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Research Update:

Dutch Network Operator Alliander's Proposed
Junior Subordinated Notes Assigned 'A' Issue
Rating

e Dutch electricity and gas distribution network operator Al liander N. V.
plans to issue a new hybrid instrunment totaling up to €500 mllion

* The conpany is proposing to tender its existing capital security issued
in 2013 and replace it with the new perpetual capital security.

« W assess the proposed security as having internedi ate equity content,
and are assigning it our 'A issue rating to reflect its subordination
and optional deferability.

* W& understand that the existing €500 nmillion subordinated perpetua
capital security issued in Novenber 2013 will be tendered as part of the
process of issuing the new hybrid security. We will revise the equity
content assessnent on Alliander's existing €500 m|lion subordinated
perpetual capital security, or on any renmining outstandi ng amount
following the tender offer, to nminimal frominternedi ate when the new
security is issued.

On Jan. 29, 2018, S&P d obal Ratings assigned its "A" issue rating to the
proposed perpetual, optionally deferrable, and subordi nated hybrid capita
security to be issued by Dutch electricity and gas distribution network
operator Alliander N. V. (the issuer; AA-/Stablel/A-1+).

We understand that the issuer intends to use the proceeds to tender and
replace its existing €500 nillion subordi nated perpetual capital security,

i ssued in Novenmber 2013. Due to the proposed early repaynment of Alliander's
exi sting €500 mllion subordinated perpetual capital security issued in 2013
once the proposed security is issued, and the subsequent increased |ikelihood
of Alliander exercising the call option on any renmaini ng outstandi ng anount,
we believe that this instrunment now | acks pernanence. As a result, we wll
revi se our assessment of the equity content on this security to miniml from
i nternedi ate when the new security is issued

We consider the new proposed security to have internedi ate equity content
until its first reset date (June 30, 2025) because it neets our hybrid capita
criteria in terns of its subordination, permanence, and optional deferability
during this period.

We arrive at our 'A' issue rating on the proposed security by notching down
fromour 'AA-' corporate credit rating (CCR) on Alliander. The two-notch
differential between the issue rating and the CCR reflects:
* A one-notch deduction for subordi nati on because the CCR on Alliander is

i nvestment grade (that is, 'BBB-' or above); and
e An additional one-notch deduction for paynment flexibility to reflect that
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the deferral of interest is optional

The notching of the proposed security reflects our viewthat there is a
relatively low likelihood that the issuer will defer interest. Should our view
change, we may increase the nunber of downward notches that we apply to the

i ssue rating.

In addition, to reflect our view of the internediate equity content of the
proposed security, we allocate 50% of the related paynents on these security
as a fixed charge and 50% as equivalent to a common dividend, in line with our
hybrid capital criteria. The 50% treatnment of principal and accrued interest
al so applies to our adjustnment of debt.

KEY FACTORS | N OUR ASSESSMENT OF THE | NSTRUVENT' S PERMANENCE

Al t hough the proposed security is perpetual, it can be called at any tine for
tax, rating, or accounting events. Furthernore, the issuer can redeemit for
cash at any time during the 90 days before the first reset date, which we
understand will not be earlier than five years and three nonths from i ssuance,
and on every reset date thereafter. If any of these events occur, Alliander
intends, but is not obliged, to replace the instrunment. In our view, this
statenment of intent mitigates the issuer's ability to repurchase the notes on
t he open market.

We understand that the interest to be paid on the proposed security wll

i ncrease by 25 basis points 12 years fromissuance (2030), and by a further 75
basis points 20 years after the first reset date, which is in 2025. W

consi der the cunul ative 100 basis points as a material step-up, which is
currently unnitigated by any commitnent to replace the instrunent at that

time. This step-up provides an incentive for the issuer to redeemthe security
at its first call date

Consequently, in accordance with our criteria, we will no |onger recognize the
i nstrument as having internediate equity content after the first call date,
because the remaining periods until the economc maturity would, by then, be

| ess than 20 years. However, we classify the instrument's equity content as

internediate until its first call date, as long as we believe that the | oss of
the beneficial internediate equity content treatnent will not cause the issuer
to call the instrunent at that point. The issuer's willingness to naintain or

repl ace the instrunent in the event of a reclassification of equity content to
m nimal is underpinned by its statenent of intent.

KEY FACTORS | N OUR ASSESSMENT OF THE | NSTRUMENT' S DEFERABI LI TY

In our view, the issuer's option to defer paynent on the proposed security is
di scretionary. This neans that the issuer nmay el ect not to pay accrued
interest on an interest paynent date because it has no obligation to do so.
However, any outstanding deferred interest payment will have to be settled in
cash if Alliander declares or pays an equity dividend or interest on equally
ranki ng securities, and if Alliander redeens or repurchases shares or equally
ranki ng securities. W see this as a negative factor. That said, this
condition renmai ns acceptabl e under our nethodol ogy because once the issuer has
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settled the deferred amount, it can still choose to defer on the next interest
paynment date.

The issuer retains the option to defer coupons throughout the instrunent's
life. The deferred interest on the proposed security is cash cunul ative, and
will ultimately be settled in cash.

KEY FACTORS | N OUR ASSESSMENT OF THE | NSTRUMENT' S SUBORDI NATI ON

The proposed security (and coupons) is intended to constitute direct,
unsecured, and subordi nated obligations of the issuer, ranking senior to its
comon shares.
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New Rati ng

Al liander N.V.
Juni or Subor di nat ed A

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

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

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

Rati ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on the S& d 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 follow ng S& d obal Ratings 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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