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Research Update:

Dutch Energy Network Operator Alliander N.V.
Affirmed At 'AA-/A-1+' On Stable Operating
Performance; Outlook Stable

Overview

« W continue to expect that Alliander will generate predictable cash fl ow
and earni ngs, supported by good operating perfornmance, a transparent
regulatory framework, and its |lowrisk business.

« Alliander's cost of capital continues to align with regul atory
assunptions to set financing rates, reflecting its conservative financial
policy and strong debt coverage rati os.

« W are affirmng our 'AA-' long-termand ' A1+ short-term corporate
credit ratings on Alliander N. V.

* The stable outl ook reflects our expectation that Al liander will report
growi ng revenues and a slight strengthening in credit ratios, wth
adj usted funds fromoperations to debt of 25%or better

Rating Action

On Nov. 27, 2017, S&P dobal Ratings affirmed its 'AA-' long-termand 'A-1+
short-termcorporate credit ratings on Dutch energy distribution network
operator Alliander N V. The outl ook is stable.

We also affirnmed our 'AA-' rating on Alliander's senior unsecured debt and our
"A'" rating on its junior subordinated debt.

Rationale

The affirnmati on and stable outl ook reflect our continued expectation of
predi ctabl e cash fl ow and ear ni ngs.

Al liander is the largest national network operator in the Netherlands serving
about 3 million electricity and 2.5 mllion gas custoners, with EBI TDA of €560
mllion at year-end 2016 and reported debt of €1.9 billion. The |l owrisk

regul ated operating environment for its electricity and gas distribution
networ k busi nesses, its high-quality assets, and its strong operating

per formance support the excellent business risk profile. Qur assessnent also
takes into consideration the good predictability of revenues over the

regul atory period. This strength is partially offset by the regulatory tariff
reset risk after five years.

Regul ated utilities under the oversight of the Dutch Authority for Consuner &
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Markets (ACM have a long track record of being able to recover their costs
and earn a return on their regul ated asset base. The ACM adjusts its revenue
al  owances for the consunmer price index and has an efficiency incentive
targeting national best-in-class performance. The regul ator's efficiency
targets for the 2017-2021 regul atory period and the declining weighted-average
cost of capital (WACC, real, pretax) to 3.0%from4.0% have put pressure on
revenue growth. However, we believe that Alliander should be able to neet its
efficiency targets, which are also nmuch reduced for all the regulated entities
conpared with the previous regulatory cycle. Alliander has the |least punitive
efficiency targets, reflecting a one-off full conpensation of sufferance taxes
(rmunici pal tax for use of public land) levied in previous years.

Al'liander has | aunched cost-reduction initiatives to counter the increase in
costs experienced in 2016 due to higher sufferance taxes, transport costs,
costs passed on fromthe transm ssion network operator TenneT, network

mai nt enance costs, and informati on and conmmuni cati on technol ogy costs. W
expect revenues to grow in the current regulatory period, driven by higher
nmetering tariffs, sufferance tax recovery, and positive final adjustnents to
the final regulatory nethods. W al so expect the EBI TDA margin to increase
slightly and stabilize around 40%

Adj usted funds from operations (FFO) -to-debt and debt-to-EBI TDA rati os
weakened slightly year on year to 25% and 3.3x, respectively, at the end of
December 2016, primarily driven by |ower EBITDA due to increasing costs and
lower tariffs. W expect debt to gradually increase over 2018-2019, primarily
driven by higher-than-average capital expenditure (capex). W forecast annua
capex at about €640 million due to the mandatory rollout of smart neters for

t he next several years, which will result in negative discretionary cash flows
(DCF). However, the conmpany has reduced the inmpact on credit metrics, such as
FFO to debt, by bringing its debt costs largely in line with market rates,

whi ch we expect will keep interest expenses stable despite an increase in
debt. The conpany has also maintained a relatively strong bal ance sheet (about
34% debt to equity) conpared with peers in some other jurisdictions. The
conpany has consistently maintained its cash flow debt coverage at |evels

hi gher than its mninumfinancial policy target of 20% FFO to debt.

In our base-case scenari o, we assune:

Revenue growth of about 10%in 2017, 6% in 2018, and 2.4%in 2019, driven
by higher netering tariffs, full conpensation from sufferance taxes, and
positive final regulatory nethod decisions.

EBI TDA margins to slightly strengthen toward 40%in 2019, supported by
cost reduction initiatives, which support a gradual increase in FFO to
debt in each forecast year

Conti nued hi gher-than-average capex of about €640 million, primarily due
to the rollout of smart neters.

Cost of debt will continue to align with regulatory assunptions to set
financing rates, which leads to stable interest expenses despite

i ncreasi ng debt.

Conmmon dividends in line with the 45% payout of the previous year's net

i ncome and an additional €16 mllion dividend on the subordi nated hybrid
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debt .

Based on these assunptions, we arrive at the followi ng credit measures:

* Adjusted FFO to debt clearly above 25%in 2017-2019.

* Negative DCF, with adjusted DCF to debt of -6.5%to -1.5% over 2017-2019.
e Adjusted FFO to interest cover of 11x-13x over 2017-2019.

e Debt to debt plus equity of about 35.0% over 2017-2019.

Liquidity

We have reassessed Alliander's liquidity as strong, conpared w th adequate
previously, which is neutral for the rating. The short-termrating is 'A- 1+ .
Qur liquidity assessnent is supported by our view that Alliander's liquidity
sources will exceed its funding needs by nmore than 1.5x over the next 12
nont hs and remai n above 1.0x over the followi ng 12 nonths.

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

Alliander's liquidity sources over the next 12 nonths will be close to €1.75
billion, while uses will be around €1.1 billion under our base-case scenari o.
Principal liquidity sources:

* Unrestricted cash and short-term narketabl e securities of about €210
mllion.

* Access to an undrawn €600 million comritted credit facility expiring in
July 2022 and access to €225 nillion fromthe European |nvestnent Bank
The credit facility contains no financial covenants.

* Annual FFO of about €600 nillion-€650 nillion

Principal liquidity uses:

* Capex of about €640 million

» Debt repaynments of €320 million

* Dividend paynents of about €100 nillion

Outlook

Qur outlook on Alliander is stable. W expect Alliander will be able to
sustain adjusted FFO to debt of 25%or better, given slightly

hi gher -t han- expected regul ated returns and | ower interest expense in the next
two years. The wei ght ed-average cost of capital in regulated tariffs wll
decl i ne each year until 2021 and we expect higher-than-average capex as the
conpany rolls out smart nmeters. Neverthel ess, the conmpany should be able to
maintain this level of coverage beyond our outl ook period, despite negative
DCF, and given plans to allow the recovery of sufferance tax paid to

nmuni ci palities (about €140 million to €150 mllion per year).
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Downside scenario

W would likely lower the ratings if our forecast credit ratios fell

consi stently bel ow 23% FFO to debt. Although we don't expect this to occur,
factors that could trigger this in the next two years include a decision by
the conpany to recapitalize its balance sheet closer to its mnimum
requirenent of FFO to debt of 20% or a material decline in margins.

Upside scenario

We consider an upgrade is constrained by the relatively predictabl e but
challenging tariffs set by the regulator, and the conpany's |arge capex plan
and dividend policy. That said, we would consider an upgrade if we thought
Al liander was able to sustain and commit to an adjusted FFO-to-debt ratio of
nore than 30% assumi ng an unchanged business risk profile and no negative

i mpact fromAlliander's public sector sharehol der ownershi p.

Ratings Score Snapshot

Corporate Credit Rating: AA-/Stable/A- 1+

Busi ness risk: Excellent

e Country risk: Very | ow

* Industry risk: Very |ow
 Conpetitive position: Excellent

Fi nanci al risk: Modest
e Cash flow Leverage: Modest

Anchor: aa

Modi fiers

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

e« Liquidity: Strong (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Satisfactory (no inpact)

e Conparable rating anal ysis: Negative (-1 notch)

St and-al one credit profile: aa-

Issue Ratings

Capital structure
Al liander's capital structure consists of senior unsecured debt and j unior
subordi nated debt issued at the parent |evel.
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Priority liabilities at the subsidiary level are |imted. Due to nodest
financial risk, we apply no notching to the issue ratings for structural
subor di nat i on.

Analytical conclusions

Al liander's senior unsecured debt is rated 'AA-', the sanme as the corporate
credit rating. We rate Alliander's junior subordinated debt at 'A'", reflecting
one notch for subordination and one notch for deferability. W assign

i nternedi ate (50% equity content to the securities.

Related Criteria

e Criteria - Corporates - Ceneral: Reflecting Subordination Risk In
Corporate Issue Ratings, Sept. 21, 2017

e Criteria - Corporates - General: Methodol ogy And Assunptions: Liquidity
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e Criteria - Corporates - General: Corporate Methodol ogy, Nov. 19, 2013
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Adj ust ments, Nov. 19, 2013

* CGeneral Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

e General Criteria: Group Rating Methodol ogy, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

e Criteria - Corporates - Utilities: Key Credit Factors For The Regul ated
Uilities Industry, Nov. 19, 2013

e CGeneral Criteria: Methodol ogy And Assunptions: Assigning Equity Content
To Corporate Entity And North American | nsurance Hol di ng Conpany Hybrid
Capital Instrunents, April 1, 2013
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» CGeneral Criteria: Criteria Carification On Hybrid Capital Step-Ups, Call
Options, And Repl acenent Provisions, Cct. 22, 2012
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Cct. 1, 2010

e« Criteria - Financial Institutions - Ceneral: Methodol ogy: Hybrid Capital
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Ratings List
Rati ngs Affirned
Al'liander N.V.

Corporate Credit Rating AA-/ St abl e/ A- 1+
Seni or Unsecur ed AA-
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Juni or Subor di nat ed A

Additional Contact:
Infrastructure Finance Ratings Europe; InfrastructureEurope@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on the S& G obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press O fice (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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