures - -

Corporate income tax paid -38 -

Total -76 -28

Cash flow from operating activities 219 234

Cash flow from investing activities
Investments in property, plant and equipment -273 -245
Construction contributions received 39 39

Investments and divestments in financial assets (associates and joint ventures) 80 -18

Cash flow from investing activities -154 -224

Cash flow from financing activities

Redemption current interest-bearing liabilities and current part of long-term debt -6 3
Long-term debt issued 3 -
Long-term loans granted -2 -10
Change in current deposits 100 75
Interest coupon subordinated perpetual bond - -24
Dividend paid -125 -74

Cash flow from financing activities -30 -30

Net cash flow 35 -20

Cash and cash equivalents as at the start of the period 155 100
Net cash flow 35 -20

Cash and cash equivalents as at 30 June 190 80
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Consolidated statement of changes in equity

Equity attributable to shareholders and other providers of equity

Subor-
dinated Reva-
Share Share perpetual Hedge luation Other Profit for

€ million capital premium bond reserve reserve reserves the year Total
Equity as at 1 January 2013 684 671 494 -2 28 1,104 224 3,203
Movement in fair value cash flow hedges - - - 1 - - - 1
Revaluation of available-for-sale
financial assets - - - - -9 - - -9
Profit after tax for the 1t half of 2013 - - - - - - 129 129
Comprehensive income for
the 1¢t half of 2013 - - - 1 -9 - 129 121
Interest coupon subordinated perpetual bond
after tax - - - - - -18 - -18
Dividend for 2012 - - - - - - -74 -74
Profit appropriation for 2012 - - - - - 150 -150 -
Equity as at 30 June 2013 684 671 494 -1 19 1,236 129 3,232
Movement in fair value cash flow hedges - - - 1 - - - 1
Revaluation of available-for-sale financial
assets - - - - 5 - - 5
Interest coupon subordinated perpetual bond
after tax - - - - - -24 - -24
Redemption subordinated perpetual bond - - -494 - - - - -494
Subordinated perpetual bond issued - - 496 - - - - 496
Profit after tax for second half of 2013 - - - - - - 159 159
Equity as at 31 December 2013 684 671 496 - 24 1,212 288 3,375
Revaluation of available-for-sale financial
assets - - - - 10 - - 10
Profit after tax for the 1t half of 2014 - - - - - - 156 156
Comprehensive income for
the 1¢ half of 2014 - - - - 10 - 156 166
Dividend for 2013 - - - - - - -125 -125
Profit appropriation for 2013 - - - - - 163 -163 -
Equity as at 30 June 2014 684 671 496 - 34 1,375 156 3,416

Dividend

The dividend relating to the 2013 financial year
(€ 125.0 million) was distributed in April 2014
(€0.91 per share).

Subordinated perpetual bond loan

The subordinated perpetual bond loan is treated as equity, since
Alliander does not have any contractual obligation to repay the
loan. Any periodical payments on the loan are also conditional
and depend on payments to shareholders.
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Notes to the consolidated half-year financial statements

General

Alliander N V. is a public limited liability company, registered
in Arnhem, Netherlands. This half-year report contains the
financial information for the first half of 2014 relating to

the company and its subsidiaries.

The half-year figures have been prepared in accordance with
IAS 34 Interim Financial Reporting.

Accounting policies

The same accounting policies were applied in compiling this
report as for the 2013 annual report of Alliander N.V., which
can be found at www.alliander.com, apart from the following
amendments to the standards and interpretations effective
as from 1 January 2014.

New or amended IFRS standards

for 2014

IFRS 10 ‘Consolidated Financial Statements’, IFRS 12
‘Disclosure of Interests in Other Entities’ and IAS 27 ‘Separate
Financial Statements’ have been amended in order to reflect
the business model of investment entities more closely. Under
IFRS 10, investment entities are obliged to recognise their
subsidiaries at fair value through profit or loss instead of
consolidating them. IFRS 12 has been amended to require

the disclosure of specific information about such subsidiaries
of investment entities. As a result of the changes to IAS 27,
investment entities also no longer have the option of
recognising investments in certain subsidiaries either at cost
or at fair value in their separate financial statements.

In connection with this amendment, a judgement will have to
be made in each case regarding the existence of an investment
entity. In the first half of 2014, Alliander did not have any

entities qualifying as investment entities.

IAS 36 ‘Impairment of Assets’ has been amended to clarify
the scope of the disclosures regarding the recoverable amount
of financial and non-financial assets. This continues to be
restricted to assets that have suffered impairment where the
recoverable amount is based on the fair value less costs of
disposal. In that case, it is necessary to include specific fair
value disclosures. This amendment does not have any impact

on the present half-year report.

IFRIC 21 ‘Levies’ gives further guidance on the recognition
and treatment of government levies within the scope of IAS 37
‘Provisions’. The interpretation clarifies what an obligating
event is in the case of government levies and when the related
liability should be recognised. The most substantial
government levies which Alliander has to contend with are
sufferance taxes imposed by municipal authorities. Wherever
municipal sufferance taxes apply to Alliander, the levy is
recognised in the period to which the sufferance tax relates.
This is in accordance with the IFRIC 21. Alliander is not subject
to any other government levies, the amount and timing of
which changes with the application of this interpretation.

The application of the interpretation does not have any impact
on the reports in previous periods and does not have any impact
on the present half-year report.

Estimates, judgements and assumptions
In preparing this half-year report, Alliander makes use of
judgements, assumptions and estimates. This essentially
relates to the measurement of provisions, deciding the useful
lives of items of property, plant and equipment, revenue
recognition, amounts of receivables and the calculation of the
amount of the deferred tax assets. The estimates, judgements
and assumptions are mainly based on past experience and
Alliander’s management’s best estimate of the specific
circumstances that are, in the opinion of management,
applicable in a given situation. Actual developments may differ
from the estimates and assumptions used. As a result, the
actual outcome may differ significantly from the current
measurement of a number of items in the financial statements.
The estimates, judgements and assumptions used are tested
regularly and revised as necessary.

There have been no changes in estimates, judgements and

assumptions compared with year-end 2013.

Segment information

The figures for each reporting segment, excluding incidental
items and fair value movements, are shown in the table
entitled ‘Primary segmentation 1%t half-year’ These figures
are a direct reflection of the regular internal reporting.

A reconciliation of the consolidated segment information

and the reported profit before tax is also provided.
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Reconciliation segment operating profits and consolidated profit
1¢t half
€ million 2014 2013
Consolidated segment operating profits excluding incidental items 193 217
Incidental items and fair value movements 38 -5
Financial income and expense -39 -38
Share in results from associates and joint ventures - -
Consolidated profit before tax 192 174
i ] st
Primary segmentation 1¢t half-year
Network operator Network company
Liander Endinet Other Eliminations Total

€ million 2014 2013 2014 2013 2014 2013 2014 2013 2014 2013
Operating income
External income 779 812 53 57 50 41 - - 882 910
Internal income 2 3 - - 142 154 -144 -157 - -
Operating income 781 815 53 57 192 195 -144 -157 882 910
Operating expenses
Operating expenses 571 599 43 44 219 207 -144 -157 689 693
Operating profit 210 216 10 13 -27 -12 - - 193 217
Segment assets 30-6 31-12 30-6 31-12 30-6 31-12 30-6 31-12 30-6 31-12
Total assets 6,298 6,260 513 518 2,861 2,645 -2,135 -1,876 7,537 7,548

Seasonal influences
Alliander’s results are not materially affected by
seasonal influences.

Business combinations

In December 2013, Alliander Netz Heinsberg GmbH reached
agreement with EWV Energie- und Wasser-Versorgung GmbH
on the purchase of the gas distribution system in the
municipality of Heinsberg with effect from 1 January 2014,

for which the concession had been acquired at the end of 2012.

Acquisition of gas network Heinsberg

€ million

Property, plant and equipment

The purchase price for the network was € 10 million, which
was paid at the beginning of January 2014.

The concession runs for 20 years (up to 31 December 2032).
The allocation of the purchase price of € 10 million depends
on the permitted revenue for 2014 and subsequent years for
the networks concerned. The maximum revenue is set by the
German authorities and the figures will become known in the
second half of 2014. A provisional allocation is therefore what

is disclosed in the following analysis:

Provisional fair value
as at 1 January

Total non-current assets

Total liabilities

Net assets acquired

Purchase price
Cash

Less: net assets acquired

10

Goodwill



The total purchase price, paid in cash, on 1 January 2014
was € 10 million. The allocation of this purchase price is

disclosed in the aforementioned analysis.

Net acquired assets (€ 9 million)
The net acquired assets relate to gas mains, service

connections and meters.

Goodwill (€ 1 million)
The goodwill of € 1 million relates to the expected
synergy gains.

Other

The total costs associated with the process of acquiring

the gas distribution system in Heinsberg have amounted
to € 0.25 million and have been recognised in the income
statements over the periods 2012 and 2013. The revenue
generated by these systems in the period 1 January 2014

to 30 June 2014 amounted to € 0.9 million, with a net profit
over this period of € 0.2 million.

Cross-border lease contracts

In the period 1998 to 2000, subsidiaries of Alliander N.V.
entered into cross-border leases for networks with US investors,
including LILO (lease-in lease-out) and SILO (sale-in lease-out)
transactions. The four transactions currently remaining relate
to gas networks in Friesland, Gelderland, Flevoland, Noord-
Holland and Utrecht, district heating networks in Almere

and Duiven/Westervoort and the electricity network in the
Randmeren region. The networks have been leased for a long
period to US parties (head lease), which have in turn subleased
the assets to the various Alliander subsidiaries (sublease).

At the end of the sublease there is the option of purchasing

the rights of the American counterparty under the head lease,

thus ending the transaction.

The terms agreed for the subleases expire between 2015 and
2028. The fees earned on the cross-border leases were recognised
in the year in which the transaction in question was concluded.
There are conditional and unconditional contractual rights and
obligations relating to the cross-border leases. Security in the
form of mortgages and pledges has been granted on parts of the

networks within the framework of the obligations entered into.

The total net carrying amount of the assets forming the object
of cross-border leases as at mid-2014 amounted to € 1.1 billion
(year-end 2013: € 1.1 billion). At the end of June 2014, a total of
$3.1 billion (year-end 2012: $3.1 billion) was held on deposit
with several financial institutions or invested in securities in

connection with these transactions.
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Since no powers of disposal exist over the majority of the assets
concerned and associated liabilities, they are not regarded as
assets and liabilities of Alliander and the respective amounts
are not recognised in the consolidated financial statements of
Alliander. The assets over which Alliander does have powers

of disposal are recognised as financial assets. The associated

lease obligations are recognised in finance lease liabilities.

At the end of June 2014, the ‘strip risk’ (the portion of the
‘termination value’ - the possible compensation payable to the
American counterparty in the event of early termination of the
transaction - which cannot be settled from the deposits and
investments held for this purpose) for all transactions together
was $245 million (year-end 2013: $278 million). To cover the
strip risk, in connection with one remaining transaction only,
Alliander has provided security in the form of letters of credit
amounting to $5 million (year-end 2013: $6 million). The
number and size of the letters of credit to be issued depend

partly on Alliander’s credit rating.

Related parties

The Alliander group has interests in various associates and joint
ventures over which it has significant influence but not control
or has joint control of operations and financial policy. These
associates and joint ventures are consequently designated as
related parties. Transactions with these parties, some of which
are significant, are executed on market terms and at market
prices which are not more favourable than those which would

be negotiated with independent third parties.

The following transactions were entered into with related parties
for the purchase and sale of goods and services: sale of goods and
services to associates € 2 million (first half 2013: € 1 million) and
joint ventures € 34 million (first half 2013: € 34 million); purchase
of goods and services from associates € 4 million (first half 2013:
€ 5 million) and from joint ventures € 42 million (first half 2013:

€ 35 million).

As at the end of June 2014, Alliander had a receivable of

€ 17 million (year-end 2013: € 18 million) in respect of loans
granted to related parties and liabilities of € nil under a current
account facility with related parties (year-end 2013: € 8 million).
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Other

Existing financial commitments relating to property, plant
and equipment not shown on the face of the balance sheet as
at 30 June 2014 amounted to € 128 million (year-end 2013:

€ 119 million). The following changes have occurred in the
contingent assets and liabilities compared with the situation

as atyear-end 2013.

In November 2010, Alliander issued a subordinated perpetual
bond loan with a nominal value of € 500 million. This
subordinated perpetual bond loan was redeemed in 2013.
Under IFRS, an instrument of this kind qualifies as equity.

It was assumed that the periodical payments made to the
holders of the bonds would count as deductible expenses for
the purposes of corporation tax. The Dutch Tax Administration
has indicated that the deductibility of the periodical payments
is not acceptable. Alliander will be challenging this ruling.
The maximum exposure for Alliander is between € 20 million
and € 30 million. Having consulted external experts, the
Management Board decided not to recognise a provision for

this possible liability.

With regard to the sale of the Spaklerweg premises, agreement

has been reached giving the city authorities an option exercisable

between now and 30 June 2022 to acquire part of the land and
the buildings for € 13 million (to be paid in instalments of

€ 6 million in 2025 and € 7 million in 2026). Actual conveyance,
on exercise of the option, will take place in 2025, or at an earlier
date to be agreed by the parties, and until that time, Alliander
will continue to enjoy the right of use. Exercise of the option

by the City of Amsterdam at a future date is not expected to

produce a result.

Fair value hierarchy

30 June 2014

€ million Level 1 Level 2 Level 3

Assets

Available-for-sale financial
assets non-current - 171

Available-for-sale financial
assets current - 140

Current derivatives - -

24

Information on risks and
financial instruments

Financial risks

The following financial risks can be identified: market risk,
credit risk and liquidity risk.

The condensed consolidated half-year financial statements
do not, as is required for the full-year consolidated financial
statements, contain comprehensive information on the above
financial risks to which Alliander is exposed and the policy
for managing the risks associated with financial instruments
and should be read in conjunction with the 2013 consolidated
financial statements. There have been no changes in the

risk management process or risk management policy since
the end of 2013.

Measurement of fair value

The following table lists the financial instruments measured

at fair value in descending order of the fair value hierarchy,

with the levels of the input data used to measure the fair value

defined as follows:

e level 1, quoted prices (unadjusted) on active markets for
comparable assets or liabilities;

e level 2, inputs other than level 1 quoted prices observable for
aparticular asset or liability, either directly (i.e. in the form
of actual prices) or indirectly (i.e. derived from prices);

o level 3, inputs not based on observable market data.

31 December 2013

Total Level 1 Level 2 Level 3 Total

171 - 297 - 297

140 . B} B :

Total assets - 311
Liabilities
Non-current derivatives - -

Current derivatives - 19

311 - 299 17 316

Total liabilities - 19

19 - 6 - 6



Methods used for level 2 fair value
measurement

Available-for-sale financial assets consist of investments

in securities whose fair value is equal to the carrying amount.
Part of these assets relate to cross-border lease contracts.

The fair value is arrived at by discounting the future cash flows
using the interbank interest rate as at the reporting date plus
market credit spreads for these or similar investments.

The current derivative under liabilities chiefly concerns a CDS
linked to one of the available-for-sale financial assets. As at

31 December 2013, this derivative, which expires in June 2015,
was recognised as non-current. The attributed value has been
obtained from a specialist valuation bureau which employs

observable market data in its calculations.

The other level 2 derivatives are currency instruments and
are measured at the present value of the future cash flows
calculated using the interbank interest rate as at the reporting

date and credit spreads of the parties concerned. Present values

Reconciliation in level 3 instruments

€ million

Carrying amount as at 1 January 2014
Changes recognised in profit and loss

Settlement option
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in foreign currency are translated at the spot rate applicable

on the reporting date.

Methods used for level 3 fair value
measurement

The level 3 derivatives as at year-end 2013 concern the put
option (€ 17 million) and the call option (€ nil) which are part
of the agreement relating to the transfer of the KEMA shares.
These options were valued using the Black & Scholes option
valuation model. The risk-free rate used in the model was
taken as being equal to the weighted average overnight euro
interbank offered rate (Eonia). The applied volatility was
calculated at 30%. Changes in the interest rate and the
volatility affect the amounts of the put and call options
individually but have almost zero effect on the result of

the two together.

The movements in these derivatives during the reporting

period were as follows:

Assets Put option Liabilities Call option

17 -

-17 -

Carrying amount as at 30 June 2014

On 12 May, the KEMA shares were sold on exercise by DNV
of the call option. Both the call option and the put option were
accordingly simultaneously settled, resulting in a charge to
other income. There were no gains or losses on the value of
these options up to the date of settlement in the reporting
period. With the exercise of the call option, the put option

automatically expired.

Fair value of other financial instruments
The following table shows the fair values of the financial
instruments that are not recognised at fair value but at amortised
cost. The fair value hierarchy input data levels are again disclosed.
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Fair value of financial assets and liabilities measured at amortised costs

30 June 2014 31 December 2013
€ million Fair value Level Fair value Level
Non-current assets
Other financial assets 28 2 25 2
Liabilities
Non-current liabilities
Finance lease liabilities -123 2 -122 2
Interest-bearing debt:
Euro Medium Term Notes -1,622 1 -1,582 1
Other interest-bearing debt -173 2 -163 2
Total non-current liabilities -1,918 -1,867
Short-term liabilities
Interest-bearing debt:
Euro Medium Term Notes -283 1 -286 1
Other interest-bearing debt -7 2 -4 2
Total short-term liabilities -290 -290
Total liabilities -2,208 -2,157

Measurement of fair value

The fair value of these instruments is measured as follows:
Other financial assets: The fair value of loans granted by
Alliander is measured on the basis of the incoming cash flows
discounted using risk-free interest rates plus credit spreads for
these or similar investments. As regards the current portion of
these assets, it is assumed that the fair value is more or less the

same as the carrying amount.

Loans received: The fair value of the Euro Medium-Term Notes

is measured on the basis of market prices quoted by Bloomberg.
The fair value of the other loans received is measured on the basis
of the outgoing cash flows discounted using risk-free interest
rates plus credit spreads applicable to Alliander. As regards

the current portion of these liabilities, it is assumed that the

fair value is more or less the same as the carrying amount.

Finance lease liabilities: The fair value of these liabilities is
measured on the basis of the future cash flows discounted using
risk-free interest rates plus credit spreads applicable to Alliander.

The fair value of the following financial assets and liabilities
is more or less the same as the carrying amount:

e trade and other receivables;

e current tax assets;

e current other financial assets;

e cash and cash equivalents;

e trade and other payables;

e current tax liabilities.

Events after balance sheet date

On 15 July 2014, agreement was reached with the City of
Amsterdam regarding the sale of part of the buildings and

the land on Spaklerweg, Amsterdam. Transfer of ownership
under this agreement will take place in September 2014 and
February 2015. The carrying amount of the assets to be sold is
€ 18 million. The purchase price, however, will only be received
in instalments commencing in 2020, making the carrying
amount (net present value) of the sale price as at mid-2014

€ 15 million. As at year-end 2013, an amount of € 6 million was
recognised in the income statement in respect of impairment
losses. Based on the agreement finally reached, an amount

of € 2 million of the recognised impairment has been reversed.
This amount has been recognised in the figures as at

30 June 2014.
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Auditors’ review report

Auditors’ review report
To the Supervisory Board and the Management Board of
Alliander N.V.

Introduction
We have reviewed the condensed consolidated half-year
financial statements for the period 1 January 2014 to

30 June 2014 of Alliander N.V., Arnhem, comprising the balance
sheet as at 30 June 2014, the income statement, the statement

of comprehensive income, the statement of changes in equity

and the cash flow statement for the period 1 January 2014
to 30 June 2014 and the related notes. The company’s
Management Board is responsible for the preparation and
presentation of the 2014 condensed consolidated half-year
financial statements in accordance with IAS 34 Interim
Financial Reporting, as adopted by the European Union.
Our responsibility is to express a conclusion on the 2014
condensed consolidated half-year financial statements
based on our review.

Scope
‘We conducted our review in accordance with Dutch law,
including Standard 2410 The Review of Interim Financial

Information by an Entity’s Independent Auditors.

A review of interim financial information consists of making
inquiries, primarily of persons responsible for financial and
accounting matters, and applying analytical and other review
procedures. A review is substantially less in scope than an
audit conducted in accordance with Dutch auditing standards
and consequently does not enable us to obtain assurance that
we would become aware of all significant matters that might
be identified in an audit. Accordingly, we do not express an

audit opinion.

Conclusion

Based on our review, nothing has come to our attention that
causes us to believe that the condensed consolidated half-year
financial statements for the period 1 January 2014 to

30 June 2014 are not prepared, in all material respects,

in accordance with IAS 34 Interim Financial Reporting,

as adopted by the European Union.
Amsterdam, 23 July 2014

PricewaterhouseCoopers Accountants N.V.

Original signed by:
Drs. R. Dekkers RA
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