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Research Update:

Outlook On Dutch Utility Eneco Remains

Negative On Uncertainties Surrounding
Unbundling; 'A-/A-2' Ratings Affirmed

Overview

e Dutch integrated utility Eneco Holding N V. (Eneco) has cancelled the
separation of its generation and supply activities fromits distribution
networ ks by Jan. 1, 2011, followi ng a decision by the Dutch court that
full unbundling is not conpliant with EU | aw.

W are affirmng our "A-' long-termand 'A-2' short-termcorporate credit
rati ngs on Eneco.

 The negative outl ook reflects our view that uncertainties surrounding the
unbundling process remain, especially in |ight of the Dutch governnent's
intention to appeal the court decision

Rating Action

On Aug. 9, 2010, Standard & Poor's Ratings Services affirnmed the 'A-'
long-termand 'A-2' short-termratings on Dutch utilities Eneco Hol ding N. V.
and N.V. Eneco (collectively known as Eneco). The outl ook remai ns negative.

Rationale

The rating affirmation follows a court ruling in The Netherlands to the effect
that the enforced unbundling of the regulated distribution networks fromthe
generation and supply operations is not conpliant with EU |l aw. Consequently,
Eneco has called off the unbundling by Jan. 1, 2011, and is considering

mai nt ai ni ng an integrated busi ness nodel. The rating affirmation i s based on
our assunptions that Eneco will remain an integrated utility company, which
weakens the conpany's business risk profile, but that leverage will be nore
noderate than we had antici pated under the unbundling scenario.

W understand that the Dutch government intends to appeal the court ruling,
and we al so believe that Eneco could still opt to separate its business units
wi t hout the enforced unbundling. In our view, uncertainties relating to the
unbundl i ng process still remain.

In our view, Eneco's weaker business risk profile as an integrated utility
conpany reflects its exposure to conpetitive and vol atil e generation and
supply activities. However, based on the conpany's 2009 results, earnings from
the regul ated distribution networks account for about 50% of Eneco's EBI TDA
providing stable and predictable earnings in support of the conpany's strong
busi ness risk profile.
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We believe that Eneco's financial risk profile as an integrated conpany woul d
be stronger than we antici pated because in our view the consolidated conpany
wi Il not increase debt as we previously assunmed. Further support conmes from
the stable cash fl ow stream generated by the regul ated network.

Eneco' s adjusted funds from operations (FFO-to-debt ratio decreased to 27%in
2009 from 32%in 2008, while FFO interest coverage decreased to 5.5x from 7. 5x
in the same period. Wile we believe that Eneco's financial risk profile wll
al so weaken in 2010, to about 20% on account of the company's capita

expendi ture (capex) program we believe that its credit netrics could be
relatively stable or even inprove thereafter, due to investments that will
start to generate earnings. W anticipate that Eneco's adjusted FFO to debt
will be stable at just above 20% over the next two years, with the possibility
of inprovement in 2012 when the power plant currently under construction and
ot her investments come on stream

The "A-' rating on Eneco is based on the conpany's stand-alone credit profile,

which we assess as "A-', as well as on our opinion that there is a "noderate"
i kelihood that Eneco's owners (the nunicipalities of Rotterdam The Hague,
Dordrecht, and 57 other small |ocal authorities) would provide tinmely and

sufficient extraordinary support to Eneco in the event of financial distress.

In accordance with our criteria for governnent-related entities, our view of a
"moderate" likelihood of tinmely and sufficient extraordi nary support is based
on our assessnment of Eneco's:
e "Inportant™ role, given Eneco's strategic inportance to the nmunicipality
owners as the nonopoly provider of gas and electricity distribution
services in its license areas; and
e "Limted" link with the owners, given the dispersed ownership structure.

Liquidity

W view Eneco's liquidity as adequate. As of March 31, 2010, Eneco had €235
mllion in cash and €1,500 nmillion available under a fully undrawn credit
facility expiring in 2013. This conpares to €144 nillion in short-term debt
maturities, of which €124 nmillion was redeermed in June 2010.

VWile we believe that Eneco will generate solid cash flows from operations

t hrough the forecast period to 2012, we al so believe that Eneco's sizable
capex program-of nmore than €700 nillion annually on average--will result in
negati ve di scretionary cash flows, and in our vieww |l likely require debt
f undi ng.

Outlook

The negative outl ook reflects our view that uncertainties surrounding the
unbundl i ng process remain, especially in light of the Dutch government's
intention to appeal the decision that full unbundling is not conpliant with EU
| aw. The negative outl ook also reflects our view that should the unbundling go
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ahead, Eneco is likely to have a nore aggressive financial risk profile as a
separated distribution network operator than it does at present.

Assumi ng that the current business risk profile renmains unchanged, the
stability of the "A-' rating is dependent on Eneco mmintaining an adj usted
FFO to-debt ratio of at |east 20%

A negative rating action is likely if the Dutch court's decision were to be
reversed by a successful appeal, or if the unbundling were to be inplenented
for other reasons, given our assunption that the network conmpany woul d then be
nore highly | everaged than the conbined entity at present. A negative rating
action is also likely if Eneco's capex programwere to cause its debt to
increase and its cash flow coverage of debt netrics to decrease such that the
adjusted FFO-to-debt ratio were to fall to |l ess than 20% on a sustai nabl e

basi s.

G ven Eneco's sizable capex plan in the near to mediumterm a positive rating
action is unlikely at present.

Related Criteria And Research

e Met hodol ogy And Assunptions: Standard & Poor's Standardizes Liquidity
Descriptors For d obal Corporate |Issuers, July 2, 2010

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

* Enhanced Met hodol ogy And Assunptions For Rating Government - Rel ated
Entities, June 29, 2009

e Criteria Methodol ogy: Business Risk/Financial Risk Matrix Expanded, My
27, 2009

e 2008 Corporate Criteria: Analytical Methodology, April 15, 2008

Ratings List
Ratings Affirmed

Eneco Hol di ng N. V.

Corporate Credit Rating A-/ Negativel/ A-2
Seni or Unsecured A-
Conmrer ci al Paper A-2
N. V. Eneco
Corporate Credit Rating A-/ Negativel A-2
Conmer ci al Paper* A-2

*Q@uar ant eed by Eneco Hol ding N. V.

Additional Contact:
Infrastructure Finance Ratings Europe;InfrastructureEurope@standardandpoors.com
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Conplete ratings information is available to RatingsDi rect subscribers on the
A obal Credit Portal at ww. gl obal creditportal.comand RatingsDirect

subscri bers at ww. ratingsdirect.com All ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

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 O fice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow (7) 495-783-4011.
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