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Research Update:

Dutch Energy Company Alliander 'AA-' Ratings
Affirmed As Liquidity Score Revised To Adequate
From Strong; Outlook Stable

Overview

« Dutch energy conpany Alliander N. V. is performing inline with our
base-case expectations, with | ower regul ated returns conpensated by cost
cutting and a | ower cost of debt.

* Alliander has a | arge anopunt of debt due for refinancing in the next 12
nonths. This has led us to revise our assessnent of its liquidity to
adequate from strong

* The revised liquidity assessnent still reflects our view of Alliander's
good access to financial narkets and prudent |iquidity nanagenent.

* W are affirming our 'AA-' ratings on Alliander

e The stable outlook reflects our expectation that Al liander will be able
to sustain Standard & Poor's-adjusted funds from operations at about 25%
of debt over the next three years.

Rating Action

On Nov. 26, 2015, Standard & Poor's Ratings Services affirmed its 'AA-'
corporate credit rating on Dutch regulated electricity distribution network
operator Alliander N. V. The outl ook renains stable.

We also affirned the ' AA-' issue credit rating on the senior debt and 'A
issue credit rating on the hybrid capital issued by Alliander

Rationale

The affirmation reflects Alliander's good operating perfornmance and credit
netrics that we expect to remain within the ranges commensurate with its
financial risk profile.

Qur assessnent of Alliander's excellent business risk profile primrily
reflects the very low risk associated with its regulated electricity and gas
di stribution network busi nesses, the conpany's natural nonopoly status inits
license areas, and the high quality of its network assets. W see Alliander's
conpetitive position as excellent, supported by a strong regul atory advant age.

The majority of Alliander's activities, including its electricity and gas
tariffs, are regulated by the Dutch Mnistry of Econonmic Affairs and ACM The
regul atory framework, which has existed since 2001, is well-established,
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supportive, mature, and has been relatively stable through each three-year
regul atory period. W consider that the tariff decision for the current

regul atory period, which started on Jan. 1, 2014, is challenging for the Dutch
di stribution network operators since it will result in substantial tariff
reducti ons over 2014-2016. However, we believe that Alliander's efforts to
reduce costs, its prudent prefunding of upconming debt maturities at a | ower
cost, and the fact that dividends are likely to reduce with |ower net profit,
mtigate the lower tariffs.

The above strengths are partly offset by regulatory tariff reset risk every
third year and the conpany's exposure to incentive-based regulation that can
i npose chal |l engi ng efficiency requirenents.

Al liander's nodest financial risk profile assessnent is based on our view of
its continued ability to report solid earnings and cash fl ow coverage of debt
neasures. Standard & Poor's-adjusted ratios of funds fromoperations (FFO to
debt and debt to EBI TDA stood at about 31.5% and 2.4x, respectively, when the
| ast regulatory period ended in Decenber 2014. W anticipate a weakening in
these ratios from 2015-2016, due to lower tariffs in the current regulatory
period, and we also note that rising capital expenditure (capex) will result
in nmoderately negative discretionary cash flows. W expect that ratios wll
remain at the |lower end of the nodest financial risk profile. W reflect this
in a one-notch downward adjustment to the SACP under our conparable rating
anal ysis .

Qur base case assunes:

* Revenues and FFO to decrease in 2015 due to the reduction in tariffs in
the current regulatory period. W expect the dip to continue to the end
of the current regulatory period in 2016.

e« Lower capex than we previously anticipated in |ight of the conpany's
efficiency plan.

e Moderately negative discretionary cash flows after capex and dividends to
result in gradually rising debt |evels.

 Dividend payout of 45% of incone with no mnimumpaynment, in line with
Al'liander's policy.

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

2015- 2016:

* FFO to debt above 25%

* Neutral free operating cash flow

* Ongoi ng di vidend paynents of around €100 nillion-€120 nmillion (excluding
the exceptional dividend |inked the cash receipts fromthe asset sale).

Liquidity

The short-termrating is "A-1+ . W assess Alliander's liquidity position as
adequate, supported by our view that Alliander's liquidity sources will exceed
its funding needs by nmore than 1.1x over the next 12 nonths.

Al liander's well-established and solid relationships with banks, its generally
high standing in the credit nmarkets, and typically very prudent risk
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managenent further support our opinion of its liquidity.

We estimate that Alliander's liquidity sources over the next 12 nonths will be
close to €1.4 billion, conprising:
* Unrestricted cash and short-term nmarketabl e securities of about €73
mllion.
* Access to an undrawn €600 million conmitted credit facility expiring
in July 2018. The credit facility contains no financial covenants.
* Annual FFO of about €400 million-€450 mllion.
* Proceeds fromthe asset sale of about €350 mllion.

The conpany's principal liquidity uses over the sane period will be about €1.1
billion, conprising:

» Capex of about €600 nillion.

* Debt repayments of €425 mllion.

o Dividend paynents of about €100 nillion-€120 nillion.

Outlook

The stable outl ook reflects our opinion that Alliander will be able to sustain
adjusted FFO to debt of about 25% over the nediumterm Underpinning this view
is our assunption that Alliander will partially offset the inpact of |ower

tariffs in the current regulatory period by reducing its operating costs and
di vidend distributions. Aliander has a publicly stated m ni rum FFO-t o- debt
requi renent of 20% but we understand that the conpany operates at a | ower

| evel of |everage.

Downside scenario

We could lower the ratings if the company's FFOto-debt ratio were to weaken
bel ow 23% for exanple as a result of operational issues, negative regul atory
i ntervention, or a bal ance sheet recapitalization.

Upside scenario

We consider an upgrade unlikely in light of the relatively predictable tariffs
set by the regulator to end-2016, and the conpany's capex plan and divi dend
policy. This said, we would consider an upgrade if Alliander were able to
sustain an adjusted FFO-to-debt ratio of nore than 30% assum ng an unchanged
busi ness risk profile and no negative inpact fromAlliander's public sector
shar ehol der owner shi p.

Ratings Score Snapshot

Busi ness risk: Excellent

e Country risk: Very |ow

e Industry risk: Very |ow
 Conpetitive position: Excellent
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Fi nanci al risk: Modest
 Cash flow Leverage: Modest

Anchor: aa

Modi fiers

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

 Financial policy: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

« Managenent and governance: Satisfactory (no inpact)
 Conparable rating anal ysis: Negative (-1 notch)

St and-al one credit profile: aa-
 Rel ated governnent rating: AA+
e Likelihood of governnent support: Moderate (no inpact from SACP)

Related Criteria And Research

Related Criteria

» Rating Governnent-Related Entities: Methodol ogy And Assunptions, March
25, 2015

e Group Rating Methodol ogy, Nov. 19, 2013

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

* Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

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

* Met hodol ogy: Industry Ri sk, Nov. 19, 2013

e Corporate Methodol ogy, Nov. 19, 2013

 Country Ri sk Assessnent Methodol ogy And Assunptions, Nov. 19, 2013

» Met hodol ogy For Linking Short-Term And Long- Term Rati ngs For Cor por at e,
I nsurance, And Sovereign |Issuers, May 7, 2013

 Met hodol ogy And Assunptions: Assigning Equity Content To Corporate Entity
And North Anerican |Insurance Hol di ng Conpany Hybrid Capital I|nstrunents,
April 1, 2013

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

e Criteria Carification On Hybrid Capital Step-Ups, Call Options, And
Repl acenment Provisions, Cct. 22, 2012

* Met hodol ogy: Hybrid Capital |ssue Features: Update On Dividend Stoppers,
Look- Backs, And Pushers, Feb. 10, 2010

 Stand- Al one Credit Profiles: One Conponent Of A Rating, Cct. 1, 2010

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

 Hybrid Capital Handbook: Septenber 2008 Edition, Sept. 15, 2008

2008 Corporate Criteria: Rating Each Issue, April 15, 2008

Related Research

* Ratings On Four Dutch Issuers Affirned; UCO ldentifier Renoved, Sept. 23,
2015
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Ratings List

Rati ngs Affirned

Al l'i ander N. V.
Corporate Credit Rating AA-/ St abl e/ A- 1+

Al liander N. V.
Seni or Unsecur ed AA-
Juni or Subordi nat ed A

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

Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal creditportal.com and at spcapitaliqg.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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