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Research Update:

Eneco Beheer Rating On Watch Negative; Eneco
Holding Rating Affirmed After Further Disclosure
On Likely Unbundling Plans

Overview

e Dutch nmulti-utility Eneco Holding N V. has announced how it plans to
i npl ement unbundling, if forced to do so in January 2017, by spinning-off
its non-network activities to N.V. Eneco Beheer while | eaving Stedin
Net beheer B.V. (Stedin Netbeheer)--which is core to Eneco Holding--in
charge of its regul ated networKks.

 Post spin-off, we anticipate that our rating on the regulated part of the
busi ness (Eneco Hol ding) would remain commensurate with the existing
rati ng, however, we are likely to downgrade Eneco Beheer to ' BBB+'.

* W are therefore placing our "A-' long-termcorporate credit rating on
Eneco Beheer on CreditWatch with negative inplications, affirm ng our
"A-' long-termcorporate credit rating on Eneco Holding at 'A-', and
assigning our 'A-' long-termcorporate credit rating to Stedin Netbeheer

« The negative CreditWatch pl acenent on Eneco Beheer reflects that although
we understand that unbundling is alnost certain at this stage, there is
still a chance that the Court of Ansterdam m ght overrul e the unbundling
obligation at the end of Cctober and Eneco Hol di ng woul d not have to
proceed with the separation. The outl ook on Eneco Hol ding and Stedin
Net beheer is stable.

Rating Action

On Sept. 20, 2016, S&P dobal Ratings affirned its long- and short-term
corporate credit ratings on Dutch multi-utility Eneco Holding N V. at
"A-/A-2'. W also affirnmed our issue ratings on Eneco Hol ding's unsecured debt
at 'A-' and hybrid security at 'BBB . The outl ook remains stable.

At the sane time, we placed our 'A-' long-termcorporate credit rating on N. V.
Eneco Beheer on CreditWatch with negative inplications, while affirmng our
short-term'A-2' rating.

Finally, we assigned our 'A-' long-termcorporate credit rating to Stedin
Net beheer B.V. (Stedin Netbeheer). The outl ook is stable.

Rationale

The affirnmation of the ratings on Eneco Hol ding and the new rating assigned to
Stedi n Netbeheer follow the conpany's disclosure of how it plans to unbundle
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its regul ated network fromthe rest of its activities by Jan. 31, 2017, if it
is forced to do so. This plan is based on the separation of the businesses
into two entities, with Eneco Hol di ng and Stedi n Netbeheer hol di ng the network
activities, and Eneco Beheer operating the non-network businesses, including
mai nl y power generation and supply and energy services.

W estimate that the regul ated group--conposed of Eneco Hol ding and Stedin

Net beheer - -woul d have an excell ent business risk profile and would maintain a
significant financial risk profile with funds from operations (FFO to debt at
119% 12% on average over the next few years. This is a higher |everage than
Eneco Holding is currently operating at, but the regulated entity would
benefit froma stronger business risk profile, alnbst entirely conprising
regul ated network activities benefiting froma strong regul atory franework. W
wi Il benchmark the credit netrics on Eneco Hol ding and Stedin Netbeheer on the
low volatility table post-unbundling. Stedin Netbeheer owns a 45,037 km
electricity distribution network in The Netherlands and is an efficient
operator. W understand that all existing bonds will remain within the

regul ated group.

We believe that the unregul ated group, which will be owned by Eneco Beheer,
will have a satisfactory business risk profile, benefiting fromthe majority
of its EBITDA being generated by a portfolio of renewabl e energy in supportive
jurisdictions, as well as district heating and cooling activities. This
conpensates, to some extent, for the competitive supply and energy services
activities and the group's limted size conpared to European peers. W

antici pate that Eneco Beheer should be able to maintain a nodest financial
risk profile based on an FFO-to-debt rati o of above 50% which woul d be
conmensurate with a 'BBB+ rating, as we would benchmark the credit nmetrics on
the standard volatility table.

The Court of Ansterdamstill plans to issue its final ruling on Oct. 25, 2016.
Al though there is little chance that the ruling will be favorable to Eneco
Hol di ng, we believe there is still a small degree of uncertainty over whet her
unbundling will go ahead, given the |egal precedents over the past 10 years on
t he unbundling issue. This is why we still align the ratings on Eneco Beheer

wi th Eneco Holding's group credit profile, but have placed the [ong-term
rating on CreditWatch with negative inplications pending the court ruling. The
CreditWatch placenent reflects the likelihood that we coul d downgrade Eneco
Beheer to 'BBB+' should the transaction go ahead.

Eneco Hol ding issued a €500 mllion hybrid in 2014, which included a cl ause
giving the conpany a call option if unbundling was forced upon the conpany and
Eneco Hol ding had to di spose of the regul ated networks. As the current plan is
for Eneco Holding to remain owner of the regul ated network, the clause would
not operate and therefore there is no inpact on our assessnment of the equity
content of the hybrid.
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Liquidity

The short-termcorporate credit rating is 'A-2'. W assess Eneco Hol ding's
liquidity position as strong, reflecting our view that the conmpany's liquidity
resources will exceed its funding needs by 1.5x over the next 12 nonths and by
1. 0x over the next 24 nonths.

We anticipate the following principal liquidity sources over the next 12

nont hs:

 Access to cash and cash equival ents of approxinately €239 million as of
June 30, 2016;

e Access to €1.25 billion in an undrawn comitted credit facility expiring
in Cctober 2018; and

 FFO of about €700 million according to our base-case scenario.

We anticipate the following principal liquidity uses over the same period:

e Capital spending (capex) of about €700 nmillion annually;

 Repaynent of short-term debt of approximately €225 million until the
second quarter of 2018; and

* Sharehol der distributions of 50% of net incone.

Outlook

The stable outl ook on Eneco Hol ding and Stedin Netbeheer reflects the current
performance of the group and our view that the proposed transaction will not
result in any change to our existing '"A-' long-termratings. The outl ook
reflects that Eneco Hol ding and Stedin Netbeheer will maintain a FFOto-debt
ratio clearly above 11% on a sustai nabl e basis after the unbundling.

Downside scenario

Pre-unbundl i ng, we could |lower the ratings on Eneco Holding if we expected its
credit netrics to deteriorate below the |levels we consider comensurate with
the ratings for an extended period of tine. In particular, this could happen
if we expected the adjusted FFO-to-debt ratio to fall consistently bel ow 25%
This could be caused by a substantial debt-financed acquisition or a
significant increase in Eneco Hol ding's capex or sharehol der distributions.

Post - unbundl i ng, we see a renote risk of a downgrade of Eneco Hol di ng and

St edi n Netbeheer given the group's investnent plan and earnings visibility.
However, if we expect FFOto debt to fall below 11% on a sustai nabl e basis, on
t he back of unfavorable regul atory changes or a nore-aggressive financial
policy, we could take a negative rating action.

Upside scenario
We consider an upgrade of Eneco Hol di ng and Stedi n Netbeheer unlikely as |ong
as current uncertainties surroundi ng unbundling renain
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CreditWatch

The negative CreditWatch pl acenent on Eneco Beheer reflects our view that the
unregul ated group is likely to be rated one notch lower if Eneco Holding is
forced to unbundl e. Based on the nanagenment statenent, we don't expect a
downgr ade of nore than one notch as we understand the unregul ated group will
sustain FFO to debt above 50% on a | ong-term basis. W expect to resolve the
Credi tWatch pl acenent once the Court of Ansterdam has issued its final hearing
at the end of Cctober 2016.

Ratings Score Snapshot

Eneco Hol ding N. V.
Corporate Credit Rating: A-/Stable/A-2

Busi ness risk: Strong

e Country risk: Very | ow

* Industry risk: Low
 Conmpetitive position: Strong

Financial risk: Internediate
e Cash flow Leverage: Internediate

Anchor: a-

Modi fiers

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

e Liquidity: Strong (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Satisfactory (no inpact)

e« Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: a-
e Goup credit profile: a-
» Likelihood of government support: Nbderate

Related Criteria And Research

Related Criteria

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

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

* Industrials: Key Credit Factors For The Unregul ated Power And Gas Industry
, March 28, 2014
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e Corporate Methodol ogy, Nov. 19, 2013
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And North Anerican | nsurance Hol di ng Conpany Hybrid Capital |nstrunents,
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To From

N. V. Eneco Beheer

Corporate Credit Rating A-/ Wat ch Neg/ A-2 A-/ Stabl e/ A-2
Ratings Affirmed
Eneco Hol di ng N. V.
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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. st andardandpoors. 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 Ofice
(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) 783-4009.
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