STANDARD & POOR’S
RATINGS SERVICES

McGRAW HILL FINANCIAL

RatingsDirect’

Research Update:

German Utility RWE AG Hybrid Equity
Content Revised To Intermediate;
'BBB/A-2' Ratings Affirmed; Outlook
Negative

Primary Credit Analyst:
Vittoria Ferraris, Milan (39) 02-72111-207; vittoria.ferraris@standardandpoors.com

Secondary Contact:
Tobias Buechler, CFA, Frankfurt +49 (0)69-33 999-136; tobias.buechler@standardandpoors.com

Table Of Contents

Overview

Rating Action

Rationale

Ratings Score Snapshot
Related Criteria And Research

Ratings List

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 18, 2015 1

1554215 | 301663691



Research Update:

German Utility RWE AG Hybrid Equity Content
Revised To Intermediate; 'BBB/A-2' Ratings
Affirmed; Outlook Negative

Overview

* RVAE AG has announced that it is waiving a certain call option right in
its hybrid security docunentation

e As a result, we have revised our assessnent of the equity content of
RWE's hybrid instrunments to internediate from nininal .

e« W are affirnmng our 'BBB/A-2' corporate credit ratings on RNE AG and our
"BB+' ratings on RWE's hybrid debt.

» The negative outl ook reflects adverse nmarket fundanentals and the
devel opnent of the nucl ear debate in Gernmany.

Rating Action

On Dec. 18, 2015, Standard & Poor's Ratings Services affirmed its ' BBB/ A-2'
l ong- and short-termcorporate credit ratings on Gernman utility RAE AG The
out | ook remai ns negati ve.

We also affirnmed our 'BBB issue rating on RAE's senior debt and our ' BB+
issue rating on the three hybrid instrunents issued by RWE AG in 2015: |ISIN
XS1219498141 (€700, 000, 000), |SIN XS1219499032 (€550, 000, 000), and ISIN
XS1254119750 ($500, 000, 000).

Rationale

The affirmation follows the revision of our assessnent of the equity content
of RAE's hybrid capital to intermediate frommninal after RAE's announcenent
that it has, by a legally binding waiver, unconditionally and irrevocably
wai ved a certain call option on the three aforenentioned hybrid instrunments,
related to an "Equity Credit Rating Downgrade" clause in the instrunments
docunentation. The call option gives RAE the right to call the hybrid
instruments if the equity content reduces as a result of a change in the
rating on RAE. As we expl ai ned when we announced our revision of equity
content on various issuances to mninmal, this type of clause weakens our
expectation that the issuance will remain a permanent part of the issuer's
capital structure (see "Standard & Poor's Affirns Various Ratings Foll ow ng
Revi ew OF Corporate Hybrid Equity," published on Cct. 27, 2015, on

Rat i ngsDi rect)

Inline with the appendi x we have added to "Criteria Clarification On Hybrid
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Capital Step-Ups, Call Options, And Repl acenent Provisions," published Cct.
22, 2012, to address several frequently asked questions, we considered the
terns of the waiver of rights, its public nature, the circunstances under
which it could be nodified, the likelihood of its breach, and whether the
other features of the hybrids are consistent with internmedi ate equity content
(see "S&P Expl ains Treatnment O Step-Ups, Deeds, And Waivers For Certain
Hybrids," published Nov. 13, 2015, for nore details).

We have concluded that RAE's wai ver of the call option sufficiently mtigates
the risks of a call, and we have accordingly reassessed the equity content of
RWE's hybrid instrunents as internediate rather than nmininal. As a
consequence, we now regard the hybrid securities as 50% equity when
calculating RWE's credit ratios. The revised credit ratios support our ratings
on RVWE and, accordingly, none of the ratings are affected by the revision of
equity content to internediate

The negative outl ook reflects adverse market fundanentals and the devel oprent
of the nucl ear debate in Gernany.

Ratings Score Snapshot

Corporate Credit Rating BBB/ Negative/A-2

Busi ness risk: Strong

e Country risk: Very |ow

* Industry risk: Internediate
 Conpetitive position: Strong

Fi nanci al risk: Significant
e Cash flow Leverage: Significant

Anchor: bbb

Modi fiers

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

e Financial policy: Neutral (no inpact)

e Liquidity: Strong (no inpact)

« Managenent and governance: Strong (no inpact)

e Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: bbb

Related Criteria And Research
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Related Criteria

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

e Key Credit Factors For The Unregul ated Power And Gas |ndustry, March 28
2014

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

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

e Corporate Methodol ogy, Nov. 19, 2013

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

e Group Rating Methodol ogy, Nov. 19, 2013

e Met hodol ogy For Linking Short-Term And Long- Term Rati ngs For Corporat e,
I nsurance, And Sovereign |Issuers, May 7, 2013

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

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

« Met hodol ogy And Assunptions: Assigning Equity Content To Corporate Entity

And North Anerican |Insurance Hol di ng Conpany Hybrid Capital |nstrunents
April 1, 2013

e Criteria Carification On Hybrid Capital Step-Ups, Call Options, And
Repl acenment Provisions, COct. 22, 2012

 Met hodol ogy: Hybrid Capital Issue Features: Update On Dividend Stoppers
Look- Backs, And Pushers, Feb. 10, 2010

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

 Hybrid Capital Handbook: Septenber 2008 Edition, Sept. 15, 2008

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

Related Research

» S&P Explains Treatnment O Step-Ups, Deeds, And Waivers For Certain Hybrids

, Nov. 13, 2015

e Standard & Poor's Affirms Various Ratings Follow ng Review OF Corporate
Hybrid Equity, Cct. 27, 2015

Ratings List

Rati ngs Affirned

RVE AG

Essent Nederl and B. V.

Essent N. V.

Corporate Credit Rating BBB/ Negat i ve/ A- 2
RVE AG

Seni or Unsecured BBB

Juni or Subordi nat ed BB+

Conmrer ci al Paper A-2

RWE Fi nance B. V.
Seni or Unsecur ed* BBB

*Q@uarantor: RWE AG
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Additional Contact:
Industrial Ratings Europe; Corporate_Admin_L.ondon@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.com Al 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) 783-4009.
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