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INFRASTR URE AND PROJECT FINANCE

RESA S.A.
Update to credit analysis

Summary

The credit profile of RESA S.A. (RESA, A2 stable) reflects (1) the low-risk business profile of
its electricity and gas regulated distribution network operations in the Walloon Region (A2
stable), underpinned by a relatively transparent and supportive regulatory framework; (2) the
benefits from the bond covenant package, which limits dividend distributions to 60% of its
net income and restricts distributions if its net debt/regulated asset base (RAB) rises above
55%; and (3) the ultimate ownership by the province of Liége and other municipalities, which
results in a balanced financial policy. These factors are mitigated by the short track record of
the regulatory framework in the Walloon Region in the context of European peers because
of the recent transition of tariff-setting responsibilities from the national to the regional
regulator.

From the financial risk perspective, RESA's credit profile is supported by the relatively modest
leverage for the sector and moderate investment requirements.

Exhibit 1
RESA is less leveraged than most of its network peers
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All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial
Corporations, reflecting Moody's 12-18-month forward view.
Source: Moody's Investors Service

Following the adoption in May 2018 by the Walloon parliament of a decree relative to the
organisation of the regional electricity and gas markets, the independence of distribution
system operators (DSOs), such as RESA, has been reaffirmed and strengthened. As a result,
and taking into account the existence of the bond covenant package, RESA's credit profile is



https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1144120
https://www.moodys.com/credit-ratings/RESA-SA-credit-rating-825060496
https://www.moodys.com/credit-ratings/Walloon-Region-credit-rating-600012460

MOODY'S INVESTORS SERVICE INFRASTRUCTURE AND PROJECT FINANCE

insulated from that of the group it belongs to (Publifin SCIRL [Publifin], which is involved in higher-risk activities, including energy,
telecom and media, among others).

Credit strengths
» Low-risk business profile, underpinned by monopoly-regulated electricity and gas distribution network operations
» Moderate investment requirements, which underpin modest leverage, including net debt/fixed assets of around 40%

» Bond covenant package and public ownership, which result in a balanced dividend policy

Credit challenges

» Short track record of the regulatory framework in the Walloon Region because of the recent transfer of tariff responsibility from the
national to the regional regulator

» Potential merger with ORES in the long term

Rating outlook
The stable outlook on RESA's rating reflects our expectation that the company will its maintain funds from operations (FFO)/net debt in
the mid-teens in the short term, which will rise to the high teens (both in percentage terms) from 2019.

Factors that could lead to an upgrade

Given our expectation of broadly stable credit metrics in the medium term, a rating upgrade is unlikely. Nevertheless, upward pressure
could develop on the rating in the long term if distributions were to be moderated such that RESA's FFO/net debt were to rise above
25%.

Factors that could lead to a downgrade
The rating could be downgraded if RESA's credit metrics fall below our guidance for the A2 rating.

Key indicators

Exhibit 2
RESA S.A.
Dec-15 Dec-16 Dec-17 Dec-18 proj. Dec-19 proj.
FFO Interest Coverage 14.3x 8.9x 11.7x 11x 12x
Net Debt / Fixed Assets 22.2% 41.6% 40.6% 41% 41%
FFO / Net Debt 33.6% 16.6% 17.9% 18% 18%
RCF / Net Debt 31.1% 7.5% 12.9% 12% 14%

All ratios are based on ‘Adjusted’ financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
Source: Moody's Financial Metrics™

Profile

RESA S.A. (RESA) owns and operates gas and electricity distribution networks in the province of Liége, which is located in Belgium's
Walloon Region. It operates around 14,000 kilometers of electricity cables and 4,000 kilometers of gas pipelines, delivering electricity
to around 433,000 customers and gas to 232,000 customers. As of year-end 2017, the company had a combined RAB of around €1.3
billion.

RESA's parent company is the holding company Publifin, whose ultimate shareholders include the province of Liege (54%) and
76 municipalities in the region of Liége. Under the decree of May 2018, amending the 2001 and 2002 decrees relative to the

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.

I E——————————————
2 2 November 2018 RESA S.A.: Update to credit analysis



MOODY'S INVESTORS SERVICE INFRASTRUCTURE AND PROJECT FINANCE

organisation of the regional electricity and gas markets, at least 75% of the share capital of a DSO such as RESA must be held directly
by municipalities or their financing subsidiaries.

Exhibit 3
RESA is the main electric and gas DSO in the province of Liége
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Source: The company

Detailed credit considerations

Low-risk business profile, underpinned by monopoly-regulated activities
RESA's core business relates to the low-risk operation and management of monopoly energy distribution networks. These activities
generate stable and predictable cash flow, underpinned by regulated tariffs, providing useful visibility into funding requirements.

RESA is also responsible for public lighting and certain other social and public service obligations. The contribution of these activities to
the company's revenue remains nevertheless small; in addition, the costs associated with these activities are generally passed through.

The regulatory framework in the Walloon Region has a short track record

Historically, the Belgian federal state and each of the Belgian regions have set up their own regulatory bodies for the electricity and gas
market with complementary competencies, with the national regulator Commission de Régulation de ['Electricité et du Gaz (CREG)
being principally responsible for tariff setting in respect of the DSOs and the regional regulators for licensing issues. As part of the
decentralisation of powers from the federal to the regional governments, on 1 July 2014, the responsibility for setting electricity and gas
distribution tariffs passed from the CREG to the regional regulators, that is, the Commission Wallonne pour 'Energie (CWaPE) in the
Walloon Region.

To allow for an orderly transition, the CWaPE has carried forward for the regulatory period of 2015-16 the cost-plus model used by the
CREG. Under this framework, revenue is calculated as the sum of the costs supported by the DSOs (including depreciation) plus a fair
margin. Costs are split between manageable and non-manageable costs: the former are based on 2012 costs indexed by inflation, while
the latter are passed through. The cost of debt is treated as a non-manageable cost and is, therefore, a pass-through. The fair margin is
calculated by reference to a RAB, which is based on the accounting value of fixed assets. Subsequently, the CWaPE extended its tariff
methodology established for transitory tariff periods of one year each until year-end 2018, subject to minor changes only.

The new tariff methodology starting in 2019 will provide increased revenue predictability
In July 2017, the CWaPE published a new tariff methodology for 2019-23, which includes the introduction of a revenue-cap model,
moving away from the current cost-plus model.

Under the new tariff methodology, the revenue building blocks will consist of an allowance for costs, depreciation, tax and an

allowed return on the RAB of 4.05% (vanilla WACC, nominal) based on a national gearing assumption of 52.5%. Certain defined
noncontrollable costs will remain a pass-through, while allowed controllable costs will be updated annually for projected inflation less
a productivity factor (X factor) of 1.5% from 2020. Differences between actual and allowed costs will be borne (1) by consumers in
respect of noncontrollable costs, and (2) by DSOs in respect of controllable costs. Regulatory balances arising from the over- or under-
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recovery of revenue or costs will be clawed back two years later. DSOs will not face targets related to the quality of service (Q factor)
during 2019-23; however, the CWaPE will likely set up performance incentives for the following regulatory period.

Exhibit 4
The WACC set by the CWaPE is comparable with that of other Belgian regulators
WACC calculation for the regulatory period of 2019-23

Electricity and Gas - Walloon region (CWaPE 2019-2023) Electricity and Gas - Flemish region (VREG 2017-2020)
Risk-free rate 2.71% 1.43%
Market premium 4.30% 5.01%
Beta 0.65 0.76
Cost of equity 5.50% 5.24%
Cost of debt 2.60% 2.89%
Transaction costs 0.15% 0.15%
Cost of debt incl. transaction costs 2.74% 3.04%
Debt ratio 52.5% 60.0%
Equity ratio 47.5% 40.0%
WACC (vanilla, nominal) 4.05% 3.92%

A premium for European Central Bank purchase of 0.63% was included by VREG in the risk-free rate in the Flemish region.
Sources: CWaPE, VREG

The new tariff methodology introduced by the CWaPE reflects established principles of other incentive-based frameworks in Europe,
while the five-year tariff period will provide significant revenue visibility. We nevertheless believe that a track record of consistent and
transparent application will still have to be developed for the Walloon framework to be considered as supportive as other regulatory
regimes in Western Europe.

Moderate investment requirements support modest leverage

RESA's capital spending programme does not present a challenge in terms of scale or growth ambitions. We expect capital spending
to remain stable at €80 million-€90 million per annum in the near term, with the rollout of smart meters not expected before the
next decade. The modest investment requirements, particularly compared with those of transmission network operators, underpin
our expectation of a continuously modest financial leverage compared with that of the wider European peer group of energy network
companies. In addition, we expect the company to maintain a balanced dividend policy (see below).

We therefore expect RESA to maintain net debt/fixed assets (which is a close proxy for the RAB) at around 40% over the medium term.
Similarly, we expect RESA to maintain broadly stable FFO/net debt around 18% as a result of its shift to the new tariff methodology.

In particular, RESA will benefit from a lower cost of debt (around 1.6% currently) than that embedded in the WACC set by the CWaPE
(2.7%). Our FFO/net debt guidance reflects the characteristics of the new tariff methodology, notably the potential for a mismatch
between regulatory and accounting depreciation.

I
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Exhibit 5
We expect RESA to maintain FFO/net debt at or just above our guidance for the current rating
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Ratios are based on 'Adjusted’ financial data and incorporates Moody's Global Standard Adjustments for Non-Financial Corporations. The 2018-20 estimates represent Moody's view, not
that of the issuer.
Sources: Moody's Financial Metrics™, Moody's Investors Service

Because of the requirement to transfer personnel from Nethys to RESA (see below) by May 2019, the company could incur additional
costs of up to €8 million according to management. However, the impact on RESA's financial profile will ultimately depend on (1)

the extent to which the additional costs will be recovered through tariffs on a timely basis, and (2) any efficiency measures that the
company might take as a mitigant.

Bond covenant package and public ownership result in a balanced dividend policy
RESA's creditors benefit from the covenants under the bond documentation, which limit dividend distributions to 60% of its net
income and restrict distributions if its net debt/RAB exceeds 55%.

In addition, we believe Publifin's status as a publicly owned company provides some benefit to RESA, given the balanced financial policy
applied by the public shareholders to Publifin and its subsidiaries. Finally, there is the potential protection offered to creditors that, in
the case of bankruptcy of a DSO such as RESA, public law entities controlling the DSO may exercise a pre-emption right, which would,
in principle, result in the acquisition of the assets and liabilities of the DSO.

May 2018 decree confirms the delinkage from Nethys

Following the recommendations made in a July 2017 report concluding a six-month inquiry into the transparency and functioning of
the Publifin group, the Walloon parliament adopted in May 2018 a new decree, amending the 2001 and 2002 decrees relative to the
organisation of the regional electricity and gas markets. This new decree is designed to enhance the governance, transparency and
oversight of electric and gas distribution network operators (DNOs) in the Walloon Region, which have 12 months from the date of the
decree to comply with most clauses (see RESA S.A.: Walloon parliament's final decree confirms delinkage from Nethys, May 2018).

We believe that the decree reinforces the independence of RESA as a DNO and, as such, also insulates it against the credit quality of
the wider group it belongs to by, among others, (1) requiring that more than 75% of the share capital and voting rights of DNOs are
owned directly by municipalities or their financing subsidiaries; (2) prohibiting DNOs from undertaking activities other than their core
business, with only limited exceptions subject to the CWaPE's approval; (3) requiring DNOs to have their own personnel, thus removing
operational links with other entities; and (4) requiring that board members of DNOs are independent. As a result, RESA's ownership has
moved from the intermediate holding company Nethys to the ultimate holding company Publifin.

Finally, the decree has reiterated the role of the CWaPE in overseeing the activities of DNOs in the Walloon Region and ensuring their
full independence.!

I
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Exhibit 6
Simplified ownership and corporate structure
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Potential merger with ORES unlikely in the short to medium term

Following the reorganisation of the energy distribution network sector, which took place in the Flanders region and which ultimately
led to the merger of Eandis System Operator CVBA with Infrax CVBA on 1 July 2018 to create FLUVIUS SYSTEM OPERATOR CVBA (A3
positive), political discussions have been ongoing around a potential merger between RESA and the other main Walloon DSO ORES
scrl. However, we understand that RESA's shareholders have so far opposed such a merger, and we believe it is unlikely that such a
transaction could be resumed in the short term, given the forthcoming regional elections in May 2019. The credit impact, if any, of a
potential merger would depend on the post-transaction corporate structure, capital structure and ownership.

Under the terms and conditions of the bonds, noteholders benefit from a put option in case of a change of control, defined as
municipalities, provinces or intermunicipal associations holding (solely or in aggregate) less than 50% +1 of the shares in RESA.

Liquidity analysis

RESA's strong liquidity position is supported by the combination of (1) a cash position of around €36 million as of 31 December 2017,
and (2) a €30 million three-year committed credit facility. We believe that, together with solid cash generation, these sources are
sufficient to cover the company's capital spending and expected dividend payments over the next three years. RESA's debt maturities
mostly consist of the bonds issued in July 2016, with no maturity expected before 2026.

I E——————————————
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Exhibit 7
RESA's debt maturities mostly comprise the bonds issued in 2016
(in € million)
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Rating methodology and scorecard factors

Our assessment of RESA reflects the application of our Regulated Electric and Gas Networks rating methodology, published in March

2017. The grid-indicated rating is in line with the company's actual rating.

Exhibit 8
Rating factors

Regulated Electric and Gas Networks Industry Grid [1][2]

FY 12/31/2017

Moody's 12-18 Month Forward View
As of October 2018 [3]

Factor 1 : Regulatory Environment and Asset Ownership Model (40%) Measure Score Measure Score
a) Stability and Predictability of Regulatory Regime Baa Baa Baa Baa
b) Asset Ownership Model Aaa Aaa Aaa Aaa
c) Cost and Investment Recovery (Ability and Timeliness) A A A A
d) Revenue Risk Aa Aa Aa Aa
Factor 2 : Scale and Complexity of Capital Program (10%)
a) Scale and Complexity of Capital Program Aa Aa A A
Factor 3 : Financial Policy (10%)
a) Financial Policy A A A A
Factor 4 : Leverage and Coverage (40%)
a) FFO Interest Coverage (3 Year Avg) 11.2x Aaa 11x - 13x Aaa
b) Net Debt / Fixed Assets (3 Year Avg) 34.9% Aa 40% - 42% Aa
c) FFO / Net Debt (3 Year Avg) 20.6% A 17% - 19% A/Baa
d) RCF / Net Debt (3 Year Avg) 14.5% A 12% - 14% Baa
Rating:
Indicated Rating from Grid Factors 1-4 Al A1/A2
Rating Lift 0 0 0 0
a) Indicated Rating from Grid A1 A1/A2
A2

b) Actual Rating Assigned

[1] All ratios based on 'Adjusted’ financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.

[2] As of 31/12/2017.

[3] This represents Moody's forward view, not the view of the issuer, and unless noted in the text, does not incorporate significant acquisitions and divestitures.

Sources: Moody's Financial Metrics™, Moody's Investors Service

Ratings

Exhibit 9
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Outlook
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Source: Moody's Investors Service
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Appendix

Exhibit 10
RESA S.A.
Peer comparison table

RESAS.A. Eandis System Operator CVBA1 Alliander N.V. EnexisHolding N.V.
A2 stable A3 positive (mid-baa BCA) Aa2 stable (a1 BCA) Aa3 stable (a2 BCA)
FYE FYE FYE FYE FYE FYE FYE FYE FYE FYE FYE FYE
(in EURmillions) Dec-15 Dec-16 Dec-17 Dec-15 Dec-16 Dec-17 Dec-15 Dec-16 Dec-17 Dec-15 Dec-16 Dec-17
Revenue 272 263 280 2,316 2,454 2,652 1,540 1,584 1,697 1,353 1,376 1,380
Funds from Operations 94 88 95 423 709 943 503 465 528 553 574 574
EBITDA 125 120 130 778 1,046 1,274 634 559 658 730 728 718
Total Debt 281 576 568 6,390 6,093 5,516 2,028 1916 2,166 2417 2,444 2,647
Net Debt 281 533 531 6,387 6,091 5,484 1914 1,853 2,066 1,760 2,246 2,361
Total Assets 1,419 1,467 1,784 9,004 8,978 8,667 7,838 7,839 8,201 7,194 7,415 7,791
FFO / Net Debt 33.6% 16.7% 17.9% 6.6% 11.6% 17.2% 26.3% 25.1% 25.5% 31.4% 25.5% 24.3%
RCF/ Net Debt 31.1% 7.7% 12.9% 3.7% 8.9% 13.8% 19.4% 20.1% 20.1% 23.9% 20.6% 19.9%
FFO Interest Coverage 14.3x 9.0x 11.7x 3.0x 4.5x 6.4x 7.8x 8.4x 9.9x 6.6x 8.3x 9.8x
Net Debt / Fixed Assets 22.2% 41.6% 40.6% 81.4% 77.6% 69.4% 29.2% 27.9% 29.8% 28.3% 33.1% 33.4%
TMetrics and financials for Economic Group Eandis.
Source: Moody's Financial Metrics™
Exhibit 11 Exhibit 12
RESA S.A.'s Moody's-adjusted debt breakdown RESA S.A.'s Moody's-adjusted EBITDA breakdown
(in EUR Millions) 2015 2016 2017 (in EUR Millions) 2015 2016 2017
As reported Debt 125.0 575.8 567.9 As Reported EBITDA 119.2 117.4 129.0
Operating Leases 2.3 - - Unusual 5.3 1.7 0.9
Analyst Adjustment' 153.8 N N Operating Leases 0.6 - -
Moody's-Adjusted Debt 281.0 575.8 567.9 Moody's-Adjusted EBITDA 125.0 119.2 129.9

This adjustment corresponds to €153.8 millions of intercompany loans, which were

refinanced in 2016.

All figures are calculated using Moody's estimates and standard adjustments

Sources: Moody's Financial Metrics™

Endnotes

All figures are calculated using Moody's estimates and standard adjustments.

Source: Moody's Financial Metrics™

1 In particular, the decree dated 11 April 2014 assigned to the CWaPE the responsibility to assess that there are no cross-subsidies between energy
distribution operations and other activities. In addition, the decree dated 19 January 2017 prohibits subsidies between regulated and unregulated activities.
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