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Research Update:

Eneco Holding N.V. Ratings Lowered To
'A-/A-2" To Retlect Negative Effect Of

Regulatory Unbundling; Outlook Negative

Rationale

On April 27, 2009, Standard & Poor's Ratings Services lowered its long-term
corporate credit ratings to "A-' from'A and its short-termcorporate credit
ratings to 'A-2' from'A-1" on Dutch utilities Eneco Holding N.V. and N. V.
Eneco (collectively known as Eneco). The outlook is negative.

At the same time, Standard & Poor's renoved all these ratings from
CreditWatch, where they were placed with negative inplications on July 18,
2008.

The rating actions factor in the upcom ng unbundling by Jan. 1, 2011, at
the latest, of Eneco's regulated electricity and gas distribution business
(the network conpany; 64% of EBITDA) fromthe conpany's commercial generation
tradi ng, and supply busi nesses (the energy conpany; 36% . W understand from
management that Eneco intends to unbundle the conmpany by spinning off the
energy conpany and that after the unbundling, Eneco Holding N V. would
conpri se the network conpany Stedin and the infrastructure business Joul z.

Eneco's business risk profile should becone stronger after the unbundling
in our view because the regulated distribution of electricity and gas woul d
generate nore than 90% of its earnings. At present, the strengths of the
networ k busi ness are offset by the energy business, which we consider as nuch
weaker because of its exposure to conpetition and vol atil e whol esal e power
prices, given its short power supply position

However, the downgrade reflects our understandi ng that the network
conmpany would likely target a financial profile in line with the m ninmm
capital requirenents and financial ratios proposed by the Dutch regul ator
which are significantly nore aggressive than Eneco's current credit netrics.

The regul ator has proposed nmi ni mum capital requirenents and financi al
rati os that the network conpani es would have to conply with on the unbundling
date, including a ratio of 60% debt to 40% equity. These netrics are
significantly nore aggressive than Eneco's credit netrics at present. On Dec.
31, 2008, Eneco's adjusted debt to capital was 36% adjusted funds from
operations (FFO to debt was 28% and FFO i nterest coverage was 7.0x. Al so,
foll owi ng the unbundling, the regul ator proposes to allow the network
conpanies to increase their leverage further if the increase would result from
i nvestnments in the network.

We understand from Eneco that the network conpany would retain all the
exi sting external debt (reported debt of €1.9 billion at year-end 2008) apart
fromdebt related to sustainable production facilities in The Netherl ands
(about €120 million) and nonrecourse project financing, which will follow the
generation and supply business. The revolving credit facility would be divided
bet ween the network and energy conpani es. W al so understand that the network
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conpany would likely increase |everage up to the allowed | evel upon unbundling
and we believe that debt could increase further after unbundling given planned
capital expenditures of €350 mllion per year through 2012.

Short-term credit factors
Eneco's 'A-2' short-termrating reflects an adequate liquidity profile. Eneco
currently has €1.11 billion of short-termdebt, including a €400 mllion
drawdown under its €1.5 billion revolving credit facility, and about €600
mllion outstanding under its €750 million conmercial paper program W
understand fromthe conpany that it is close to refinancing the drawdown
t hrough Gernman Schul dscheins and private placenments in the U S

Fol | owi ng the unbundling, only €250 million of the €1.5 billion revolving
credit facility, which matures in 2013, will be available for the network
conpany. Gven the likely increase in its |everage, we expect the network
conpany to have put in place significant additional credit facilities and
funding by the tinme of the unbundling.

Eneco's net exposure to the costs of early ternination of cross-border
| eases charged to its network assets, anmounting to $652 million (€468 mllion)
in 2009, is a negative credit factor. However, the current exposure is
effectively covered by letters of credit (LOCs) totaling $948 million (€680
mllion). That said, the proportion of costs that nust be covered by LOCs
depends on the corporate credit rating; a downgrade would require an increase
of the drawi ng ambunts of about $75 million. The majority of the LOCs expire
in 2010, but we understand from managenent that they woul d be extended
confortably ahead of maturity. Eneco uses its €1.5 billion credit facility as
a backstop for the LGCCs.

Outlook

The negative outlook reflects our view that the network conpany coul d i ncrease
its leverage toward 70% after unbundling, conpared with about 60% upon
unbundling. We would likely lower the rating by one notch if Eneco increases
its debt to the proposed maxi mum | evel of 70% after unbundling. Conversely, we
could revise the outlook to stable if Eneco's financial policy becones nore
conservative
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