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Research Update:

Vier Gas Transport GmbH (Open Grid Europe
Group) Outlook Revised To Negative; Affirmed At
'‘A-/A-2'

Overview

e Cermany-based gas transni ssion system operator Qpen Gid Europe G oup
(OGE), which conprises Vier Gas Transport GrbH and its subsidiary Open
Gid Europe GrbH, faces increasing investnents and | ower allowed returns
during the next regulatory period starting 2018.

e W believe this will result in OGE's credit nmetrics weakening in the near
to mediumterm although we recognize that the investnents shoul d support
a growi ng regul atory asset base and provi de stable cash fl ows.

e W are therefore revising our outlook on OGE to negative from stable and
affirmng our 'A-/A-2' ratings.

e The negative outlook reflects the risk of credit netrics falling bel ow
our expectations for the current ratings for a prolonged period.

Rating Action

On April 27, 2017, S&P d obal Ratings revised its outl ook on Cermany-based gas
transm ssion systemoperator Open Gid Europe Goup (OGE), which conprises
Vier Gas Transport GrbH and its subsidiary Open Gid Europe GrbH, to negative
fromstable. At the sane tine, we affirmed our 'A-/A-2' long- and short-term
corporate credit ratings on the conpany.

W also affirned out 'A-' issue ratings on OGE's senior unsecured debt.

Rationale

The outl ook revision reflects the increasing i nvestments the group will have
to undertake as part of its revised network devel opment plan, as well as the
lower allowed return on equity during next five-year regulatory period
starting 2018. Although all paraneters for the next regulatory period are not
yet set, including efficiency factors and a revenue cap, we believe that there
is arisk that OGE' s credit netrics will weaken bel ow our expectations for the
current ratings, including adjusted funds fromoperations (FFO to debt
falling further below 12% W recogni ze that the investnments should be
ear ni ngs accretive and support a growi ng regul atory asset base. At the sane
tinme, we believe there is execution risk attached to the naterial capita
expenditure (capex) plan, and we are also uncertain as to the extent the group
and its shareholders are able and willing to mitigate declining credit

metrics, for exanple by cutting sharehol der returns.
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The affirmation i ncorporates our viewthat OGE will maintain its excellent
busi ness risk profile, which benefits fromthe very low risk environment in
the regulated utilities industry, including our view of the regulatory
framework for the group's gas transm ssion network being very stable and
predictable (see "Why W See Gernmany's Electricity And Gas Regul atory
Framewor k As Supportive," published Nov. 21, 2016, on RatingsDirect). OCE
whi ch conprises the holding conpany Vier Gas Transport GrbH and gas

transm ssion systemoperator Open Gid Europe GrbH, is Gernmany's |argest gas
transm ssion network operator with a grid | ength of about 12,000 kil oneters,
covering about 70% of gas transport in transm ssion networks. Al nost all of
OCGE' s operations stemfrom German regul ated gas transm ssion activities.

We expect that OGE will maintain its focus on its core business as the |eading
gas transm ssion operator in its service area, as well as its high level of
operating efficiency, and high-quality network in terms of safety and
reliability.

We continue to assess OCGE' s financial risk profile as significant, reflecting
our base-case forecast of OGE's ratio of adjusted FFO to debt of about 12% on
a wei ghted average basi s between 2015-2019. In our ratio calculation, we weigh
each of the five years equally to capture volatility over the period, for
exanpl e triggered by the regul atory account nechani sm However, over a

regul atory period, we view OGE' s earnings as very stable, resulting in | ow
volatility of cash flows, which we take into account when benchnarki ng OGE' s
credit netrics and assessing its financial risk profile.

In our base-case scenari o we assune:

* An efficiency factor of 100% for both the second and third regul atory
peri ods, 2013-2017 and 2018-2022, respectively.

* An average productivity factor of 1.5%for both the second and third
regul atory peri ods.

e An inputed return on equity new assets of 9.05% for the second regul atory
period and 6.91% for the third.

e An inputed return on equity old assets (max 40% of 7.14%for the second
regul atory period and 5.12% for the third.

e Areturn on excess equity of 4.19% for the second regulatory period and
3.03% for the third.

 Total capex of €1.4 billion for 2017-2019.

e Cash dividends of about €50 nillion annually.

* No material inpact from econonic devel opnent in Gernmany or other
countries, given the regulated nature of its operations.

Based on these assunptions, we arrive at the following credit neasures:
* Adjusted FFO to debt of about 10% 12% per year; and
 Debt to EBITDA of approxi mately 5.5x-6. 5x.

Liquidity
We view liquidity position assessnent on OGE as adequate and project that the
group's ratio of liquidity sources to uses is at about 1.3x for the 12 nonths
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from March 31, 2017

OCE' s liquidity profile is further supported by its well-established
relationships with its core banks, no financial covenants, and prudent risk
management .

We note that the conpany is currently in the process of increasing its
revolving credit facility (RCF) within the com ng nonths, which could inprove
our liquidity assessnent.

We calculate the following principal liquidity sources for the 12 nonth from

March 31, 2017:

 Reported access to unrestricted cash and short-term narketable securities
of about €260 million

 Positive operating cash flow generation of above €300 m|lion over the
next 12 nonths.

* Access to an unused RCF totaling about €210 nmillion, of which about €200
mllion matures at end-2018.

We calculate the following principal liquidity uses as of the sane date
o Debt maturities of about €40 nmillion (maturing July 2017).

* Capex of about €500 mllion

e Working capital outflows of about €50 million

* Cash dividend paynents of €44 million in 2017.

Outlook

The negative outlook reflects that OGE faces increased investnents and | ower
allowed return on equity for the regulatory period starting 2018, which could
result inits credit metrics falling bel ow our expectations for the ratings
for a prolonged period, unless mtigated by proactive counterneasures by the
group and its sharehol ders.

Downside scenario

We coul d consider a downgrade in the next 6-24 nonths if we believe that OGE s
credit nmetrics will fall bel ow our expectations for the ratings for a

prol onged period, and that adequate counternmeasures are not being taken by the
group or its shareholders. This would include adjusted FFO to debt noving
toward 11% on an equal | y wei ght ed-average basi s.

This could occur if OGE were subject to any of the following or a conbination
t hereof : weaker operating performance, for instance driven by adverse

regul atory decisions on efficiency scores and the revenue cap; |ess dividends
received fromequity accounted investees; higher-than-expected refinancing
costs; poor execution of investments; or a further increase in debt-financed
i nvest nent s.

We could also lower the ratings if OGE s business risk profile deteriorated
bel ow our current excellent assessnent due to materially adverse regul atory
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changes or a shift in the business mx toward what we regard as riskier
i ndustries and countries, although we view such a scenario as unlikely.

Upside scenario

We woul d revise the outlook to stable if we are confident that credit metrics
will remain in line with our expectations for the ratings, including FFO to
debt at about 12% on a wei ght ed-average basis, along with inproved visibility
on a supportive and flexible dividend policy.

Ratings Score Snapshot

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

Busi ness risk: Excellent

» Country risk: Very |ow

e Industry risk: Very |ow
 Conpetitive position: Strong

Fi nanci al risk: Significant
* 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: Adequate (no inpact)

 Managenent and governance: Satisfactory (no inpact)
 Comparable ratings anal ysis: Neutral (no inpact)
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Ratings List

Qutl ook Action; Ratings Affirmed

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

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terns 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
information. Conplete ratings information is available to subscribers of

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

ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owi ng S& d 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) 783-40009.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT APRIL 27, 2017 6

1839426 | 300937699



Copyright © 2017 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or
agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for
the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR
A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no
event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential
damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,
hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to
update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment
and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does
not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be
reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P
Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any
damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitalig.com
(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information
about our ratings fees is available at www.standardandpoors.com/usratingsfees.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT APRIL 27, 2017 7

1839426 | 300937699



	Research:
	Overview
	Rating Action
	Rationale
	Liquidity

	Outlook
	Downside scenario
	Upside scenario

	Ratings Score Snapshot
	Related Criteria
	Ratings List


