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TenneT is Europe’s first cross-border electricity grid operator. We rank

among Europe’s top & electricity transmission system operators, with
20,000 kilometres of high-voltage lines and 36 million end-users in the
Netherlands and Germany. The State of the Netherlands holds the entire
issued share capital of TenneT Holding B.V.

TenneT Holding's head office is located at Arnhem in the Netherlands.
TenneT TSO GmbH’'s main office is located at Bayreuth in Germany.
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What we do

As an electricity transmission system operator
(TSO), we have a duty to assure the continuity
of electricity supply in the Netherlands and a
substantial part of Germany 24 hours a day,

7 days a week. Our core business in both
countries is regulated and consists of providing
transmission and system services, constructing,
maintaining and operating transmission grids
and continuously monitoring and maintaining
the balance between electricity supply and
demand in our Dutch and German grids. We
carry out these activities under the terms of
legislation in the Netherlands and Germany.
Regulatory authorities oversee our compliance
with these terms. In the Netherlands, the
regulated activities are carried out by TenneT
TSO B.V. and its subsidiaries. In Germany, these
tasks are carried out by TenneT TSO GmbH
and TenneT Offshore GmbH.

Besides its regulated activities TenneT auctions
cross-border transmission capacity and develops
and manages interconnectors. TenneT holds
shares in a number of northwest European
energy exchanges, including APX-ENDEX. These
unregulated activities are the direct responsibility
of TenneT Holding B.V. and are performed to
support the energy market to ensure that it
operates smoothly and efficiently. TenneT, through
its wholly-owned subsidiary NOVEC B.V., further
manages part of the infrastructure required to
send and receive broadcasting signals.

Our challenges

TenneT strives to provide optimum service in
the interest of an efficiently functioning electricity
market in the Netherlands and Germany. Our
objective is to ensure the highest security of
supply of electricity at the lowest possible

prices while obtaining an adequate return for
our shareholder. We adhere to corporate
governance codes and take measures to
minimise our footprint.

Our customers include electricity producers
and traders. We serve all consumers of
electricity. One of our main objectives is to
achieve and maintain a high level of customer
satisfaction. The company adheres to the
policies laid down by the Ministry of Economic
Affairs, Agriculture and Innovation.

Our grid investments are driven in part by

the growing role of the next generation of
renewables in Europe, including energy brought
in from offshore wind farms in the North Sea
and over cables connecting to hydropower in
Norway. New connections enable TenneT

to open up large, new energy sources for
Europe-wide consumption. At the same time,
we have to assure the existence of ways of
storing the newly produced sustainable energy
on a large scale. These are logical next steps
towards the creation of a sustainable European
electricity market.

Our organisation strives to serve as a linking pin,
connecting producers and consumers with each
other, and to maintain a permanent dialogue with
the community at large.
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Our way of working

TenneT operates in accordance with two core
values: quality and integrity. Together with our
corporate strategy, our Company Code defines
how we work, referred to as the “TenneT Way
of Working’. It defines our objectives and
explains how we pursue them.

Quality

TenneT is committed to achieving operational
excellence. We see this as a necessary condition
for providing efficient, high-quality transmission
and system services with 24/7 security of
supply at value-for-money prices for all our
stakeholders. TenneT is also making a significant
contribution to the creation of an integrated
energy market in northwest Europe.

Integrity

TenneT strives to operate consistently and
reliably. We believe in straightforward
communication. TenneT is independent and
provides all parties with guaranteed, non-
discriminatory access to its transmission grid.
We operate in a fair and predictable manner
to ensure that our stakeholders can always
rely on us.
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Additional priorities

Besides our core values of quality and integrity,
we give high priority to safety and efficiency and
have made these matters part of the ‘TenneT
Way of Working’. In the coming years, TenneT
will devote extra attention to safety and efficiency
in its day-to-day operations.

Compliance

Compliance officers monitor our adherence to
our Company Code and Rules of Conduct in the
Netherlands and in Germany. The compliance
officer reports to the Management Board. The
whistleblower’s procedure is another tool for
monitoring integrity within the company.
Employees in the Netherlands can report
irregularities to a confidential adviser, while in
Germany the compliance officer also acts as the
contact person for questions of this nature. Our
whistleblower’s procedure can be found on our
corporate website.
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oNsolidated

Key Tigures

Group financial data (EUR million)

2011
Revenue *) 1,625.2
EBIT 356.9
Profit after tax allocated to shareholder 198.4
Interest-bearing debt 2,591.4
Equity 2,048.8
Total assets 8,669.8

2010

1,322.5

168.8

76.2

2,426.4

1,300.1

7,054.4

2009

543.4

136.4

721

1,379.3

727.6

3,670.0

2011
Return on Invested Capital (pre-tax) ¥ 8.8%
FFO/net debt " 17.9%
EBIT growth » 8.1%

Employees & customers

2010

10.6%

19.7%

446.5%

2009

3.2%

5.2%

-46.1%

2011
Number of employees (excluding external personnel) in FTEs 1,985
Number of external personnel in FTEs 254
Sickness leave (%) 2.5
Employee satisfaction 7.7
Customer satisfaction n.a.

*) From 2010, the figures include our German activities.
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2010

1,879

2009

934

337

7.6

7.1



Technical data

2011 2011 2010 2010 2009

Circuit lengths (in kilometres) NL D NL D NL
450 kv DC? 420 n.a. 290 n.a. 290
380 kV 2,099 5,747 2,088 5,744 2,033
220 kV 693 4,845 670 4,844 653
150 kV 4,454 n.a. 3,987 n.a. 4,089
110 KV 2,164 100 2,084 100 1,944
Total circuit length (in kilometres) 9,700 10,692 9,119 10,688 9,009
Substations
380 kV 24 64 23 61 22
220 kV 12 51 12 54 12
160 kV 177 n.a. 148 n.a. 147
110 KV 101 6 99 5 98
Total amount of substations 314 121 282 120 279
Imports (GWh) 20,468 52,792 18,683 46,808 15,455
Exports (GWh) 11,834 40,6083 12,808 40,691 10,563
220/380 kV grid data:

® Interruptions - = 4 1

® Energy not supplied (MWh)® = = 53 0.8
110/160 KV grid data:

e |nterruptions 18 n.a. 10 n.a. 16

® Energy not supplied (MWh)® 372 n.a. 879 n.a. 1,043

For definitions, refer to Abbreviations, definitions and ratios.

This concerns the NorNed cable and the BritNed cable. The NorNed cable is a HVDC connection from Eemshaven (Netherlands) to Feda (Norway).

The total length of this cable link is 580 km; 290 km is owned by TenneT and the other 290 km is owned by the Norwegian TSO Statnett. The BritNed cable
is a HVDC connection from Rotterdam (Netherlands) to Isle of Grain (Great Britain). The total length of this cable link is 260 km; 130 km is owned by TenneT
and the other 130 km is owned by National Grid.

Includes all energy not supplied as a result of interruptions in the transmission of electricity to connections, irrespective of the connection’s redundancy and
regardless of whether the connected party is a producer (generation) or customer (load).
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20171 was an important year in the further development of TenneT, one

with major changes. Our grids in the Netherlands and Germany were

strengthened and enlarged on account of the growing demand and the

changing production environment. A significant development in this

setting was the nuclear power phase-out in Germany, which made heavy

demands on our technical, operational and financial capabilities to create

new offshore power lines for large wind farms in the North Sea.

Engineering accomplishments in the year under review included the further

development of the Wintrack pylon and long underground cable routes.

Financially we achieved a positive result and our investment capability

increased. Completion of the internal integration of the Netherlands and

Germany has created an increasingly stronger and more efficiently

operating company. Through these developments we are pressing ahead

on implementing our long-term strategy.

Our strategy is aimed at further European
market integration. We want to reinforce and
expand our position as a leading European TSO.
Our objective is to offer high security of supply
at the most efficient prices possible, taking into
account our available capital. Another focus is to
facilitate a sustainable future. We are cooperating
closely with our shareholder to fulfil these
ambitions. In 2011, we made some essential
steps in the development of our strategy.

Working on maintaining high

security of supply

The TenneT grid provides a very high degree of
reliability and quality, both in the Netherlands and
in Germany. Compared with other countries we
have few power interruptions and this makes our

grids among the best in the world. With a view
to the future, we need to invest substantially in
further grid expansions. More than 300 projects
are under preparation or in progress in the
Netherlands, including four large new 380 kV
high-voltage lines. In the highly urbanised
western part of the Netherlands known as the
Randstad, we began building one of these lines
last year, and this will structurally increase
security of supply in this economically important
region. Preparations are underway in Germany
for nine new heavy-duty 380 kV high-voltage
lines that will form a crucial element of the
national energy supply. We are conducting an
intensive dialogue with politicians and the
community at large on the best way of building
these essential lines.
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Working efficiently

Through all of these investments TenneT strives
to work as efficiently as possible. It is for that
reason that we are supporting the development
of the northwest European energy market,
because it will deliver real savings and higher
quality for consumers. In 2011, we began
sharing reserve capacity between the
Netherlands and Germany. TenneT has also
joined the German initiative for exchanging
imbalance internationally. These two measures
are estimated to produce annual savings of
approximately forty million euro, which will
directly benefit residential and business
consumers. We are additionally achieving
economies of scale in our procurement
processes.

TenneT also wants to work as efficiently as
possible when carrying out new-build projects.
Last year, the regulator declared various Dutch
investments efficient. These included a new
high-voltage substation at Bleiswijk and a
power line in the north of the country. This
acknowledgement shows that when performing
work of this kind we are a high-quality electricity
transmission company in northwest Europe and
are working more and more efficiently.

In order to carry out the sizeable investments
necessary for the future, TenneT is devoting
attention to the development of tariffs.

Our challenging investment portfolio requires
appropriate regulation and an adequate return
on investment to ensure continuing access

to the capital markets.
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Making European market integration

a precondition

TenneT is focused on the further development
and integration of the northwest European
market and is playing a front-running role in this
regard. We believe that an integrated European
market is a precondition on the road towards a
clean, reliable and sustainable supply of energy.
In recent years, TenneT has made big steps in
the role of initiator. In 2011, for example, the
BritNed cable was successfully put into service.
This direct current power line has a capacity
equivalent to the consumption of a city with one
million inhabitants. The interconnection will
structurally increase possibilities for importing
and exporting electricity between the European
mainland and Great Britain. The new line fits in
with TenneT’s vision of acting as a European
power hub. From the baseline of that idea, we
are continuing to work with complete conviction
on developing more new interconnections, for
example with renewable sources in Scandinavia.

Besides physical expansions TenneT has

taken some essential steps towards improving
cross-border trade. These include the launch of
the international intraday market for trading
during the day. This is important for facilitating
the fluctuating generation of ever-increasing
renewable energy. These trading possibilities will
be increased still further in the coming period.
The consolidation of energy exchanges also
plays a pivotal role in reinforcing the international
markets. As a major shareholder TenneT is
bringing about the international growth of the
APX energy exchange in cooperation with other
parties. This enables the rapid initiation of market
changes and improvements. Record volumes
and growing turnovers are proof that this
approach works.



Facilitating a sustainable future

On the road towards a CO,-free energy supply,
TenneT is contributing significantly to the
opening up of the North Sea as a source of wind
energy. In Germany, TenneT is constructing new
offshore power lines that — in terms of capacity —
equal the energy supply of five million
households. These lines are being built in
association with the industry and are
characterised by a high degree of innovation with
forward-looking technology. Offshore grids of
this size have never before been built on this
scale, making TenneT one of the global leaders
in this field.

The transition to a sustainable supply of energy
is in full swing in Germany because of the
government’s decision to discard nuclear energy
as a source of power in the near future. We
have already stated that this rapid development
poses challenges that we must address jointly
and responsibly. Therefore, TenneT announced
in 2011 that the commissioning of further direct
current power lines is not possible under current
conditions and at the current pace. In the
meantime a broadly-based dialogue has been
started. While this is in progress we will press
forward on carrying out projects already agreed.
TenneT has delivered the first two offshore
projects and is working flat out on creating
seven new connections.

Ensuring financial stability and reliability
TenneT wants to play a leading and initiating role
in developing the international electricity grid.
Access to financing is extremely important in
this respect. TenneT is a reliable company that
achieves good results, also for its shareholder.
At TenneT we have a clear policy directed
towards long-term financial stability. The increase
in capital provided by our shareholder last year
was an essential condition for carrying out our
ambitious investment programme in the

Netherlands while at the same time ensuring
financial stability. Last year the Dutch Energy
Report stated that in due course the Dutch State
no longer necessarily needs to remain TenneT’s
sole shareholder. In the light of TenneT’s future
capital requirement for the essential development
of the grid, this is a logical step that the
shareholder will investigate further. The objective
is to keep a good balance between continued
high security of supply and financially healthy
operations.

Cultivating workforce expertise

and dedication

As an electricity transmission company, we

are aware of our important task in society,

one that our employees carry out with passion
and professionalism. They are our company’s
most valuable asset and their expertise and
dedication help to assure TenneT’s functioning
and further growth.

In the past period there has been a relative
turnabout in our work from a largely engineering
orientation to a more innovative and socially-
minded way of operating. We support our
workforce by ensuring good working conditions
through care for their safety and health and by
providing opportunities for professional
development.

TenneT is on track. In the coming period it

will be up to us to continue expanding and
strengthening the grid in the public interest.

Our challenges are further market integration and
a responsible approach towards the ongoing
implementation of renewable energy. We will
press ahead at full power on this course.

1y i

Mel Kroon
CEO TenneT
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MisSsIion, visIioN
and strategy

Taking power further

TenneT is Europe’s first cross-border grid
operator. In today’s liberalised energy market,
we are an important facilitator. We are continuing
to develop a broad range of transmission and
system services, while promoting the efficiency
of the market and the transition to a sustainable
energy supply. Our investments support the
efficient operation of the Dutch and German
electricity markets.
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We want to be a pivotal TSO in the further
development of the northwest European energy
market, guaranteeing a consistently high security
of supply and creating a level playing field with
electricity prices that are equal and stable. We
intend to achieve this by creating one strong
northwest European wholesale market without
internal borders. TenneT has already acquired an
excellent position in the Dutch, German and the
northwest European markets and will proactively
pursue further development, taking specific
steps together with other TSOs, regulators and
governments.



TenneT is actively contributing to the integration
of renewable energy, both onshore and offshore.
We focus on maintaining a high-quality, reliable
electricity grid — above ground, below ground,
on land and at sea — and on combining this with
superior performance and an adequate return
on investment. In practical terms, this requires
us to invest heavily in expanding transmission
capacity. The demand for capacity continues

to rise, particularly because of the increasing
distances between power supply and demand
hubs.

Our mission is to provide continuous electricity
transmission capacity 24 hours a day, 7 days
a week.

TenneT aims to deliver the following for its
stakeholders:

Society

e efficient, high-quality transmission and system
services and 24/7 security of supply

® a significant contribution to the creation of an
integrated energy market in northwest Europe

* investments that facilitate attainment of
society’s sustainable energy objectives.

Customers

e a service offering with an excellent price/
quality ratio

e non-discriminatory access by all parties to
TenneT’s transmission grid.

Providers of capital
e an adequate and stable return on investment
commensurate with the company’s risk profile.

Employees

® an attractive and challenging working
environment

e good prospects for personal growth and
career advancement

e competitive benefits.
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Strategy

From periphery to power hub

TenneT’s ambition is to raise its development as
a power hub in the northwest European market
to a higher level and to make a distinctive
contribution by becoming one of Europe’s pivotal
grid operators. We want to achieve this through:

Delivering security of supply

Keeping our track record in reliability and
security of supply at the highest level by
continuously maintaining and strengthening the
quality of our transmission grid, and by
optimising grid access for all producers and
consumers.

Maintaining fair system and transmission tariffs
Improving our current operational performance
by leveraging the synergy potential of a
combined international TSO to secure value-for-
money tariffs for our shareholders and
customers, in combination with maximum benefit
for society.

Facilitating the environmental agenda
Responding to society’s goals to achieve a more
sustainable energy supply, by connecting to
renewables and minimising our environmental
footprint.
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European market integration

Stimulating the further integration of the
European market by investing in connecting
markets, both by physical interconnections and
market coupling, driven by partnerships with
TSOs across national borders, so as to reduce
electricity price differences and volatility.

Creating shareholder value

Providing an adequate return for our shareholder
and creating attractive opportunities for further
investments.

Society and the economy rely heavily on a
secure supply of electricity. As an independent
TSO, TenneT has a responsibility towards
people, environment and society and focuses on
innovation. This is reflected in our corporate core
values of quality and integrity. In addition, TenneT
has a focus on safety and efficiency. As they are
important contributory factors to our core values,
TenneT will devote extra attention to safety and
efficiency in its everyday work and processes.



Report by
he Management
Soard

From left to right (standing): Mel Kroon and Martin Fuchs.

From left to right (sitting): Eelco de Boer, Ben Voorhorst and Lex Hartman.

Annual Report Tennel 2011 17



Key events in 2011

EIB loan agreement

In January 2011, TenneT signed a loan
agreement with the European Investment Bank
(EIB) with a principal amount of EUR 150 million
with an option (subject to further credit approval)
to extend an additional EUR 300 million to
finance construction and operation of the new
extra high-voltage electricity transmission ring,
the ‘Randstad 380 kV'.

Integration of intraday markets

In February 2011, APX-ENDEX, Belpex, Elia and
TenneT announced the integration of the Belgian
and Dutch intraday markets by rolling out an
implicit cross-border allocation mechanism for
Dutch-Belgian intraday capacity. Integration
with the Nordic intraday markets through the
NorNed cable and through the Dutch/German
and German/Danish borders is planned in 2012.
Development of intraday markets has been
assigned high priority due to increased
renewable generation sources, which has
pushed up demand for trading close to the

time of delivery.
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Senior unsecured bonds issuance

In February 2011, TenneT issued and
successfully placed EUR 1 billion senior
unsecured bonds. The agreed issuance
comprised two tranches of EUR 500 million
each and maturities of 7 and 12 years,
respectively. There was significant investor
interest for the transaction, which, in aggregate,
was approximately seven times oversubscribed.
The bonds are listed on the Amsterdam Stock
Exchange. Proceeds were used mainly to
redeem short-term debt and to finance TenneT’s
capital expenditure programme.

Nuclear power phase-out in Germany
Following the Fukushima Daiichi nuclear disaster
in Japan, the German government announced
the Atomausstieg (nuclear phase-out) in March
2011. Eight nuclear power plants with a total
capacity of 8 GW have already been closed.
The remaining nine will gradually be shut down
between now and 2022. The biggest challenge
for TenneT and other German TSOs will be

to manage the voltage level and to transmit

a sufficient level of electricity to the areas

where nuclear generation has been ended.

To compensate for the loss of nuclear power,
the German government is pursuing a transition
to renewable energy, stressing the importance of
offshore wind farms. TenneT awarded another
three new offshore grid connections in 2011.
When they come on stream TenneT will be able
to integrate more than 5 GW of renewable
energy generated offshore in the German grid.



BritNed goes in operation

The BritNed cable, the first submarine electricity
cable between the Netherlands and Great
Britain, successfully went into service in April
2011. The 260-kilometre 1,000 MW high-voltage
direct current line transmits power in both
directions. The volume of electricity transmitted
is geared to supply and demand patterns and
price differentials between the two power
markets. The new submarine cable benefits the
security and diversity of supply in both countries.
The interconnector will also help to integrate
European markets, providing greater import and
export opportunities, and allow integration of
electricity generated by wind farms on the
European mainland and in Great Britain in the
European and British grids.

Integration of Stedin transmission grid
TenneT integrated the Stedin grid as the final
step in its integration of 110 and 150 kV
transmission grids in the Netherlands in April
2011. The integration is the result of the
Independent Grid Administration Act (WON)
that the Upper House of the Dutch Parliament
passed in November 2006 and creates one
strong and independent national high-voltage

transmission grid.

Launch of innovative cable project

In June 2011, TenneT began building a
20-kilometre underground ‘highway’ to transmit
electricity across the Randstad, the highly
urbanised western part of the Netherlands.

The construction of a 20-kilometre cable link at
the highest voltage level (380 kV) is highly
innovative and makes the Netherlands a global
leader in the underground construction of lines
of this type. The Netherlands is the only country
in the world where cable links of this length

and capacity have been installed below ground
in a grid with such high voltages. For that
reason, the project is being closely monitored
and supervised by policymakers, researchers
and the electricity sector.

Pooling of electricity reserves

TenneT announced in June 2011 that electricity
reserves can be pooled and called up in such
circumstances as outages at Dutch power
stations. This exchange of reserves was made
possible by TenneT’s acquisition of transpower
and will result in cost savings that will be passed
on to residential and industrial consumers.

Annual Report TenneT 2011
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Commissioning of crucial new station
and high-voltage line in the north

New transmission capacity is needed in the
north of the Netherlands to connect new
electricity production plants and transmit their
output. A crucially important new high-voltage
station called Eemshaven-Oudeschip was put
into service in June 2011. The station will
provide access to the future Eemshaven
production capacity. TenneT also upgraded the
90-kilometre long 220 kV line between Zwolle
and Groningen to enlarge transmission capacity.

Adjustments needed to offshore
regulatory framework

The German Energy Act imposes on TenneT

a legal duty to connect offshore wind farms in
Germany. However, TenneT felt compelled to
write a letter to the German Federal Chancellery,
the Federal Ministry of Economics and the
Federal Environment Ministry in November 2011,
stating that the commissioning of further direct
current power lines was not possible under
current conditions and at the current pace.
General conditions will require improvement if
additional offshore wind farms are to be
connected, because the offshore partners and
TenneT have exhausted their capability to
establish connections. Reasons include a
widespread shortage of human, material and
financial resources at suppliers and at TenneT.
Recent developments in offshore projects have
underscored this warning signal. Moreover, the
creation of new onshore transmission capacity
is lagging behind but needs to keep in step
with offshore developments. This requires
fundamental changes to the regulatory
framework. With its Atomausstieg, the German
government will discard nuclear energy as a
source of power in the near future and fully
transition to renewable energy. Without the
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aforementioned changes to the regulatory
framework, this Energiewende will not be
possible. Therefore, TenneT has asked the
German federal government for a broad
discussion of the amendments needed to the
regulatory framework and connection
procedures with all offshore partners and
with the Federal Network Agency
(Bundesnetzagentur).

Reduction of permissible return

on grid investments

In November 2011, the Federal Network Agency
in Germany reduced the permissible pre-tax
return on grid investments from 9.29% to 9.05%.
This decision was preceded by extensive
discussions with the German grid operators and
the energy sector as a whole. Initially, the
regulator announced its intention to reduce the
return to 8.20%, but that plan was met by
powerful objections from the four German TSOs.
A cut in the return by a full percentage point
would have sent a highly unfavourable message
to equity investors and subsequently endangered
investments in infrastructure for energy
transition. The new return percentages will take
effect on 1 January 2014 and will remain in force
until 31 December 2018.

Dutch Lower House approves

capital injection

As part of the Interim Budget Report, the Dutch
Lower House approved a EUR 600 million equity
capital increase to be provided to TenneT.
Following the ratification by the Dutch Upper
House, TenneT received the first tranche of

EUR 300 million in December 2011. The second
tranche of EUR 300 million has been committed
to be paid in the first half of 2012. This capital
increase serves to safeguard TenneT’s long-term
financial stability.



Financial report

When comparing the 2011, 2010 and the 2009
results, it should be noted that the figures for
2011 reflect twelve months whereas 2010 data
include ten months of our activities in Germany,
while the 2009 figures do not include any
activities in Germany at all.

Group financial data (EUR million)

Revenue
EBIT
Profit after tax allocated to shareholder

Total assets

Revenue

In 2011, TenneT’s consolidated revenue
increased with 15% to EUR 1,525 million

(2010: EUR 1,322 million). Other income in 2011
amounted to EUR 16 million (2010: EUR 17
million) thus bringing total income of 2011 to
EUR 1,541 million (2010: EUR 1,339 million).

TSO Germany

In 2011, the revenue in TenneT Germany
increased to EUR 829 million (2010: EUR 773
million). This increase is mainly caused by the
fact that the figures for 2011 reflect twelve
months whereas 2010 data include ten months.

TSO Netherlands

In 2011, TenneT Netherlands’ net revenue
increased with EUR 148 million to EUR 658
million (2010: EUR 510 million).

2011 2010 2009
1,6256.2 1,322.5 543.4
3566.9 168.8 136.4
198.4 76.2 72.1
8,5669.8 7,064.4 3,670.0

TenneT lodged an appeal with the Netherlands
Trade and Industry Appeals Tribunal (CBb) to
contest the Method Decision for the fourth
regulatory period (2008-2010). In June 2010, the
Tribunal ruled that TenneT’s appeal was valid and
that the Method Decision had to be reversed.
TenneT won the appeal in recognition of:

e additional indirect costs incurred by TenneT
after taking over day-to-day management of
the 110 and 150 kV high-voltage grids

e additional costs involved in the transfer of
management of the above grids.
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The final revised Method Decision for the fourth
regulatory period resulted in an extra revenue of
EUR 116 million for TenneT in 2011 of which
EUR 82 million relates to a reimbursement of
costs for the period 2008-2010 and EUR 34
million relates for reimbursement of costs of
2011. The other part of the increase in revenue
of EUR 32 million is mainly related to extra
revenue in connection with capital expenditures
for the exceptional investments of the locations
Bleiswijk and Eemshaven and the increase due
to higher energy and capacity expenses of
which TenneT will be reimbursed in future tariffs.

Other

The revenue for the segment Other of EUR 38
million is in line with the reported 2010 revenue
of EUR 39 million.

Operating profit

In 2011, TenneT’s consolidated operating profit
increased by 126% to EUR 357 million (2010:
EUR 158 million).

TSO Germany

TenneT Germany realised an operating profit of
EUR 152 million (2010: EUR 202 million).

The revenue increased with EUR 56 million to
EUR 829 million (2010: EUR 773 million) while
other income decreased with EUR 2 million from
2011 to 2010. Related costs increased with
EUR 104 million to EUR 681 million (2010:

EUR 577 million), of which EUR 90 million are
due to the fact that the figures for 2011 reflect
twelve months whereas 2010 data include ten
months. The other increase of EUR 14 million is
mainly related to an increase of depreciation.

TSO Netherlands

In 2011, TenneT Netherlands realised an
operating profit of EUR 209 million (2010:
operating loss of EUR 41 million). This increase
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in operating profit of EUR 250 million is mainly
related to the EUR 148 million of higher revenues
in 2011, the impairment of EUR 134 million on
the extra high-voltage grid in 2010, partly offset
by costs which TenneT has to pay for the use of
the cross-border lease grids of Stedin and
Liander (EUR 25 million) and some other small
differences amounting to EUR 7 million.

The result of 2010 was heavily influenced by
the impairment charge related to the extra
high-voltage assets of TenneT TSO B.V. of

EUR 134 million. On 22 September 2010, the
Dutch Office of Energy Regulation (Energiekamer)
published the Method Decision for the fifth
regulatory period. Under this new Method,
among other things, extra high-voltage assets
were declared partly (43%) inefficient. This
inefficiency assumed by the Dutch regulator is
expected to be reflected in reduced transport
tariffs in future years. Where in the past these
assets have not been rated as inefficient whilst
lacking future options for structural efficiency
improvements of these assets and taking into
account the phasing out of reduced transport
tariffs over the remaining economic life

(10-15 years), an impairment of EUR 134 million
was recognised in 2010.

Profit after tax

The finance result increased to EUR 72 million in
2011 (2010: EUR 43 million) mainly caused by
an increase in the amount of debt outstanding.
The corporation tax totalled EUR 85 million
(2010: EUR 41 million) and amounted to 29.7%
of the profit before tax (2010: 34.8%).

TenneT’s 2011 profit after tax amounted to

EUR 200 million (2010: EUR 77 million) of which
EUR 198 million allocated to TenneT Holding’s
shareholder (2010: EUR 76 million).



Balance sheet

At the end of 2011, TenneT’s consolidated
balance assets amounted to EUR 8.6 billion
(2010: EUR 7.1 billion). The main drivers of this
increase are an increase of the tangible fixed
assets of EUR 0.9 billion and an increased cash
position (EUR 0.6 billion of APX cash and cash
equivalents are included in ‘held for sale’). The
increase on the liability and equity side of the
balance sheet relates to an increase in equity
of EUR 0.7 billion, of which EUR 0.6 billion
consisted of extra capital provided by the
Dutch State, additional borrowings of EUR 0.3
billion and an increase in other liabilities of
EUR 0.5 billion.

The balance sheet total includes items
amounting to EUR 1.7 billion (2010: EUR 2.2
billion) relating to assets not at TenneT Group’s
free disposal. The decrease is mainly caused
by the decrease in EEG trade debtors.

‘Pro-forma’ effect of recognition
of regulatory assets and liabilities
in Germany

Industry developments

There are a number of developments which
have resulted in changes to the ownership
structure and financing requirements of TSOs.
Traditionally, most TSOs have been
predominantly state-owned national or regional
enterprises, with little or no dependency on
capital markets financing.

However, as the European electricity and gas
markets have continued to develop, more and
more TSOs are now operating cross-border. In
addition, the further transition from conventional
to renewable energy sources (such as offshore
wind, hydro and solar energy) will require
unprecedented amounts of investment from
TSOs over the next decade.

In this respect, sound, consistent and
transparent financial reporting by these TSOs is
of paramount importance to create and maintain
investor confidence.

Regulations and current accounting

TSOs are regulated in almost all European

countries. Tariffs are generally based on allowed

revenue caps set by local regulators in advance.

As differences between predicted and actual

volumes may occur, actual cash collected may

be higher or lower than the relevant revenue cap.

Both in the Netherlands and Germany it is

practice that such differences are adjusted by

the regulator via the tariffs applicable in future
periods. However current German accounting
practice under IFRS does not take these
differences into account as regulatory assets
and liabilities and hence in the eyes of the Board
of TenneT the current accounting treatment in

Germany poses the following significant

drawbacks:

* earnings display greater volatility reflecting
the inherent limitations of the regulatory
system rather than the underlying
performance of the TSO

e the obligation to reduce future tariffs or the
right to increase these tariffs in future periods
is not properly reflected in the balance sheet
as a payable or receivable, respectively, but
rather is included in shareholders’ equity.

Therefore TenneT has requested the International
Accounting Standard Board (IASB) to clarify the
accounting treatment of regulatory assets and
liabilities under International Financial Reporting
Standards (IFRS).
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Harmonisation and impact

TenneT Netherlands recognises so called
regulatory assets and liabilities on its balance
sheet (in accordance with the concept of accrual
accounting) such that reported revenues are in
line with the regulatory revenues allowed for the
period, rather than with the amounts actually
invoiced during the period. Auction receipts in
the Netherlands are not accounted for as
revenues, but are recognised as a liability on the
balance sheet (in ‘Stichting Beheer Doelgelden
Landelijk Hoogspanningsnet’).

TenneT Germany is accounting for most of its
revenues on the basis of actual invoices sent
during the relevant accounting period. No
receivables are recognised for amounts for which
regulatory revenue compensation is allowed in
future periods. Also no accruals are made for
amounts that will lead to lower allowed revenues
in future periods, such as, for instance, auction
receipts. In Germany, auction receipts are
booked straight in the profit-and-loss account.
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TenneT has investigated the potential effects of
bringing the current German accounting practice
in line with the Dutch practice.

TenneT estimates that the impact on
consolidated EBIT amounted to EUR 3 million
negative (reduction to EBIT) in 2011 and

EUR 59 million negative in 2010. Furthermore,
TenneT estimates that the balance sheet item
‘to be settled in tariffs’ would have been

EUR 147 million higher at 31 December 2011
than currently reported and that the balance
sheet item ‘auction receipts’ would have been
EUR 152 million higher at 31 December 2011
than currently stated.



Cash flows

Cash flows (EUR million)

Cash flow from operating activities
Cash flows from investing activities
Cash flows from financing activities

Total cash flows

Cash flows from operating activities amounted
to EUR 1,030 million positive (2010: EUR 139
million negative) mainly due to movements in
EEG working capital.

Cash flows from investing activities decreased
and amounted to EUR 904 million negative
(2010: EUR 1,250 million negative). This is
mainly the result of the acquisition of the German
extra high-voltage grid operator transpower
stromUbertragungs gmbh in 2010, partly
compensated by higher investments in 2011.

Cash flows from financing activities amounted
to EUR 476 million positive (2010: EUR 1,587
million positive). In 2010, additional borrowings
were needed to fund the acquisition of the
German extra high-voltage grid operator
transpower stromubertragungs gmbh, resulting
in lower cash flows from financing activities in
2011.

Capital expenditures

In 2011, TenneT’s tangible fixed assets
amounted to EUR 5,091 million (2010:

EUR 4,121 million) and mainly comprised of
high-voltage infrastructure assets. The 2011
investments predominantly concerned projects
aimed at strengthening the national grid
infrastructure in both the Netherlands and
Germany, projects to connect offshore wind
farms with the onshore grid in Germany, as well
as the subsea cable link to the United Kingdom.

2011 2010 2009
1,030.0 -139.3 98.0
-903.7 -1,249.7 -1,052.2
475.9 1,687.4 833.3
602.2 198.4 -120.9

Financing

TenneT aims to have a capital structure which
is in line with its (predominantly regulated)
activities and with the duration of its assets.

To maintain ample access to a wide range of
financing options and consistent with
government policy and regulatory assumptions,
the company is committed to maintaining a
senior unsecured long-term credit rating of at
least A3/A-. In addition, TenneT strives to have
sufficient liquidity, consisting of cash and credit
lines to cover the expected net cash outflow for
the next 12 months on a rolling basis. TenneT
expects to meet obligations through various
capital market transactions.

In 2011, the Dutch State committed to inject
EUR 600 million of equity, of which EUR 300
million was paid in December 2011. The
remaining EUR 300 million will be paid in June
2012. To further strengthen its equity base,
TenneT has entered into a partnership with
Mitsubishi Corporation by agreeing to sell an
equity stake, representing a 49% voting interest
in two German offshore high-voltage cable
projects, BorWin1 and BorWin2. Mitsubishi’s
aggregate equity commitment will total EUR 240
million. The transaction is still subject to certain
conditions, which are expected to be met
before summer 2012. In addition, TenneT and
Mitsubishi Corporation signed a letter of intent
to partner up in two additional offshore grid
connections, HelWin2 and DolWin2. Mitsubishi’s
expected third-party equity stake would be

EUR 340 million. The equity contribution of
Mitsubishi would represent 20% of the expected
combined expected capital expenditures of
approximately EUR 1.7 billion for these two
projects.
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On the debt side, TenneT issued EUR 1 billion
of bonds with maturities of 7 and 12 years.

To diversify short-term funding sources and
minimise interest expenses, the company also
issued commercial paper on a revolving basis
under a European commercial paper programme
in an amount of several hundred millions of
euro, with maturities generally ranging from 1 to
3 months. At the end of 2011, no commercial
paper is outstanding. Furthermore, TenneT
signed a credit facility with the European
Investment Bank in January 2011 with a
principal amount of EUR 150 million with an
option (subject to credit approval) for an increase
of an additional EUR 300 million to finance the
Randstad 380 kV project. As of 31 December
2011, no drawings were outstanding. Lastly,
TenneT extended and reprised its EUR 1,125
million revolving bank credit facility, maturing
August 2016. This facility had no drawings
outstanding as of 31 December 2011.

Prospects

TenneT faces a very sizable investment
programme, currently estimated to amount to
approximately EUR 14 billion for the next

10 years. These investments mainly involve new
connections triggered primarily by (i) large-scale
conventional electricity production capacity in a
number of favourably situated coastal locations
in the Netherlands and (ii) offshore wind farms in
Germany. As a result, TenneT expects to
continue to have a significant need for capital
during the coming years.

Onshore, TenneT TSO GmbH expects increasing
average transport distances due to increasing
infeed of wind energy coupled with the nuclear
phase out. In some situations, this leads to
capacity, voltage and stability problems on some
transmission corridors and ultimately to the need
for transmission investments to transport wind
energy to the consumption centres. The

German Grid Development Plan is currently
being analysed by all four German TSOs
together, in order to develop a viable grid
structure capable of accommodating the most
probable development scenarios for the
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forthcoming ten years. It is expected to be
published for consultation in June 2012.

In TenneT’s view, various shortcomings and
bottlenecks in the current regulatory framework
in both the Netherlands and Germany have been
identified which require fundamental changes.
TenneT expects favourable changes to the
German legislative framework in 2012, including
a limitation on the liability of TSOs for financial
losses suffered by offshore wind farms resulting
from the delay in construction or unavailability of
offshore grid connections. Current legislation
does not provide sufficient clarity around this
issue. In addition, TenneT has initiated public
debate with respect to structural changes to

the offshore connection regime, relieving
TenneT from its sole responsibility to ‘build on
command’ and creating a better manageable,
phased approach to offshore grid planning.

TSOs’ challenges at European level include the
accommodation of the exponential growth in
required transport capacity by investing huge
amounts in the coming decade(s), the further
integration of the European energy market, and
the transition to a sustainable energy market.
These investments will require TenneT to attract
investors. A reasonable rate of return within the
regulatory framework is required.
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Innovation and Corporate Social Responsibility

Innovation

TenneT believes innovation is about successfully

exploiting new ideas to create value for the

company and society. Innovation produces

solutions to meet the following strategic goals:

e high security of supply by international
standards

e market integration to ensure stable prices

* integration of renewable energy

e creating value for society.

TenneT has greatly stepped up its innovation
activities over the past few years. This report
includes a selection of recent innovative
developments. For a complete overview visit
our corporate website.

Market coupling and flow-based approach
Sustained progress has been made on

coupling markets following the Memorandum

of Understanding signed in June 2007 by
Central Western European (CWE) TSOs, power
exchanges, regulators and other stakeholders.
The Netherlands, Germany, France and Belgium
have been coupled since November 2010 and
the growing convergence of spot market prices

is visible evidence of its success. Prices in all
four countries are identical 60% of the time,
while Dutch and German prices are the same
nearly 90% of the time. The cross-regional
coupling of CWE and the Nordic countries by
means of the European Market Coupling
Company (EMCC) got underway with equally
good results. Since January 2011, the spot
prices in and cross-border flows between
Finland and France have been coordinated,
yielding a socio-economic optimum with the
TenneT territories occupying a pivotal position.

The start-up of the BritNed cable on 1 April
2011 means the integration of northwest
European (NWE) day-ahead electricity markets
(CWE, UK and the Nordics) is well on its way.
The volume coupling of the entire NWE region
has already been accomplished. However,
further improvements are planned to enhance
the results.
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The NWE Enduring projects for day-ahead (DA)
and intraday (ID) markets exemplify these
improvements. The NWE Enduring DA project
will implement a single price-coupling
mechanism for the integrated region of CWE,
the Nordics and the UK to replace the present
volume coupling. Implementation of a single
price-coupling mechanism will enable the market
to function even more efficiently. The NWE
Enduring ID-project will merge today’s patchwork
of intraday markets. This will make the entire
European intraday liquidity available to every
market player in a single system. TenneT is in
the driving seat of the NWE-Enduring DA and

ID projects.

Implementation of flow-based capacity
determination and allocation in the CWE

region is another improvement. At present the
capacity in the CWE region is calculated using
the Available Transfer Capacity (ATC) method.
This involves the coordinated calculation of
transmission capacities (static values) but still
results in bilateral values between pricing areas.
This static approach, known as capacity
splitting, means the maximum ‘safe space’ is
available between electricity trading markets.
The problem is that the available transfer
capacity between countries in the electricity
network is not static. Transfers between
Germany and the Netherlands, for example, are
charged both according to direct flows between
these two countries and according to some of
the flows between, say, France and Germany.
Whereas Available Transfer Capacity does not
reflect this interdependence, the flow-based
method will. Each method impacts in its own
specific way on the transmission capacity at
the other borders in the CWE region.
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The flow-based approach factors in the
interdependencies and grid restrictions built

into market coupling by taking them into account
while allocating cross-border flows in one step.
This will improve the physical observation of the
grid and benefit the community at large through
cross-border trade as reflected by greater price
convergence and better prices.

The flow-based approach to market coupling
is currently under development in CWE and in
Central Eastern Europe (CEE).

Wide Area Monitoring System and

Phasor Measurement Units

A Wide Area Monitoring System (WAMS) based
on Phasor Measurement Units (PMUs) is being
installed mainly to increase security of supply by
capturing the dynamic behaviour of the system.
The WAMS makes this possible by means of
continuous high-speed data measurements in
real time. As soon as the system is up and
running, a data exchange between the
Netherlands and Germany will be established so
that the two countries can use each other’s PMU
data. The next step will be to connect PMUs
from other TSOs within ENTSO-E. The system
will be fully online by the second quarter of 2012.
This project is an example of how strategic goals
are being translated into concrete innovation.

Offshore

Three large direct current projects were initiated
in 2011 for the connection of offshore wind
farms. TenneT also started work on another
alternating current grid connection. Working
simultaneously on seven projects with tight
timeframes and deadlines requires solid
coordination and the use of efficient and
innovative equipment. With this in mind TenneT
and its contractors are constantly developing
new technical solutions, e.g. for laying cables
on land and in the Waddenzee.



Building blocks

TenneT implemented a ‘building blocks’ system
on 1 April 2011 as part of its ‘A La Carte’
project. Users can select technical elements
(‘building blocks’) from a menu to help them
produce designs for primary, secondary and
structural installations at new substations, as
well as new bays in existing substations. Using
building blocks enhances the speed and
efficiency of the design process. TenneT is thus
able to achieve significant quality improvements
and reduce costs in the design phase by defining
as many design details as possible from the
outset. The building blocks system also enables
nationwide standardisation as all TenneT service
providers will be using the same elements.

In the past year TenneT started work on the
first projects that will be based on this new
approach. The building blocks are periodically
reviewed and adjusted, if necessary, based on
experiences gained and improvements
suggested in the course of the various projects.

Study to integrate 380 kV cables in power
transmission system

The Randstad 380 kV project is beginning to
take shape. At year-end 2010, the Dutch
Council of State gave the green light to
construction of the South Ring, the southern
section of Randstad 380 kV, a new high-voltage
power line running through the Randstad, the
highly urbanised western part of the Netherlands.
A unique aspect of this project is the length of
the underground 380 kV cable sections that will
eventually form a high-capacity ‘ring’.
Underground sections of this length and
transmission capacity have not been installed
anywhere else in the world.

Based on the limited national and international
data available, TenneT performed a risk
assessment and concluded that the length of the
underground cable section should not exceed
20 kilometres. In practice, this means that up to
240 kilometres of physical single-phase cable
can be installed. Following consultation with the
Ministry of Economic Affairs, Agriculture and
Innovation, TenneT has teamed up with Delft
and Eindhoven universities of technology for a
multi-year programme of practical research.
The research is aimed at describing and
understanding the effects of long 380 kV cable
sections with high transmission capacities.

Weather-forecasted thermal line rating

It is a challenge to rate the transmission capacity
of the electrical circuits to a safe maximum.

The available space to the ground usually
determines the maximum permissible
transmission capacity for the overhead line

part of the circuits. Customers benefit if
transport capacities based on dynamic rating
can be made available to the market.

The current rating calculation is based on a

heat balance around the conductor under
defined worst-case conditions. Since these fixed
conditions are not representative of the actual
cooling during most of the year, solutions have
to be explored for linking the rating to a more
representative cooling. Reliable forecasts would
make it possible to calculate the transmission
capacity one or two days in advance. Forecasts
of wind speed and air temperature and the
spread around the expected values can be taken
from existing weather forecasting techniques.

After an introduction of the model, there was a
discussion of observations from an 18-month
pilot project. They revealed a large potential
average capacity gain on the pilot line. The
probability level of the forecasts was monitored
during the pilot project. The model will be
finetuned in the next phase of the pilot project.
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Corporate Social Responsibility

TenneT regards Corporate Social Responsibility
(CSR) as way of facilitating a socially responsible
transition to renewable energy. In its business
activities TenneT takes into account the
surroundings in which the company operates.
We communicate transparently about our
operations and about our operational decisions
that affect the people, planet and profit
dimensions of CSR. We do this in accordance
with the 2011 transparency benchmark of the
Dutch Ministry of Economic Affairs, Agriculture
and Innovation by publishing an annual report on
our CSR policy on the website of our regular
annual report. In its CSR Annual Report, TenneT
publishes an overview of the highlights of the
past year and reports on its performance in
accordance with the Global Reporting Initiative
(GRI) standards.
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TenneT applies the following CSR principles:

e CSRis an integral part of our core
business and is embedded in the company’s
regular governance processes to the fullest
possible extent

e TenneT adheres wherever possible to
national and international standards that
encourage social commitment and
responsibility

e implementation of CSR policy is a line
management responsibility throughout
the company

e innovation is essential to respond efficiently
and proactively to developments, wishes and
interests in society.

TenneT has embedded its CSR policy in a
strategic management plan that forms the
basis for its annual CSR objectives and Key
Performance Indicators (KPIs). The strategic
plan has been translated into an operational
plan of action.

More information on Corporate Social
Responsibility at TenneT can be found on
the corporate website.



Human Resources

Number of employees

After several years of strong growth in the
Netherlands, the number of employees stabilised
in 2011. The number of employees in Germany
increased due to the growing number of
(offshore) projects. The offshore projects in
Germany to harness wind energy are a good
example of the teamwork between the two
countries. Two offshore projects are managed
from Arnhem by Dutch TenneT employees.

At year-end 2011, the organisation employed
2,055 people in total (1,985 FTEs): 1,111 people
(1,067 FTEs) in the Netherlands and 944 people
(918 FTEs) in Germany. The sick leave rate in
2011 was 3.1% in the Netherlands (2010: 3.1%)
and in Germany it was even lower at 2.0%
(2010: 2.6%). TenneT believes that a healthy and
stimulating working environment paired with
active reintegration guidance keeps sick leave
relatively low.

Age spread of workforce

Under 20

20-30

30-40

40-50

50-60

Over 60

Composition of workforce

Payroll employees

by gender
Male
Female

Managerial staff

by gender
Male

Female

2011

1.8%

14.5%

28.5%

29.4%

23.4%

2.4%

2011

78.5%

21.5%

85.6%

14.4%
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2010

1.1%

12.4%

28.9%

30.8%

25.0%

1.8%

2010

79.6%

20.4%

87.56%

12.5%
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Smart Working

Pursuing its ambition to improve its internal
efficiency and processes, TenneT started
investigating in 2011 the possibilities for
introducing Smart Working in the Netherlands.
Smart Working is an approach to organising
work that embraces the principles of freedom,
collaboration and focus to create a work
environment that drives greater efficiency and
effectiveness in achieving performance
outcomes. Approximately 110 employees
adhered to the Smart Working principles for six
months in a pilot study. Results confirmed that
Smart Working had a positive effect on
teamwork, efficiency/effectiveness and work/life
balance and will reduce costs. These results
justify further steps to develop Smart Working in
2012. Another aim of TenneT in introducing this
way of working is to strengthen its position as
an attractive employer.

Training and education

TenneT offers its employees several training
and educational programmes. In 2011, TenneT
started a joint Leadership Development
Programme in which international senior
management teams elaborated relevant themes
for TenneT. At national level, management
development programmes were established for
middle management in both countries.

For reasons including recruitment, TenneT has
teamed up with three universities of applied
sciences — The Hague, HAN, and Windesheim —
to facilitate Power Minor. Power Minor is a Dutch
training programme for electrical engineering
students who are nearing completion of their
degree. The aim is to introduce students to all
aspects of the energy supply sector in a short
time. Under the Young Talent Programme, recent
university graduates with degrees in TenneT-
specific knowledge areas are trained to become
full-fledged TenneT professionals over a period
of two years. The programme has a similar aim
as the Trainee Programme established in 2008
by TenneT Germany (then transpower). Work
experience placements with TenneT Germany
offer excellent prospects to young people
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starting out in the labour market. Germany’s
system of ‘dual education’ combines an
apprenticeship at a company with a programme
of vocational education.

Committed Power

TenneT wants its employees to feel fit and
healthy. They are encouraged to pursue an
active lifestyle, among other things through the
Committed Power programme. This programme
is designed to stimulate sports and offers
employees the opportunity to train with qualified
trainers for a challenging, individual goal in a
group setting. In 2011, 550 employees achieved
their challenging goals in either Nordic walking,
cycling or running. Ice-skating has been added
to the programme; in winter of 2011/2012
approximately 50 employees took part in this
activity.

Employee Survey

The second joint Employee Survey was
conducted in September 2011. The response
rate was 75 percent, with an average overall
employee satisfaction score of 7.7. This is
virtually the same as the previous year and better
than the Dutch benchmark of 7.2. However,
large differences exist between the Netherlands
and Germany. The Dutch score almost equals
the benchmark, whereas the 8.5 score for
TenneT Germany is considerably higher. Overall,
employees value TenneT as their employer of
choice thanks to interesting and challenging
jobs, good employee benefits, pleasant
colleagues and a good workplace atmosphere.

Efficiency

Efficiency and restructuring processes in a
growing organisation were other themes
addressed by TenneT Netherlands in addition to
the integration process. The main programme,
the Long Term Efficiency programme, details the
new organisational set-up for 2012 for the two
largest operational units: Asset Management and
Grid Services. The Works Council plays an
important advisory role, especially by adopting a
critical stance on matters with consequences for
employees.



Safety, Health and Environment

One of TenneT’s principal objectives has always
been to promote the safety awareness of its
employees. At the same time TenneT is striving
to protect the natural environment and, wherever
possible, to make a positive contribution to the
living and working environment in which the
company operates.

Safety

TenneT formalised its policy on Safety, Health
and Environment (SHE) in 2011 when the
Management Board signed a Statement of Intent
on this subject. Safety-related activities will
increasingly be incorporated into our ‘Stay
tuned. Safety firstl’ campaign, with the overall
aim of effectively and efficiently achieving our
SHE target of zero incidents. A number of key
processes in the quality cycle (Plan, Do, Check,
Act) have been embedded in the organisation
and harmonised in Germany and the
Netherlands. Dynamic hazard assessments

have been introduced at TenneT’s construction
sites in Germany, and safety measures are being
monitored more thoroughly to ensure safe
working practices.

The SHE guidelines were fleshed out by adding
requirements applicable to contractors in
offshore projects to enhance safety at work.
The training of first responders in the offshore
service group was expanded considerably to
improve the response to emergencies in our
offshore activities.
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Incidents

TenneT wants to reduce the number of
workplace accidents and incidents to zero.
Thanks to our proactive approach, the number
of lost time incidents was limited to three.

The Lost Time Incident Frequency (LTIF) was
0.87. This figure excludes external contractors
who, unfortunately, reported 31 lost time
incidents (LTIF: 5.68). The key goals for

2012 are to improve the lessons learned

from incidents and to reduce the number of
incidents at our contractors.

Health

Employee health is high on TenneT’s agenda.

Preventive medical examinations

Every four years our employees voluntarily
undergo a preventive medical examination that
includes a broad screening of their overall health
in relation to work load. The next round of
examinations for employees in the Netherlands
is scheduled for 2012.

Measures to prevent asbestos exposure
TenneT wants to prevent its employees from
being exposed to asbestos fibres. In 2011
TenneT established a policy framework to
prevent such exposure. We also inventoried the
presence of asbestos at high-voltage substations
in the Netherlands. Additional targeted
investigations will be carried out in 2012. The
asbestos risk is lower in Germany, where many
structures containing asbestos have already
been cleaned up.
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Environment

TenneT actively endeavours to protect the
environment by operating in a manner designed
to minimise environmental harm.

Corporate environmental data reporting will be
developed further in 2012. In the Netherlands,
TenneT is working with its Service Providers to
improve the registration system for sulphur
hexafluoride (SF6) gas, which is used as an
insulating gas in high-voltage switchgear.

This will make it possible to implement a policy
on targeted replacements and/or overhauls.

In 2011, TenneT organised a major overhaul
operation to reduce future SF6 emissions.



Security and crisis management

Security

The principal aim of TenneT’s security policy is
to protect its organisation and assets against
terrorism, crime and vandalism. TenneT set up
the TenSec pilot project in the Netherlands to
obtain an insight into the cost, complexity and
most effective set of measures for assuring
proper security of its high-voltage substations.
This pilot project was completed during the year
under review. Based on the lessons learned from
the various measures, TenneT established a
security concept with predefined measures for
high-voltage stations.

The importance of adequate cyber security is
becoming increasingly clear. In 2011, TenneT
devoted a great deal of attention to building
robust networks in the Netherlands and in
Germany. As part of these efforts, TenneT COO
Ben Voorhorst joined the recently established
Netherlands Cyber Security Council as a
representative of the critical private infrastructure
sector. The importance of cyber security was
highlighted by the DigiNotar incident, where

the security of this Dutch commercial certificate
authority was breached and resulted in the
fraudulent issue of certificates. One of the
consequences was that TenneT very quickly had

to re-issue new certificates to the energy market.

Crisis management

The first covenants between TenneT and the
regional gas/electricity grid operators and
security regions were signed in the Netherlands
in the year under review. These voluntary
agreements provide a sound basis for regional
agreements on disaster and crisis management.

TenneT tested its crisis management
organisation on several occasions in 2011. In
Germany TenneT held desktop drills, while in the
Netherlands TenneT held a semi-live drill and
participated in various drills by local authorities.

Technical compliance

TenneT attaches great importance to security of
supply and to the safety of employees and local
residents. Besides displaying integrity in our
operations, TenneT is committed to complying
with technical norms and standards.

TenneT formally embedded technical compliance
in TenneT’s management system in 2011. This

is a stepping-stone towards the further
development of technical compliance within
TenneT, but so far it has been introduced only

in the Netherlands.
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Corporate
(Governance

TenneT has chosen to adhere voluntarily to the Dutch Corporate

Governance Code in areas relevant to the company’s business,

despite being not obliged to do so. The code’s principles and best

practice provisions provide effective guidelines for how TenneT

and its majority subsidiaries should operate.

Corporate Governance structure
TenneT’s corporate governance structure
comprises the Supervisory Board, the
Management Board and the General Meeting
of Shareholders. Our external auditor and our
internal controls and audits also play an
important part in the corporate governance
structure.

Management Board

The Management Board of TenneT Holding B.V.
has four statutory directors (as stipulated in the
articles of association) and one titular director.
TenneT Holding B.V. operates in accordance with
the ‘four eyes principle’ under which members of
the Management Board hold joint authority to
represent the company. Each board member
also holds limited individual power of attorney.

The Management Board is responsible for the
general policy and strategy of TenneT Holding
B.V. Its remit embraces regulated and
unregulated activities. TenneT Holding B.V.
determines the extent to which the activities
of unregulated companies are consistent with,
and conducive to, the policy and strategy of
TenneT as a whole.

Supervisory Board

The Supervisory Board oversees the general
policy and strategy of TenneT and carries out its
duties in the interests of the company and all
relevant stakeholders, while taking due account
of the aspects of Corporate Social Responsibility
that are relevant to TenneT. The Supervisory
Board operates at the level of TenneT Holding
B.V. Following amendment of the Electricity Act,
TenneT is subject to a mitigated statutory two-
tier regime (‘structure regime’). The Supervisory
Board has produced a profile of its composition.
The profile takes into account the nature of the
company and the required expertise and
background of Supervisory Board members.
The Supervisory Board aims to achieve diversity
in its composition. The board must consist of at
least three members. At present it has five
members. Individual members may not serve
more than three terms of four years. The members
step down according to a predetermined
resignation rota.

The Supervisory Board has selected a number
of its members to form an Audit Committee, a
Remuneration and Appointments Committee and
a Strategic Investments Committee. The Audit
Committee is charged with monitoring the
company’s financial reporting, including quarterly
and annual reports, financial reporting policy,
internal control mechanisms, strategic risk
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assessment, the independent external audit of
the financial statements and the evaluation of
the external auditor. The Remuneration and
Appointments Committee is tasked with the
remuneration policy, the remuneration of
individual board members, and the preparation
of a remuneration report. The Remuneration
and Appointments Committee also establishes
criteria for the appointment of new board
members and supervises the procedure for
appointing them. The Strategic Investments
Committee prepares decision-making by the
Supervisory Board on investment proposals
submitted by the Management Board; the
committee assesses whether such proposals
are compatible with the company’s economic,
financial and technical objectives. Regulations
have been drawn up to govern the operation of
the Supervisory Board, the Audit Committee,
the Remuneration and Appointments Committee
and the Strategic Investments Committee.

All information regarding the Supervisory Board
(such as its rules and resignation rota) can be
viewed on the corporate website.

General Meeting of Shareholders

All shares in the capital of TenneT are held by the
State of the Netherlands, which is represented
by the Ministry of Finance. Under the Electricity
Act 1998, shares in the company may be held
only by the State of the Netherlands.

TenneT organises a General Meeting of
Shareholders within six months of the end of
each fiscal year. Subjects on the agenda include
discussion of the annual report, adoption of the
financial statements and dividend and discharge
of liability of members of the Management Board
and the Supervisory Board for their respective
activities in the past year. Other General
Meetings of Shareholders are held as often as
the Management Board, Supervisory Board or
shareholder deems necessary. Resolutions may
also be adopted outside a meeting.

External auditors

The General Meeting of Shareholders has the
power to appoint external auditors to audit the
annual financial statements prepared by the
Management Board. The external auditors report
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on their audit to the Supervisory Board and the
Management Board and present the findings of
their audit in their opinion on the financial
statements.

The performance of the external auditors is
evaluated from year to year by the Management
Board and the Audit Committee and, if
necessary, also by the Supervisory Board.

The external auditors attend various meetings
of the Audit Committee. They also attend

the Supervisory Board meeting that discusses
the external auditors’ report on the financial
statements and signs off the financial
statements.

Internal controls and audits

Internal controls

Internal controls occur throughout the year
at TenneT Netherlands. The emphasis is on
checking the allocation/existence of roles in
TenneT’s financial accounting system,
particularly essential authorisations.

TenneT Germany has set up an Internal Control
System (ICS) that focuses on the internal control
of the financial reporting system. A control
framework is in place for all relevant financial
processes. The functioning of the ICS is checked
each year by an external auditor.

Internal audits

Operational audits form an integral part of
TenneT’s risk management system. They are an
important tool for managing risks effectively.
Internal audits provide an insight into how and to
what extent the risks that may jeopardise
achievement of TenneT’s objectives are under
control. The purpose of the audits is to provide
the organisation with additional assurances of
the effectiveness of internal controls of
processes.

The Audit department schedules its audits
according to a three-year cycle. Ad hoc audits
are also performed. The audit schedule is
updated annually to reflect the latest operational
and strategic risk assessments performed by the



Risk Management department. The Dutch and
German audit schedules generally correspond
with each other, but each devotes particular
attention to local differences and specific
processes. The annual plan is submitted to the
Management Board and Audit Committee.

The Audit department reports the audit findings
to the auditee and to the Management Board.
The Supervisory Board is informed annually of
the results of the audits performed in the year in
question, and of any trends identified by the
Audit department. The status of follow-up action
is reported periodically.

Deviations from the Corporate
Governance Code

The deviations from the Corporate Governance
Code remain unchanged compared to last year.
The reasons why certain principles and best-
practice provisions in the Corporate Governance
Code do not apply to TenneT and/or why and

to what extent TenneT decided not to adopt the
principles and best-practice provisions are
explained below:

Management Board

I1.2.4 to 11.2.7. TenneT does not operate a
system of remuneration in the form of share
options because the State of the Netherlands
is our sole shareholder.

I1.2.12. The remuneration report of the
Supervisory Board is discussed with the
General Meeting of Shareholders. Any relevant
information is included in the Annual Report.

Supervisory Board

lIl.2.2. Three of the dependence criteria have not
been adopted by TenneT. Two of these criteria
concern Supervisory Board members with
shareholdings in TenneT (this does not apply to
TenneT). The third deals with a Supervisory
Board member who has temporarily been
charged with managing the company in the
event of the Management Board being
unavailable or incapacitated. This criterion does
not necessarily apply to TenneT (see lI1.6.7).
II.5. If the Supervisory Board consists of more
than four members, the Corporate Governance
Code stipulates that the Supervisory Board shall

appoint from among its members an Audit
Committee, a Remuneration Committee, and

a Selection and Appointments Committee.

The TenneT Supervisory Board has combined
the tasks of the latter two key committees in a
Remuneration and Appointments Committee.
The Supervisory Board has also established an
Audit Committee and a Strategic Investments
Committee, both made up of Supervisory Board
members.

l11.6.6. No delegated Supervisory Board member
is in office at TenneT.

[11.6.7. A Supervisory Board member who
temporarily takes charge of the company in the
event of the unavailability or incapacity of the
Management Board will in principle step down
temporarily from the Supervisory Board. On
completion of the supervisory director’s
managerial duties, the Supervisory Board and
the General Meeting of Shareholders will decide
whether he can rejoin the Supervisory Board.
The duration of the director’s managerial duties
may be one of their considerations.

[I.7.1 and Ill.7.2. These provisions deal with
shareholdings of Supervisory Board members
and do not apply to TenneT.

[11.8.1 to 1ll.8.4. These provisions concern
single-tier management; these provisions do
not apply to TenneT.

General Meeting of Shareholders

Many of the best-practice provisions pertaining
to the General Meeting of Shareholders do

not apply to TenneT. The provisions in question
are the following:

IV.1.1. Non-structure-regime company

IV.1.2. Voting rights in respect of finance
preference shares

IV.1.3. Public disclosure of a bid

IV.1.7. Registration date of voting rights

IV.2.1 to IV.2.8. Depositary receipts for shares
IV.3.1 to IV.3.4. Dealings with analysts, financial
press and institutional investors

IV.3.7. Shareholder circular

IV.3.11. Protective mechanisms

IV.3.12. Voting proxies and voting instructions
IV.3.13. Policy governing bilateral contacts
with shareholders

IV.4.1 to IV.4.3. Responsibility of institutional
investors
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RISK managemen

and risk tactors

Risk management

The Risk Management department reports to
the Chief Financial Officer. The department
monitors risks on a daily basis, oversees
compliance with policies and supervises the
organisation-wide reporting process for the
main business risks. Together with specialised
employees in the risk management field in other
parts of the organisation, the Risk Management
department provides support to other business
units in identifying, monitoring, controlling and
reporting risks.
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TenneT’s internal control and risk management
system is based on the international COSO Il
model (Committee of Sponsoring Organizations
of the Treadway Commission).

The following principles underpin the internal

control and risk management system developed

by TenneT:

* risk management has an independent
position within TenneT

e TenneT adopts an integral approach to
risk management

e the system manages risks that may
jeopardise fulfilment of company objectives.



A key element of TenneT’s approach to risk
management is that line and staff managers
bear primary responsibility for identifying and
controlling all risks within their field of activity.
The Management Board and the Supervisory
Board regularly discuss the functioning of the

internal risk management and control framework.

Risk factors

TenneT makes a distinction between four
risk categories:

e strategic risks

e compliance-related/regulatory risks

e operational risks

e financial risks.

Strategic risks

A risk is classified as ‘strategic’ if it might
jeopardise achievement of the company’s
strategic objectives.

Based on a strategic risk analysis conducted in

2011 with the Management Board and senior

management, the following strategic risks were
identified:

grid performance: an increasing number

of incidents/interruptions as a result of more
intensive grid usage and the condition of

the grid

availability of equity capital: without sufficient
equity capital, future investments that are
essential and required by law will be delayed
and the company’s credit rating and access
to debt capital may be affected

transmission capacity/availability: risk of
delays in the development of essential
projects required by law (onshore and
offshore) and the risk that offshore wind farm
connections fail to meet guaranteed
availability criteria

project management: potentially insufficient
control of infrastructural projects may cause
inefficient and/or delayed investments
reputation: risk of reputational damage if
incidents/interruptions occur and if the
public at large objects to construction of new
routes yet to be built.
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Compliance/regulatory risks

Regulatory and compliance risks include
uncertainties about the regulatory framework
and legislation. Changes to laws and regulations
directly affect our activities, since TenneT obtains
a large proportion of our revenues from regulated
activities.

In view of the different regulatory regimes in the
two countries, specific regulatory risks affecting
TenneT in the Netherlands and in Germany have
been summarised separately below.

Regulatory risks for TenneT TSO B.V.

The Office of Energy Regulation of the
Netherlands Competition Authority (NMa) sets
the ‘permissible revenue’ from providing
transmission and system services. The Method
Decisions for the new regulatory period
(2011-2013) specify the method for determining
the level of permissible revenue. The regulatory
regime is predicated on the principle that
TenneT'’s tariff revenues must not exceed the
‘efficient costs’ incurred by the company. The
Office of Energy Regulation sets the level of
efficient costs based on the actual costs that
TenneT incurs in a particular year, the level of
efficiency presently achieved by the company
and potential productivity improvements in the
coming period.

The Office of Energy Regulation derives the
efficient cost levels and potential productivity
improvements (the ‘frontier shift’) from
international benchmarks. TenneT believes that
these studies are not sufficiently transparent to
enable such determinations. Moreover, efficiency
and productivity improvement targets are applied
to total costs, which include a cost of capital
reimbursement and depreciation. TenneT
believes that applying these targets to a relatively
long-lived asset base, with few improvements
feasible once constructed, does not constitute a
fair and equitable regulatory regime. Therefore,
TenneT lodged an appeal with the Netherlands
Trade and Industry Appeals Tribunal (CBb) to
challenge the Method Decisions for the
transmission and system services, particularly
with respect to the general non-transparency
and methodological errors/flaws of the

42 Annual Report TenneT 2011

benchmark, and the application of the efficiency
score to the regulatory asset base built before
2001. In its verdict dated February 2012, the
Industry Appeals Tribunal rejected most of
TenneT’s complaints.

For the 2011-2013 regulation period, the Office
of Energy Regulation introduced incentives for
the costs related to the purchase of energy and
capacity for the transmission and system
services (grid losses, congestion management,
regulating and reserve capacity, emergency
capacity and black-start services). The financial
risks of TenneT TSO B.V. for the purchase of
these services have been capped at 5% of the
budget concerned.

TenneT’s major expansion investments have
been subject to a new legal framework since

1 July 2011. The prior consent of the Ministry

of Economic Affairs, Agriculture and Innovation is
required for the functionality of such investments.
The risk remaining for TenneT arises when the
Office of Energy Regulation assesses
retrospectively whether the major expansion
investments were carried out efficiently.
Substantial costs are involved in integrating
major expansion investments in environmental
planning and the landscape. These costs will
generally be recovered up to the efficient level.
However, the relatively high integration costs
might result in lower scores in international
benchmarks.

TenneT attempts to mitigate regulatory risks as
far as possible by informing the Office of Energy
Regulation, the Ministry of Finance and the
Ministry of Economic Affairs, Agriculture and
Innovation regarding the effects of the prevailing
regulatory framework.

Regulatory risks for TenneT Germany

TenneT Germany is obliged by law to connect
offshore wind farms in good time. Failure to
provide timely connections (other than as the
result of factors beyond TenneT Germany’s
control) may trigger legal claims from wind farm
operators. The existing liability rules lack clarity
and are presently subject to legal wrangling.
However, the German government has publicly



announced that it will soon initiate a clarification
of the law which — based on the principle of
insurability — will allow unrestricted investments
in offshore wind farms and offshore grid
connections.

Nevertheless, the Germany’s energy transition
requires steep investments, especially in offshore
grid connections. TenneT Germany has identified
severe resourcing problems for the personnel,
equipment and capital needed to make future
investments.

Under the German Incentive Regulation
(Anreizregulierungsverordnung), the Federal
Network Agency may set a deviating lump sum
for offshore operating expenses. A formal
procedure was initiated in 2011 for that purpose.
TenneT Germany submitted official comments.
The regulator decided to set an offshore lump
sum of 3.4% of total capital invested. This has
reduced the risk of an insufficient lump sum.

TenneT Germany further endeavours to mitigate
regulatory risks by informing and by discussing
the prevailing regulatory regime with the Federal
Network Agency and the Federal Ministry of
Economics and Technology.

Operational risks

Operational risks arise from day-to-day
operations. A risk is designated as ‘operational’
if it threatens fulfilment of operational objectives.

The operational risks affecting the various
departments are identified and analysed each
quarter by the Risk Management department.
The TenneT risk matrix is used to determine

the likelihood and impact of identified risks.
When listing operational risks, TenneT focuses
mainly on the progress achieved in implementing
the relevant controls and their effects on the
likelihood of occurrence of the risk, and on the
effect/consequences if the risk materialises.
The departments produce quarterly reports
detailing the status of operational risks and the
progress made in controlling them. Specific
operational risk reports are also drawn up
periodically under the German Business Control

and Transparency Act and the German
Accounting Law Reform Act.

The primary operational risks associated with
TenneT'’s transmission services are failure to
maintain the required quality standards and
failure to provide the agreed capacity.

To keep these risks under control, TenneT
Netherlands produces a Quality and Capacity
Plan once every two years. The plan is reviewed
by the Office of Energy Regulation. The process
of drawing up and reviewing these plans
provides an insight into the management of the
risks in question. The “Vision 2030’ document
analyses long-term developments affecting the
Dutch electricity supply and their impact on
TenneT. Each year TenneT Germany and the
other German TSOs jointly draw up a grid
development plan to safeguard the electricity
supply for the coming 10 to 20 years. This plan
requires approval by the regulatory authority
(the Federal Network Agency).

Employees at the National Control Centres in

the Netherlands and Germany are trained to
perform critical tasks and are qualified to perform
switching operations. To maintain the skill

level required for these positions, they attend
periodic refresher courses and assessments in
accordance with the relevant national and
international requirements. The primary risk
regarding system services stems from system
imbalance leading to non-compliance with
national and international agreements, laws and
regulations. Various procedures and arrangements
are in place to control this risk, and a crisis
organisation has been set up to deal with any
emergencies. The employees concerned receive
regular training in various scenarios.

Financial risks

TenneT’s policy on managing financial risks
seeks to ensure effective liquidity and cash flow
management and protection of group equity
capital against financial risks. TenneT’s financial
risks are presented separately in the notes to
the financial statements (under ‘Financial risk
management’).
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Statements

oy the

Soar

In-control Statement

As the Management Board, we are responsible
for the design and operation of our internal risk
management and control system. During 2011,
we evaluated the design and operation of this
system, mainly based on business control
information, internal Audit reports and the
reports from the external auditors.

The risk management framework does not
provide absolute assurance on the achievement
of the corporate objectives, nor does it give
absolute assurance that material errors, losses,
fraud or violations of laws and regulations will not
occur in the operational processes and/or the
financial reporting.

With due regard to the above, the Management
Board is of the opinion that TenneT’s internal
risk management and control systems provide
a reasonable degree of assurance that the
financial reporting does not contain any errors
of material significance and that the risk
management and control systems operated
adequately with regard to the financial reporting
risks in the year under review.

NVanagement

Statement of responsibility

We confirm that the financial statements for the
period 1 January to 31 December 2011 have,
to the best of our knowledge, been prepared in
compliance with IFRS and that the disclosures in
the financial statements give a true and fair view
of TenneT’s assets, liabilities, financial position
and results as a whole, and that the disclosures
in the annual report give a true and fair view of
the performance, results and position of TenneT,
together with a description of the most
significant risk and uncertainty factors faced

by TenneT.

Arnhem, 22 March 2012
J.M. Kroon *)

M.J. Fuchs *)

E.T.A. de Boer *)

B.G.M. Voorhorst *)
A.A. Hartman

*) Statutory director
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From left to right (standing): Cees Griffioen, Jan Vugts and Rien Zwitserloot.

From left to right (sitting): Aad Veenman and Fokko van Duyne.
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TenneT has evolved enormously in the past few years. By investing

billions of euro in the high-voltage grids in the Netherlands and Germany,

the company, in its capacity as a cross-border electricity grid operator,

now plays a prominent role in the development of an international electricity

market and in the transition to sustainable energy. The Supervisory Board

is closely involved in the development and growth of the organisation,

poth as supervisor and as an adviser.

Composition of the Management Board
and Supervisory Board

Management Board

Mr. Schulte resigned on 1 August 2011. On

1 December 2011, the shareholder re-appointed
Mr. Voorhorst, COOQ, for a four-year term. On the
same date, Mr. De Boer, acting CFO since June
2010, was appointed as a statutory director for a
four-year term. As of that date, the Management
Board consisted of four statutory directors and
one titular director. Further information on
Management Board members can be found
under ‘Other Information.’

Supervisory Board

There were no changes to the Supervisory Board
during the year under review. The Supervisory
Board has five members; further information on
the members can be found under ‘Other
Information’. Members of the Supervisory Board
step down periodically by rotation according to a
resignation schedule that TenneT publishes on
its website.

All Supervisory Board members are independent
within the meaning of both the Corporate
Governance Code as well as the Electricity Act
1998. None has any direct or indirect links with
legal persons (or shareholders thereof) engaged
in the production, purchase or supply of
electricity or gas.

Supervisory Board meetings

The Supervisory Board held seven meetings

in 2011. Five of these meetings were held in

accordance with an agreed schedule and were

attended by all members of the Supervisory

Board. Two extra meetings were arranged to

discuss and decide on a current investment

proposal and the financing of the company.

Every meeting covered TenneT’s spearheads of

safety and security of supply. The reassessment

of the company’s strategy was another subject

of extensive discussions. The same applies to

the financing of the company with a view to the

large investments made in German offshore

projects. The offshore investments in Germany

were discussed in a wider context than just their

financial merits.

The meetings also addressed:

e safety

e progress of projects

e financial statements for the 2010 fiscal year
and appropriation of profit

e interim results for the 2011 fiscal year
(internal quarterly reports and external interim
financial statements)

e annual business plan for 2012-2014

* risk management

e strategic risk analysis

e regulatory issues

e remuneration policy

¢ information technology

e articles of association

e evaluation of the Management Board and
Supervisory Board.

The shareholder and the Supervisory Board also

conferred with one another on several occasions
outside the General Meeting of Shareholders.
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Supervisory Board committees

Three committees support the Supervisory
Board. They consist of members of the
Supervisory Board; the main task of the
committees is to prepare the plenary Supervisory
Board’s discussion and decision-making on
specific delegated subjects. The chairmen of

the committees report at the Supervisory Board
meetings on the subjects discussed at their
committee meetings. The agendas, documents
and minutes of the committee meetings are
submitted prior to the meeting to the Supervisory
Board. Most of the committee meetings were
fully attended.

One of the members of the Supervisory Board

is also a member of the Aufsichtsrat, the
counterpart at the German company TenneT
TSO GmbH.

Audit Committee

In 2011, the Audit Committee consisted of

Mr. Griffioen (chairman) and Mr. Vugts. The
committee held six meetings in 2011 in the
presence of the Management Board; three of
these meetings were attended by our auditor
PricewaterhouseCoopers Accountants N.V.
Subjects discussed by the Audit Committee at
its meetings included the financial statements
for the 2010 fiscal year, the 2011 internal
quarterly reports and the 2011 interim results.
Major subjects covered were financing topics
in general and financing of German offshore
projects in particular. The Audit Committee
evaluated the performance of the external
auditor PricewaterhouseCoopers Accountants
N.V. and subsequently reappointed it as
TenneT'’s external auditor. The Audit Committee
further discussed the restructuring of the finance
department. This restructuring will result in a
more centralised organisation.
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The meetings also covered:

e management letters for 2011

e auditor’s reports

e annual business plan for 2012-2014

e treasury rules and treasury report

e internal audit report

® tax report

e risk management and strategic risk analysis

e accounting issues, involving mainly the
harmonisation of the application of IFRS
to the Dutch and German TSOs

e cash management.

Remuneration and Appointments Committee

In 2011, the Remuneration and Appointments

Committee consisted of Mr. Van Duyne

(chairman) and Mr. Veenman. The committee

held four meetings in 2011, each in the presence

of the chairman of the Management Board and

the senior HR manager. Subjects discussed by

the Remuneration and Appointments Committee

at its meetings included:

e appointment and reappointment of statutory
directors of the Management Board

e performance of statutory directors of the
Management Board

e proposals for variable remuneration of
statutory directors of the Management Board

e formulation of the 2011 remuneration report

e formulation of remuneration policy

e recruitment and selection of a member of the
Supervisory Board.

A separate chapter is devoted to the 2011
Remuneration Report.



Strategic Investments Committee

In 2011, the Strategic Investments Committee
consisted of Mr. Van Duyne (chairman),

Mr. Veenman and Mr. Zwitserloot. The committee
held three meetings in 2011, each in the
presence of members of the Management
Board. The Committee assesses whether
investment proposals by the Management Board
are compatible with the company’s strategy and
economic, financial and technical objectives.
Dutch and German investment proposals were
discussed: substantial and complex investments
with regard to strengthening the Dutch grid and
regarding German offshore grid connections.

Supervisory Board performance appraisal
In autumn 2011, the Supervisory Board evaluated
its own performance, under supervision of an
external facilitator. The results of the evaluation
will be further elaborated in the course of 2012.

Contacts with the Works Council

The Supervisory Board attaches great
importance to a good working relationship

with the Works Council. In the year under
review, representatives of the Supervisory
Board attended two meetings between the
Management Board and the Works Council. In
February 2012, the Supervisory Board met with
the Works Council and the Management Board
to discuss various relevant subjects. Throughout
the year, the chairman of the Supervisory
Board, Mr. Veenman, held regular meetings with
members of the Works Council to keep abreast
of issues covered by Works Council’s remit.

Contacts between the Supervisory Board and
the Works Council again proved valuable in
the year under review, especially in view of
developments in the energy market in general
and at TenneT in particular. The Supervisory
Board greatly appreciates the way the various
subjects were addressed.

Financial statements

The Supervisory Board has examined the 2011
annual report, the 2011 financial statements

and the auditor’s report issued by Pricewater-
houseCoopers Accountants N.V. The Supervisory
Board endorses these documents and
recommends adoption of the financial statements
by the General Meeting of Shareholders.

The Supervisory Board recommends that the
General Meeting of Shareholders discharge the
Management Board from liability in respect of its
management of the company and release the
Supervisory Board from liability in respect of its
supervision.

Word of appreciation

The Supervisory Board recognises that the
major challenges that TenneT now faces require
extraordinary efforts on the part of its employees.
Therefore, the Board wishes to thank the
Management Board and all TenneT managers
and employees for their efforts and commitment
in the year under review. TenneT’s work
safeguarded security of supply as well as safety
and resulted in solid financial results and
success in key matters like the equity financing
of German offshore projects.

Our special thanks go to Mr. Schulte who left the
TenneT Management Board in the past year. We
are grateful to him for his work for this company
and, in particular, for his contribution to the
establishment of TenneT Offshore GmbH and the
first connections to offshore wind farms in the
German part of the North Sea.

Arnhem, 22 March 2012

A.W. Veenman (chairman)
J.F.T. Vugts (vice-chairman)
J.F. van Duyne

C. Griffioen

R.G.M. Zwitserloot
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Elelelg

Introduction

The Remuneration Report sets out the current
remuneration policy for the Management Board
(statutory directors) and the Supervisory Board
of TenneT Holding B.V. as approved by the
shareholder. The Remuneration Report specifies
any adjustments in salary for the members of
the Management Board (statutory directors) over
the previous year, the extent of attainment of the
previous year’s targets, and the resulting awards
of variable remuneration.

The report also specifies the remuneration
received by the members of the Supervisory
Board as well as the essential points of the new
remuneration policy as approved by the
shareholder and as applicable to the
appointment of new directors.

On 1 December 2011, E.T.A. de Boer, acting
CFO of TenneT Holding since June 2010, was
appointed statutory director of TenneT Holding
B.V. by the shareholder. The new remuneration
policy also applies to this director who newly
joined in 2011.

Remuneration policy of

TenneT Holding B.V.

The remuneration policy as approved by

the shareholder and applicable to the directors
appointed before 2011 consists of the following
elements:
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Remuneration

Fixed salary

The fixed salary of the Management Board
(statutory directors) is based on a job evaluation.
Under this evaluation, the remuneration attached
to the position is benchmarked against the
remuneration of positions of a similar level in the
general remuneration market in the Netherlands.
The median of the benchmark is used as a basis
for determining the desired level of fixed
remuneration. If there is a deficit in comparison
with the median, it is company policy to close it
within a period not exceeding four years on
condition of good performance. Additionally, the
Supervisory Board may decide from year to year
to index-link the salaries of executive directors.

The remuneration awarded to the German
director differs from the remuneration policy

for TenneT directors in the Netherlands. This
discrepancy is caused by substantial differences
between the Dutch and German remuneration
markets, the latter being characterised by a
lower level of fixed remuneration and a
significantly higher variable component.

Variable salary
The remuneration policy provides for a maximum
of 25% of fixed salary to be awarded as
variable remuneration. The amount of variable
remuneration awarded is based on the extent
of attainment of previously agreed targets. These
targets are set in four categories:
e personnel, safety performance, and
security of supply
e strategic targets
e profitability
® operating targets.



The Supervisory Board annually presets the
specific targets and the associated weighting
factor for members of the Management Board,
taking care to ensure a proper balance between
public objectives and Corporate Social
Responsibility aims. At the end of the year in
question, the Supervisory Board also determines
the extent to which the targets were achieved.

Variable remuneration provides year-on-year
motivation to fulfil the targets defined and
exhibits good balance between its purpose and
size. The maximum variable remuneration of the
German director is set at 100% of fixed salary,
provided the targets are fully realised.

Pension costs

The pensions of all Dutch members of the
Management Board are administered by the
ABP Pension Fund. Pension accrual is based on
a career-average salary system. Besides the
ABP pension, the Chief Executive Officer will
accrue additional pension to facilitate retirement
at 61 years of age, under a non-contributory
pension plan agreed with him when he joined
the company.

The pension entitlements of the German

director are accrued through a reserve on the
balance sheet of TenneT TSO GmbH. The annual
entitlement accrual amounts to 1.5% of fixed
salary.

In 2011, the pension contributions and pension
reserves amounted to (in thousands of euro):
J.M. Kroon, Chief Executive Officer: 135
(2010: 132).

M.J. Fuchs, vice-chairman: 175 (2010: 145).
B.G.M. Voorhorst, Chief Operating Officer:
38 (2010: 36).

W.A. Keus, Chief Financial Officer, deceased
29 March 2011: 10 (2010: 38).

E.T.A. de Boer, Chief Financial Officer,
appointed 1 December 2011: 3 (2010: -).

Severance pay

Severance pay for members of the Management
Board as confirmed in the service agreements
equals one gross annual salary.

Other compensations and secondary benefits
TenneT offers its executive directors and
employees a competitive package of secondary
benefits. According to the collective labour
agreement for the energy sector these benefits
include the allowance to participate in a
life-course scheme, allowances towards medical
insurance premiums and a contribution in the
flexible benefit budget. Other secondary benefits
are a company car, cost allowance and an
insurance package for accidents, and incapacity
for work.
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Remuneration of the Management Board

Fixed remuneration

Effective 1 January 2011, the fixed salary of the
statutory directors has been indexed with 1.1% ",
in accordance with the indexing for employees
under the collective labour agreement in the
Netherlands. In addition, the Supervisory Board
decided to increase the fixed salary of all
directors in recognition of performance and
experience and what is customary for similar
positions in the Dutch remuneration market.

For the third consecutive year however, the
Supervisory Board has decided to restrict
remuneration to 90% of the median level in view
of developments in the remuneration market.

Variable remuneration

Based on achievement of preset targets, the
Supervisory Board decided to award the
Management Board members variable payment
realisation percentages between 81 and 88%,
which resulted in the following remunerations

1)  This indexation does not apply to the vice-chairman given that an
over 2011: annual salary indexation is not customary in the German situation.

(x EUR 1,000)

Fixed remuneration Variable remuneration

2011 2010 2011 2010
J.M. Kroon 317 314 75 64
Chief Executive Officer
M.d. Fuchs 260 260 211 216
Vice-chairman
B.G.M. Voorhorst 229 221 50 44
Chief Operating Officer
W.A. Keus " 60 237 19
Chief Financial Officer
E.T.A. de Boer ? 20 -

Chief Financial Officer

1) Mr. Keus passed away on 29 March 2011.
2) Mr. De Boer was appointed director by the shareholder with effect from 1 December 2011. Mr. De Boer was acting CFO of TenneT since June 2010.
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New remuneration policy

Social developments in the Netherlands, in combination with the growth and ongoing

internationalisation of our organisation, have prompted a review of the remuneration policy for TenneT

directors. The new policy has been approved by the shareholder and applies to all new directors

appointed in or after 2011. Its main components are explained below.

Reference group

To determine the appropriate remuneration levels, we have examined the directors’ salaries paid by

organisations which conduct similar activities, and hence operate within the same employment market.

These organisations include:

e international Transmission System Operators (TSOs)
e operators/managers of (large-scale) infrastructure

¢ installation specialists/engineering companies

e construction companies

e financial institutions.

The reference organisations were then divided into three subgroups: (semi-)public, private and

international TSOs. The remuneration norm for TenneT directors has been set at the level of the

(weighted) median of these sub-groups, with some adjustment reflecting the specific responsibilities

of the position concerned.

Fixed salary

Application of the reference group method results in a total annual salary (fixed and variable

components) which exceeds the maximum considered desirable by the shareholder, i.e. EUR 347,000

(at 1 January 2010).

When appointing a new member of the Management Board, the Supervisory Board will, at the

request of the shareholder, apply a maximum total salary (fixed and variable components combined)
of EUR 347,000. If, in the opinion of the Supervisory Board, this leads to unacceptable risks to the

organisation, in that it is not possible to attract candidates of appropriate calibre and experience, the

Supervisory Board will consult the shareholder accordingly.

The Supervisory Board will determine the amount of any annual increase in the fixed salary. If the total

remuneration of a new director has reached the maximum level, any increase will be limited to the

percentage established by the relevant Collective Labour Agreement (CAO).

Variable salary

In order to encourage the achievement of the company’s objectives, part of the directors’

remuneration is awarded as variable remuneration, the amount of which is directly linked to the

attainment of certain challenging targets which are set in advance by the Supervisory Board.

Performance targets fall into four categories: Organisation (human resources, safety and security

of supply), Strategy, Finances, and Operations. The comparative weighting of these performance

categories will vary from one year to the next, and will differ according to the individual director’s

portfolio. Each category includes certain public or societal objectives, the attainment of which

will account for no less than 20% of the total performance-related salary.
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The variable salary includes two separate components: the annual performance-based variable
remuneration, which is limited to 25% of the fixed annual salary, and the variable remuneration based
on long-term performance of no more than 10% of the fixed annual salary. The latter component is
payable in respect of the achievement of performance targets agreed for a period of three years.

To preclude major fluctuations in the total annual remuneration, the long-term component will be paid
annually in the form of a reserve, based on progress to date. The final calculation of the long-term
variable component will be performed at the end of the relevant three-year period.

Employer’s pension contributions

Directors participate in the standard pension plan as provided by the Collective Labour Agreement
and applicable to all employees, i.e. the ABP Career Average Pension Scheme. Like other employees,
directors are required to pay a percentage of their salary as a personal contribution. Pension
contributions and entitlements are calculated according to a set schedule laid down in the pension
plan, whereby the variable component of the directors’ remuneration package is expressly excluded.

Contract of employment and compensation for early termination

All terms and conditions of employment are established by means of a formal contract of employment.
New directors are appointed to the Management Board for a period of four years. If the contract is
terminated by the organisation within that period, compensation (‘severance pay’) will generally be
limited to the equivalent of one year’s fixed salary. If such compensation may be considered
unreasonable, up to two years’ fixed salary may be paid at the discretion of the Supervisory Board,
following consultation with the shareholder.

Allowances and secondary benefits

The total remuneration package for directors includes an appropriate and fiscally acceptable
allowance for necessary expenses, the use of a lease car (of a type comparable to the vehicles
provided to the directors of similar organisations), accident and third-party liability insurance, and thirty
days’ paid leave per annum. Secondary benefits also include a nominal contribution towards health
insurance premiums, and the choice of other flexible ‘individualised’ benefits as made available to all
TenneT employees. Directors receive a percentage of their fixed salary in the form of an employer’s
contribution to the life career savings plan. The exact percentage is established by Collective Labour
Agreement and is the same for all staff. The company does not extend loans, loan guarantees or
advances against future earnings.
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Remuneration of the Supervisory Board
With effect from 1 January 2011, the remuneration and committee fees of Supervisory Board members
were readjusted with 2.5%, which is in accordance with enduring course of action over the last years.

In view of the increasing scope and complexity of the issues presented to the Remuneration and
Appointments Committee, its remuneration was increased structurally. One of the members of the
TenneT Supervisory Board, Mr. Vugts, is member of the Supervisory Board (Aufsichtsrat) of TenneT
TSO GmbH to ensure a proper balance between the holding’s interests and national interests.

The 2011 committee fees of Supervisory Board members are listed below:

Audit Committee EUR 6,320 per annum
Remuneration and Appointments Committee EUR 5,000 per annum
Strategic Investments Committee EUR 5,000 per annum
Aufsichtsrat TenneT TSO GmbH EUR 5,500 per annum

The table below shows the total remuneration received by the Supervisory Board members in 2011:

(x EUR 1,000)

Total remuneration

2011 2010
Chairman A.W. Veenman 36 24
Vice-chairman J.FET. Vugts 33 29
Member C. Griffioen 25 24
Member J.F. van Duyne 29 21
Member R.G.M. Zwitserloot 24 2

1)  Vice-chairman with effect from 16 January 2011.

Temporary expansion of the Supervisory Board

Several members of the Supervisory Board are to step down over the next two years, having served
the maximum permissible term. New appointments must therefore be made. To ensure the continuity
of the Supervisory Board, a sixth member is to be appointed on a temporary basis in 2012, subject to
the shareholder’s approval.
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2011 Financia
Statements
of Tennel

Holding B.V.

These financial statements comprise:

e Consolidated balance sheet at 31 December 2011

e (Consolidated profit-and-loss account for the year 2011

e (Consolidated statement of comprehensive income for the year 2011
e Consolidated statement of changes in equity for the year 2011

e (Consolidated cash flow statement for the year 2011

e General notes

* Notes to the consolidated balance sheet at 31 December 2011

¢ Notes to the consolidated profit-and-loss account for the year 2011
e Company balance sheet at 31 December 2011

e  Company profit-and-loss account for the year 2011

e Company statement of changes in equity for the year 2011

¢ Notes to the company balance sheet and profit-and-loss account for the year 2011

To the financial statements have been added:

e Appropriation of profit
¢ |Independent auditor’s report

Annual Report Tennel 2011 57



Consolidated balance sheet at 31 December 2011 (x EUR 1,000)

Assets Note 2011 2010

Non-current assets

Tangible fixed assets 1 5,091,454 4,120,723
Intangible assets 110,839 141,195
Investments in associates 20,462 17,151
Financial assets 633 682
Deferred income tax assets 61,473 40,541

Recelvables related parties 5,923 9,669

~N o O~ 0 N

Other receivables 18,208 18,776

Total non-current assets 5,308,992 4,348,737

Current assets

Inventory 8 10,129 23,380

Receivables
Accounts receivable and other receivables 9 1,686,813 1,708,506
Financial assets 4 24,000

Accounts receivable in connection with

) 10 = 188,194
energy exchange transactions

Derivative financial instruments i - 10,649

Current income tax assets 5,666 6,401

Total receivables 1,616,479 1,918,750

Cash and cash equivalents
(excluding bank overdrafts)

Collateral securities 36,473 724,075
Short-term bank deposits 609,985
Cash at bank 63,609 44,506

Total cash and cash equivalents

(excluding bank overdrafts) 710,067 768,581

Non-current assets and assets of disposal

group classified as held for sale 13 24l )

Total current assets 3,260,785 2,705,711

Total assets 8,569,777 7,054,448

The balance sheet total includes items amounting to EUR 1,685.4 million (2010: EUR 2,160.9 million)
that relate to assets not at TenneT Group’s free disposal, mainly EEG trade debtors and assets relating

to energy exchange transactions.
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Consolidated balance sheet at 31 December 2011 (x EUR 1,000)

Equity and liabilities Note 2011 2010
Equity 14
Share capital 100,000 100,000
Share premium reserve 600,000
Hedging reserve 2,819 -4,241
Reserve for exchange rate differences -1,805 -1,997
Retained earnings 832,889 694,337
Equity attributable to owners of the parent 1,633,903 788,099
Non-controlling interests 17,325 156,180
Hybrid securities 497,600 496,800
Total equity 2,048,828 1,300,079
Non-current liabilities
Borrowings 15 2,680,235 1,672,011
Investment contributions 16 369,808 378,888
Auction receipts 17 376,543 319,056
Provisions 18 123,772 110,435
Deferred income tax liabilities 19 277,596 262,296
Other liabilities 20 35,503 16,433
Total non-current liabilities 3,763,457 2,649,119
Current liabilities
Borrowings 15 17,180 762,272
Investment contributions 16 15,287 11,936
Provisions 18 62,681 55,869
Work in progress 942 2,280
To be settled in tariffs 21 32,029 37,006
Bank overdrafts 22 82,082
it oy vchange tasactons o 185,640
Liabilities relating to collateral securities 24 36,473 724,075
Current income tax liabilities 52,697 34,237
Accounts payable and other liabilities 25 1,659,360 1,209,850
1,876,649 3,105,250
gfﬁg‘(/‘j@?o?g g//'zposa/ group classified 13 880,843
Total current liabilities 2,757,492 3,105,250
Total equity and liabilities 8,569,777 7,054,448
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Consolidated profit-and-loss account for the year 2011 (x EUR 1,000)

Note 2011 2010

Revenue 26 1,625,182 1,822,475
Other income 16 15,739 16,650
Total income 1,540,921 1,339,125
Operating expenses
Energy and capacity expenses 27 583,720 550,484
Transmission grid and system expenses 28 134,237 85,190
Personnel expenses 29 129,410 112,080
Depreciation and amortisation of assets 30 219,189 180,691
Impairments 30 - 134,400
Impairment reversal 30 -2,468 -3,024
Other losses/(gains) - net 31 -10,643 -881
Other operating expenses 32 180,748 122,396
Total operating expenses 1,184,193 1,181,336
Operating profit 356,728 157,789
Finance income 33 65,402 44,240
Finance expenses 33 120,545 79,464
Other finance charges 33 16,869 5,753
Finance result -72,012 -40,977
Profit before income tax 284,716 116,812
Income tax expense 34 84,532 40,613
Share of (loss)/profit of associates 35 197 991
Profit for the year 200,381 77,190
Profit attributable to:
Owners of the parent 198,404 76,1562
Non-controlling interests 1,977 1,038

200,381 77,190

Earnings per share attributable to the equity holders of the company during the year (expressed in EUR per share)

Note 2011 2010

Basic and diluted earnings per share 14 992 381
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Consolidated statement of comprehensive income for the year 2011 (x EUR 1,000)

2011 2010

Profit for the year 200,381 77,190
Other comprehensive income
Exchange rate differences 360 363
Actuarial | n t employment
enctobigatons s 5594
Termination Swap British Pounds 2,804
Cash flow hedges ended 8,576 -18,691
New cash flow hedges 10,649
Amortisation cash flow hedges 875 2,350
Direct equity movements in associates -508
Taxation 508 2,618
:::i: (t::;nprehensive income for the year, 147 -5,601
Total comprehensive income for the year 200,528 71,589
Attributable to:
Owners of the parent 198,383 70,444
Non-controlling interests 2,145 1,145

200,528 71,589

Taxation included in Other comprehensive income can be broken down as follows:
2011 2010
Termination Swap British Pounds -715
Cash flow hedges ended -2,170 4,766
New cash flow hedges -2,715
Amortisation cash flow hedges -221 -599
508 2,518

Annual Report TenneT 2011

61



Consolidated statement of changes in equity for the year 2011 (x EUR 1,000)

Non- Hybrid Total
Attributable to equity holders of the company controlling securities equity
interest
Paid-up Share Hedging Reserve for Retained Total
and called-up premium reserve exchange eamings
capital reserve rate
difference
Balance at 1 January 2010 100,000 - -2,090 -2,788 623,437 718,559 9,016 727,575
Profit for the year
Profit for the year 2010 - - - - 76,162 76,152 1,038 77,190
Other comprehensive income 2010
Actuarial loss on post employment
- - - - -5,694 -5,594 -5,594
benefit obligations
Exchange rate differences - - - 256 - 256 107 363
Termination Swap British Pounds - - 2,804 - - 2,804 2,804
Cash flow hedges ended - - -18,691 - - -18,691 -18,691
New cash flow hedges - - 10,649 - - 10,649 10,649
Amortisation cash flow hedges - - 2,350 - - 2,350 2,350
Taxation - - 737 - 1,781 2,518 2,518
Total comprehensive income 2010,
- - -2,151 256 72,339 70,444 1,145 - 71,589
net of tax
Transactions with equity holders,
recognised directly in equity
Capital distribution Elia in APX-ENDEX
536 9,661 10,096 11,004 21,100
Holding B.V.
Dividend 2009 TenneT Holding B.V. - - - - -11,000 -11,000 - -11,000
Dividend 2010 APX-ENDEX Holding B.V. - - - - - - -5,985 -5,985
Total transactions with equity holders,
) ) ) ) - - - 535 -1,439 -904 5,019 - 4,115
recognised directly in equity
Hybrid securities
Capital contribution on hybrid securities - - - 496,800 496,800
Total hybrid securities - - - - - - - 496,800 496,800
Balance at 1 January 2011 100,000 - -4,241 -1,997 694,337 788,099 15,180 496,800 1,300,079
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Non- Hybrid Total
Attributable to equity holders of the company controlling securities equity
interest
Paid-up Share Hedging Reserve for Retained Tot