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Research Update:

Vier Gas Transport (Open Grid Europe Group)
'A-/A-2' Ratings Affirmed On Expected Sound
Performance; Outlook Stable

Overview

e Cermany-based gas transni ssion system operator Qpen Gid Europe G oup
(OGE), conmprising Vier Gas Transport GwbH and Open Gid Europe GwbH, has
a natural nmonopoly in gas transmission in its service area, with
| owrisk, regul ated earnings.

e W assess OCGE's liquidity as strong.

W are affirmng our "A-/A-2'" ratings on OGE

» The stable outlook reflects our opinion that OGE will maintain credit
metrics conmensurate with the ratings, owing to the group's lowrisk
fully regul ated operations and stable cash fl ows.

Rating Action

On April 30, 2015, Standard & Poor's Ratings Services affirned its 'A-
long-termand ' A-2' short-termcorporate credit ratings on Open Gid Europe
Group (OGE). The outlook is stable.

Rationale

The affirnation incorporates our viewthat OGE will nmaintain its "excellent"
busi ness risk profile, supported by its natural nmonopoly in its service area
under a regulatory framework that we assess as strong. W anticipate that the
group will deliver stable operating and financial performances over the next
two to three years. The group conprises the hol ding conmpany Vier Gas Transport
GrbH and gas transm ssion system operator Qpen Grid Europe GrbH.

We continue to regard OGE's conpetitive position as "strong." The group has a
nonopol i stic nmarket position in its service area and operates in an

i ncentive-based regul atory framework with a revenue cap, which allows for
relatively stable and predictable revenues and EBI TDA over the five-year

regul atory period. The current regulatory framework was introduced in 2010,
and, in our view, increasingly supports operators' credit profiles. W view
the regul atory advantage as strong for Germany's regul ated gas transm ssion
operators. OGE is exposed to volune risk, but if its revenues fall short of or
exceed the revenue cap, the deficit or surplus is offset by the regul atory
account mechanism either with a two-year time lag or in the next regul atory
peri od. Nevertheless, in our opinion, OGE s profitability can be nore volatile
than peers' over the short term

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT APRIL 30, 2015 2

1396466 | 301663691



Research Update: Vier Gas Transport (Open Grid Europe Group) 'A-/A-2' Ratings Affirmed On Expected Sound
Performance; Outlook Stable

We expect that OGE will remain exclusively focused on its core business as the
| eadi ng gas transm ssion operator in its service area, maintain its high |evel
of operating efficiency, and high-quality network in terms of safety and
reliability.

We continue to assess OGE's financial risk profile as "significant,"

refl ecting our base-case forecast that OGE's ratio of funds from operations
(FFO to debt will remain higher than 12% on an wei ghted basis for the
2013-2017 regul atory period. In our ratio calculation, we weigh each of the
five years equally to capture volatility during the period, for exanple,
triggered by the regulatory account mechani sm Because the majority of OGE s
EBI TDA stens fromregul ated activities and we assess regul atory advantage as
strong, we use the "low volatility" benchmark table in our corporate

nmet hodol ogy to assess OGE' s financial risk profile.

Qur assessment of OGE's liquidity as "strong" does not affect our view of

OCGE's stand-al one credit profile, which we assess at 'a-'

In our base case, we assune:

« An efficiency factor of 100%for the regulatory period through to
year-end 2017.

e A positive contribution fromefficiency neasures.

e Capital expenditures in line with the updated network devel opnent plan of
€150 mllion-€350 mllion per year until 2017.

« Sonme volatility relating to the regulatory account nechani sm

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

e FFO to debt of nore than 12% on a wei ghted basis for the regul atory
peri od 2013-2017.

e Debt to EBITDA of less than 5.3x on a weighted basis for the regul atory
peri od 2013-2017.

« Discretionary free operating cash flow turning negative in 2016 and 2017.

Liquidity

W view OGE's liquidity as "strong," as defined by our criteria, and we
project that the conmpany's ratio of liquidity sources to uses will exceed 1.5x
for the 12 nmonths started March 31, 2015, and will exceed 1.0x for the

foll owi ng 12 nont hs.

We cal culate the follow ng principal liquidity sources:

e Reported access to unrestricted cash and short-term narketable securities
of about €170 million on March 31, 2015.

 Positive cash flow of about €255 nillion in the next 12 nonths and about
€290 million in the following 12 nonths.

* Access to revolving credit facilities totaling about €235 million, of
which €15 million mature in June 2016, about €19 million in July 2017,
and €200 million at year-end 2018.
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We calculate the principal liquidity uses:

* Debt maturities in the next 12 nonths of €50 million and about €35
mllion in the follow ng 12 nonths.

 Capital expenditures of about €175 million in the next 12 nonths and €250
mllion in the followi ng 12 nonths.

« W expect cash dividends of up to €150 nmillion annually over the next two
years.

Outlook

The stable outlook reflects our expectation that OGE will maintain its sound
operating and financial perfornmance over the next two to three years,
reflecting its very low risk and regul ated earnings profile. According to our
base case, we expect that OGE will maintain FFO to debt of at |east 12%on a
wei ght ed- average basis, in line with a "significant"” financial risk profile,
appl ying our |ow volatility benchnark.

Downside scenario

We could lower the rating if we anticipated a sustained decline in
consolidated FFO to debt to |l ess than 12% This could occur if OGE were unabl e
to control costs due to poor operating performance; faced unforeseen expenses
that could not be passed on to custoners; or if its efficiency factor, as
assessed by the Federal Network Agency, were |ower than we currently expect.

We could also lower the rating if OGE s business risk profile deteriorated to
bel ow the current "excellent." This could be triggered by a substantia
negative change in the regulatory framework or a shift in the business mx
toward what we regard as riskier industries and countries. However, we view
this as very unlikely at the noment.

Upside scenario

A positive rating action could result froma sustained i nprovement in credit
metrics, such that the adjusted FFO-to-debt ratio reached at |east 15%on a
wei ght ed- average basis and the financial risk profile inproved to

"intermedi ate.” Such a devel opnent could result fromlower dividend paynments,
| eading to a reduction of adjusted debt. W do not see upside potentia
stemming fromthe business risk profile, given that we already assess the
busi ness risk profile as "excellent."

Ratings Score Snapshot

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

Busi ness risk: Excellent
e Country risk: Very |ow
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e Industry risk: Very |ow
 Conpetitive position: Strong

Fi nancial risk: Significant
e Cash flow Leverage: Significant

Anchor: a-

Modi fiers

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

 Financial policy: Neutral (no inpact)

e« Liquidity: Strong (no inpact)

« Managenent and governance: Satisfactory (no inpact)
 Conmparable rating anal ysis: Neutral (no inpact)

Related Criteria And Research

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

» Met hodol ogy: Managenment And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

e Group Rating Methodol ogy, Nov. 19, 2013

e Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

e Corporate Methodol ogy: Ratios And Adjustnents, Nov. 19, 2013

 Met hodol ogy: Industry Risk, Nov. 19, 2013

e Corporate Methodol ogy, Nov. 19, 2013

 Country Ri sk Assessnment Met hodol ogy And Assunptions, Nov. 19, 2013

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

e 2008 Corporate Criteria: Rating Each |Issue, April 15, 2008

Ratings List

Ratings Affirmed

Open Grid Europe G oup
Corporate Credit Rating A-/ Stabl e/ A-2
Seni or Unsecured A-

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

Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal credi tportal.comand at spcapitaliq.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at
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www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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