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Research Update:

Ratings On Netherlands-Based TenneT Holding
Affirmed At 'A-/A-2'; Outlook Stable

Overview

e Dutch regulated electricity transni ssion system operator TenneT Hol di ng
B.V. (TenneT) has recently exhibited a good operating perfornance.

e W note, however, that current strong financial netrics nay conme under
pressure in the nediumto long term given TenneT s uniquely high | eve
of capital expenditure (capex) and the regul ated renuneration of this
capex, in both Germany and The Net herl ands.

e W are affirmng our 'A-/A-2' ratings on TenneT.

e The stable outlook reflects our view that TenneT will continue to operate
with some headroom at the current rating level, while noting that this
will reduce in the nmediumterm

Rating Action

On May 25, 2016, S&P d obal Ratings affirned its "A-/A-2'" long- and short-term
corporate credit ratings on Dutch regulated electricity transm ssion system
operator TenneT Hol ding B.V. The outl ook renains stable.

We also affirned the 'A-' issue credit rating on the senior debt, the 'BBB
issue credit rating on the €500 nmillion hybrid capital instrument, and the
"BB+' issue credit rating on the €1.8 nillion hybrid instrument. W al so
affirmed our 'A-2' issue credit rating on the €2.2 billion comrercial paper
pr ogram

Rationale

The affirmation reflects TenneT's strong financial performance for its rating
level, with S&P G obal Ratings-adjusted funds from operations (FFO to debt of
13% Cash flow generation is being driven by the significant increase in
TenneT's regul ated asset base in The Netherlands and Gernany. W note,
however, that high capex of €2.5 billion has led to a strongly negative

di scretionary cash flow, of mnus €1.4 billion in 2015.

W understand that TenneT plans to further its investnment effort in the next

10 years. It has an estimated €22 billion investnment programin total for both
in Germany and The Net herl ands, including about €8 billion-€10 billion in
of fshore investnents. This level of investnent will likely lead to a

significant increase in debt that will unlikely be matched by an equi val ent
i ncrease in operating cash flow generation, thereby |eading to reduced
profitability as measured by return on capital. If we were to view the |evel
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of profitability for the new investnent as not sufficiently high, we could
consider revising up the financial ratio |levels TenneT would need to keep its
exi sting aggressive financial profile, by using our nmedial volatility table

i nstead of the low table we currently use. Such a nove could reflect our
concern about the level of return of investnents and TenneT s specific

geogr aphi cal position which | eads to higher investnent needs than its European
TSO peers. G ven the headroomin TenneT s current financial profile, this
woul d not inmediately affect our rating.

We base our ratio calculations on | FRS published data, which show sone
volatility as | FRS recogni zes cross-border interconnection auction receipts as
revenue- - al t hough the conmpany will need to return them In addition, |IFRS data
are not adjusted for revenue surpluses and deficits resulting fromdifferences
bet ween expected and realized electricity transnission volunmes, which will be
included in the tariffs of subsequent years in both Germany and The

Net herl ands. W believe that, on average, |IFRS data will be snoothed and that
hi gher revenue in one year will be conmpensated by | ower incone the next year.

We still view TenneT's business risk profile as excellent, supported by its
al nost 100% regul ated activity. TenneT derives about 20% of EBI TDA from The
Net herl ands and 80% from Gernany. TenneT's status as The Netherl ands' only
power transm ssion and system operator (TSO and as Germany's |argest TSO
along with its nonopolistic positions in both narkets conferred by | aw,
support our assessment of TenneT' s strong conpetitive position. TenneT is one
of the largest TSGOs in Europe and the only one in the world with a fully
conti guous, cross-border transm ssion grid.

We al so continue to viewthat there is a noderately high Iikelihood of The

Net her | ands' providing support to TenneT, based on our assessnment of its

i nportant role for the government, given the conpany's strategic inportance
for the domestic energy sectors as the nonopoly owner and operator of the
Dutch electricity transm ssion network; and strong link with The Netherl ands,
given our view that TenneT is likely to remain nmgjority state-owned. CQur
assessment of the likelihood of extraordinary support is | ower for TenneT than
for other European TSOs because of the increasing dom nance of TenneT' s Gernan
operations, which we consider higher risk than those in The Netherl ands, due
to TenneT' s | arge of fshore wi nd-connection activities. W believe that the
Dutch governnent could find it politically difficult to provide full and
timely support to TenneT if it encounters financial difficulty due to probl ens
inits German operations. This said, The Netherlands has a proven track record
of supporting TenneT and has regularly contributed equity in recent years.

In our base case, we assune:

e« Macroecononic conditions, in particular |ow power prices, will not affect
TenneT's financial results given that the bulk of its revenue is derived
fromregul ated activities.

« Stabl e revenue generation as investnents in both The Netherlands and
Germany increase the size of TenneT s regul ated asset base.

e Sustai nable very negative free operating cash flow (FOCF) generation
notably driven by of fshore investnents.
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e Reduced divi dend payout.
» Good operating profitability supporting interest coverage despite high
| ever age.

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

* W assune that FFOto debt will remain confortably at or above 10%

e W assune very negative cash flow generation after dividend paynents and
capex.

Liquidity
TenneT has adequate sources of liquidity for the next 12 nmonths, in our view

We expect that the conpany's sources of liquidity will exceed uses by about
1.4x over this period.

We understand that there are no restrictive covenants in the docunentation for
the group's debt.

Principal liquidity sources for the next 12 nonths incl ude:

» Unrestricted cash of about €114 million as of March 31, 2016.

e FFO of about €1.0 billion

e An available €2,300 nillion under comrmitted bank facilities maturing in
nmore than 12 nont hs.

Principal liquidity uses for the next 12 nonths incl ude:

 About €2.0 billion-€2.5 billion in capex, in line with previous years.

e About €1.0 billion in debt maturing over the 12 nonths from March 31
2016.

In addition, the conpany has issued €500 nillion of long-termdebt in May 2016
that is not included in this data.

Outlook

The stable outlook reflects our expectation that operating and regul atory
conditions for transm ssion activities in The Netherlands and Germany wil |
remai n unchanged in the coning years. In particular, our base-case scenario
assunes that TenneT' s uni que sharehol der, the Dutch Mnistry of Finance,
continues to consent to |lower dividends to nmtigate any unexpected increase in
the hol ding' s already-high | everage and credit metrics.

The stable outlook also reflects our expectation that TenneT will continue to
benefit froma noderately high |ikelihood of extraordinary support fromthe
Dutch governnent in the event of financial distress.

Downside scenario

We could | ower the ratings on TenneT if we revised down its stand-al one credit
profile (SACP) to 'bbb-' or lower. This could result from an adverse overhaul
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of the regulatory framework in Gernmany or in The Netherland's or froma narked
deterioration in TenneT's credit nmetrics. W woul d consider downgradi ng TenneT
if its adjusted ratio of FOCF to debt was to decline further from current
levels or if its ratio of FFOto debt falls to I ess than 6% on a prol onged
basis. This could occur, for example, if TenneT further increased the size of
its capex plan or faced unexpected del ays or cost overruns on existing
projects that were not passed on, in a tinely fashion, to regulated tariffs.

We woul d al so consider a downgrade if the |ikelihood of extraordinary support
fromthe Dutch government materially weakened. Under our governnent-rel ated
entity criteria, a two-notch downgrade of The Netherlands would not trigger a
downgr ade of TenneT, assum ng an unchanged SACP

Upside scenario

Subst antial working capital noverments related to Germany's Renewabl e Energy
Act* ("Erneuer bare- Ener gi en- Geset z" or EEG, as well as auction proceeds
earmarked to finance future investnents, have distorted TenneT s | FRS-based
credit netrics nore so than we anticipated in recent years. However, we see
rating upside as renote in light of TenneT's extensive investment program
This will maintain debt coverage ratios comensurate with highly | everaged
conpani es over the mediumterm leading to a material increase in debt by
2020. G ven the size of TenneT' s capex and of its negative FOCF, we view an
upgrade as unlikely in the nediumterm That said, we would consider revising
the SACP upward if TenneT denonstrates that it can sustain S&P d oba

Rati ngs-adjusted FFO to debt of nore than 10% while maintaining FOCF to debt
of no | ower than minus 10% This assumes an unchanged business risk profile.

We woul d al so consi der upgradi ng TenneT, assuning an unchanged SACP, if we
believed that the likelihood of extraordinary support fromthe Dutch
government had materially strengthened, although we consider this unlikely in
the near term

*Germany' s Renewabl e Energy Act requires TSGs to buy and transmit renewabl e
energy prior to other kinds of energies--at full price, including the
renewabl e subsi dy. The TSOs then sell the renewabl e energy onto exchanges at
mar ket price, which excludes the subsidy. The TSOs recover the subsidy through
consuners on a nonthly basis.

Ratings Score Snapshot

Corporate Credit Rating: A-/Stablel/A-2

Busi ness risk: Excellent

e Country risk: Very |ow

e Industry risk: Very | ow
 Conpetitive position: Strong

Fi nanci al risk: Aggressive
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e« Cash flow Leverage: Aggressive
Anchor: bbb

Modi fiers

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

e Financial policy: Neutral (no inpact)

 Liquidity: Adequate (no inpact)

 Managenent and governance: Fair (no inpact)

e Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: bbb

 Rel ated governnent rating: AAA
e Likelihood of governnent support: Moderately high (+2 notches from SACP)

Related Criteria And Research

Related Criteria

e Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers - Decenber 16, 2014

e Criteria - Corporates - Utilities: Key Credit Factors For The Regul at ed
Uilities Industry - Novenber 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ustnents - Novenber 19, 2013

e CGeneral Criteria: Methodology: Industry Risk - Novenber 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy - Novenmber 19, 2013

e CGeneral Criteria: Methodol ogy For Linking Short-Term And Long- Term
Rati ngs For Corporate, |Insurance, And Sovereign Issuers - May 07, 2013

e Ceneral Criteria: Methodol ogy And Assunptions: Assigning Equity Content
To Corporate Entity And North American | nsurance Hol di ng Conpany Hybrid
Capital Instrunents - April 01, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers - Novenber 13, 2012

e Ceneral Criteria: Criteria Clarification On Hybrid Capital Step-Ups, Call
Options, And Repl acenent Provisions - Cctober 22, 2012

e Criteria - Financial Institutions - General: Methodol ogy: Hybrid Capital
| ssue Features: Update On Dividend Stoppers, Look-Backs, And Pushers -
February 10, 2010

e Criteria - Insurance - General: Hybrid Capital Handbook: Septenber 2008
Edition - Septenmber 15, 2008

e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each
| ssue - April 15, 2008

e CGeneral Criteria: Rating Government-Related Entities: Methodol ogy And
Assunptions - March 25, 2015

e CGeneral Criteria: Country Ri sk Assessment Methodol ogy And Assunptions -
Novenber 19, 2013

» CGeneral Criteria: Use OF CreditWatch And Qutl ooks - Septenber 14, 2009
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e CGeneral Criteria: Stand-Alone Credit Profiles: One Conponent OF A Rating
- Cctober 01, 2010

Related Research

e How Lower Conmmodity Prices WII Affect Europe's Unregul ated Power And Gas
Sector, March 5, 2015

e Centrica, Energias de Portugal, And Gas Natural Ratings Unchanged After
S&P Portfolio Review, Feb. 26, 2016

» Weak Power Prices And Regul atory Risks Trigger Mainly Negative Rating
Actions On European Wilities, Feb. 26, 2016

Ratings List

Ratings Affirmed

TenneT Hol di ng B. V.

Corporate Credit Rating A-/ Stabl e/ A-2
Seni or Unsecured A-

Subor di nat ed BBB

Juni or Subor di nat ed BB+

Conmrer ci al Paper A-2

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

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

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on the S& d obal Ratings
public website at ww. st andar dandpoors.com Use the Ratings search box | ocated
in the left colum. Alternatively, call one of the follow ng S& G obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press O fice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-40009.
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