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Company profile

Alliander is an energy network company, which incorporates a
number of group companies. Our work is to secure both today’s
and tomorrow’s energy distribution.

Network operation is our core activity. Our network operators Liander and Endinet keep the energy
infrastructure in good condition in order to provide millions of consumers and businesses with their daily
gas and electricity. In short, they ensure that everyone has access to energy through our networks.

In addition, Alliander is developing activities in new markets, with a view to promoting energy transition,
i.e. the development towards a more sustainable society.
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Organisational structure

Other activities

The network operators Liander and Endinet are part of Alliander. Liandon, our dedicated knowledge centre,
is responsible for numerous technical innovations in the area of electricity, gas and heat transportation and

distribution.

The shareholders of Alliander are Dutch provinces and municipalities. The largest shareholders are the
provinces of Gelderland, Friesland and Noord-Holland and the municipality of Amsterdam. For more
information about our legal structure, visit alliander.com or read more about our corporate governance in

the Governance chapter.
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Qur role In the energy sector

The vast majority of the energy we distribute in our regions comes from the national and international
energy networks of TenneT and Gasunie. In addition, a growing number of consumers and businesses are
feeding their self-generated energy into our networks. This is making the energy supply chain more
dynamic. Alliander ensures that all energy is distributed as efficiently as possible - for instance, from wind
turbines to households or electric vehicle charging points.
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Trends and market
developments

It is vital for Alliander to respond quickly to developments that
affect our customers and our activities. In 2014, we carried out a
study into trends that may be indicators of future changes.

Developments in the energy market

Consumers and businesses are using more and more electrical applications in their daily lives and
activities. As aresult, they are becoming further dependent on electricity and count on an uninterrupted
energy supply. At the same time, there is an increasing focus on sustainability and energy saving. A
growing number of customers are opting to generate their own energy, thus acting as producers as well as
consumers.

Various stakeholders are exploring the opportunities of renewable energy. We see that more consumers are
making their homes increasingly sustainable. Houses are being equipped with better insulation and the
take-up of solar panels is growing thanks to falling prices and improving quality. In addition, the
introduction of stricter requirements for new houses and buildings has led to the adoption of heat pumps:
no less than 500,000 homes are expected to be fitted with a heat pump by 2020. Electric cars are also
growing in popularity. Tax incentives and the steadily expanding network of charging points are important
stimuli for this market. Meanwhile, agricultural firms are warming to the potential of biogas and solar
meadows. Municipalities are keen to promote heating networks which can make a strong contribution to
achieving local and regional sustainability objectives.



Political and regulatory developments

One focus area is the implementation of the national Energy Agreement, which sets out specific
sustainability and energy-saving objectives: 14% of all energy must be generated from renewable sources
by 2020, rising to 16% in 2023. The updating of legislation and regulations will help us to respond
effectively as a flexible network company to new demands and opportunities. As part of an overall
regulatory review, the existing electricity and gas laws are to be integrated and modernised in an
overarching Electricity and Gas Act in 2015, thereby creating a single effective statutory framework to
facilitate the envisaged energy transition. A pan-European energy market that is increasingly influenced
and regulated at European level is steadily coming to the fore. Key issues include the organisation and
tasks of network operators and network companies, tariffs and decentralised energy generation.

Developments in information technology

Smart automated applications are increasingly becoming an integral part of our daily lives. ICT and data
technology are advancing rapidly and ‘online’ is the standard for a growing number of services. The rapid
advent of the mobile internet and connected devices, also known as 'the internet of things', has resulted in a
wave of new and unprecedented product and service offerings. And the need for privacy protection is
growing accordingly. In line with these developments, ICT and data are also increasingly central to the
operations and services of Alliander.

Our opportunities and challenges

Every year, we analyse current trends and market developments to assess where our opportunities and
challenges lie. This helps us make well-balanced assessments and targeted policy choices as part of our
efforts to optimally promote our stakeholders’ energy ambitions.
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Strategy

Given current trends and developments, we expect fundamental
changes in the energy supply of the future, with greater
emphasis on sustainability, flexibility and active participation of
our customers. These developments call for a clear strategy on
the part of Alliander. In 2014, we shaped our strategy around
three pillars: operations, innovation and growth.

We are in continuous dialogue with our stakeholders and we take their considerations and expectations on
board in our strategic choices. To help them facilitate the energy transition and promote a more sustainable
society, Alliander is contributing to an open energy market and enabling customers to make sustainable
energy choices. Essential to this endeavour is the timely and effective adjustment of our networks to the
evolving market. A strong and efficient organisation is vital to help us achieve this.

Uncertainties surrounding the pace and scale of market developments makes it difficult for us to predict
where and when our networks will require adjustment. Innovation and technology are therefore central to
our strategy. By setting up test beds, participating in initiatives and undertaking our own innovative
activities, we acquire the knowledge and experience we need to ensure our networks are even better
equipped to meet the demands of the future. We are active in such areas as smart networks, electric car
charging infrastructures, local electricity trading platforms and alternative energy flows (such as heating).
Investments in these innovations are crucial, particularly as the energy transition may rapidly gather pace
in the years ahead.

To keep these investments affordable, we want to grow in scale and achieve procurement synergies.
Co-operation within the sector is obvious. The advantage of co-operation is that it can be realised in the
relatively short term. In summary, our strategy is focused on three pillars: operations, innovation and
growth with the objective of ensuring reliable, affordable and increasingly sustainable energy for our
stakeholders, both now and in the future.



Thanks to our strategic choices we create added value for society and our stakeholders. In addition to
facilitating the transition to a renewable energy supply, we seek to promote sustainability in other areas for
the benefit of wider society. Our emphasis here is on CO2 reduction, continuous stakeholder dialogue and
sustainable procurement.

Implementation and control

In the Alliander year plan, our strategy is translated into short-term objectives. Based on this input, our
business units formulate plans outlining their contribution to our business and societal objectives.
Management and accountability procedures for achieving our objectives are laid down in our corporate
governance structure. Meanwhile, a planning and control cycle is in place to monitor realisation. Every
month, the key stakeholder-specific performance indicators are reported on and discussed with the
Management Board. The progress of the implementation of our strategy and the year plan are reviewed with
the Supervisory Board on a quarterly basis.

Risk management

Risk management forms an integral part of our 'control and accountability’ procedures. Risks concern
uncertainties that could affect the realisation of our strategy and objectives. While they are inherent in
business operations, they must be managed responsibly in order to create confidence and peace of mind
among our customers, employees, shareholders and other stakeholders. This helps Alliander to be
transparent, reliable and predictable. The primary goals of our risk acceptance policy are to safeguard the
continuity of our electricity and gas distribution networks, ensure safe working practices, and comply with
laws and regulations. Identifying, assessing and managing risks helps the entire organisation to achieve
the set objectives, deal with uncertainties and act with integrity in a controlled and resilient manner. The
most important risks are discussed every quarter with the Audit Committee and the Supervisory Board.

‘We monitor the risks throughout the year and consistently take mitigating action wherever required. We
make a distinction between the internal risks we run as a result of our own actions, and external risks that
stem from the world around us. Our most important risks are determined by their potential impact and
probability of occurrence.

Apart from jeopardising our operational objectives, risks can also have a financial impact. We apply
bandwidths for this purpose (measured over a five-year horizon): risks above € 50 million are severe to
extremely severe, risks under € 25 million are moderate to limited.
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Click on the illustration for an explanation of the development of our risks and the mitigating measures we
took in 2014. You can read more about the possible impact of risks on our strategic objectives in the
stakeholder chapters in this annual report and in the appendix. Though we explored opportunities to build
scale in 2014, no concrete initiatives were taken (or associated risks run) in this connection. Financial risks,
including our credit risk, are explained in Note 34 to the financial statements.

Value creation for stakeholders

The aim of our strategic choices is to create value for our stakeholders, a process which is based on careful
and balanced decision-making. In our three stakeholder chapters, we deal with the realised value in greater
depth.
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Qur story In 2014

Safety and reliability of supply. Further investments in
sustainability. More efficient business processes. In 2014, we
mMmade strategic choices on operations, innovation and growth.
Choices to create value for our customers, employees and
shareholders.

Our customers rely on energy being available at all times. Fortunately, in our country this is almost always
the case. With an availability of 99.99%, we are among the most reliable energy networks in the world. And
we want to keep it that way in the future, even with increased local renewable energy generation. By
constructing smart networks, we are increasingly able to manage and control flexible energy flows in the
network. We are also initiating new activities to address future challenges, such as electric transport and
sustainable area development.

Results on strategic pillars

In 2014, we made further progress on our three strategic pillars: operations, innovation and growth.

Operations
The essence of our work is to ensure an uninterrupted energy supply. It is what our customers want. Our

energy supply reliability in 2014 was extremely good, but we were confronted with several exceptional
incidents. These included two large-scale outages in Apeldoorn, which left over 1,500 customers without
gas for days. Water and mud got into gas mains at two separate places after both a gas pipe and a water pipe
broke at the same location. We repaired the damage as promptly as possible and, acting in dialogue and
collaboration with the municipality, emergency services and residents, took every possible measure to
minimise the inconvenience. We not only opened a neighbourhood information point for residents but, as it
was winter, we provided heaters and blankets. Clearly, lessons must be learned from these large-scale
outages, particularly as a similar incident occurred shortly after the New Year. These interruptions are
costly for society and cause considerable inconvenience. To prevent recurrence, investigations are currently
underway to determine where structural improvements can be made.



Alongside a reliable energy supply, customers need good services at affordable prices. By standardising our
work, improving our cooperation and harnessing technology, we can create more comfort and convenience
for our customers. They must receive our assistance quickly and effectively, and have a say in the timing of
our work. In 2014, we continued programmes aimed at enhancing the efficiency of our business processes
and structurally reducing costs. To underpin these efforts, we pooled our expertise in teams and centralised
our work at strategic locations. These steps involved drastic changes within our organisation. The resulting
relocations and the introduction of alternative working practices had a major impact on our employees.

In 2014, we invested substantially in the further improvement of our operational efficiency, thus laying a
solid basis for operational management. Daily meetings keep the teams on top of their work and make it
eagsier for them to plan ahead. However, these complex processes take time. Therefore, more attention will
be devoted to these aspects in 2015 on our key activities in order to raise quality for your customers.

Smart solutions are required to address the current climate and energy challenges. Hence our substantial
investments in 2014 in such innovations as network automation and the construction of a telecom
network. We set up test beds where we experimented extensively with new technologies and smart grids.
And we also completed a smart meter pilot. Based on the expertise we gained, from 2015 we will start
offering smart meters to our customers on a larger scale. In addition, we are experimenting and learning in
new markets, such as the charging infrastructure for electric cars, the efficient utilisation of residual
industrial heating and remote-controlled public lighting.

Major investments in such areas as the digitisation of the energy supply require sufficient scale and
financial agility. The larger the number of customers covered by investments, the better we can control the
costs per customer. In the reporting year, we teamed up with Eneco and Stedin to jointly invest in
technology that will facilitate smart meter communication in more than half of the Netherlands. In 2014,
we also explored opportunities to increase our scale in order to keep energy bills affordable in the longer
term as well. As there is currently insufficient support among our shareholders for growth in Germany, we
have agreed to initially focus on co-operation and consolidation in the Dutch energy sector. Together with
network operator enexis we are exploring whether we can to exchange parts of our networks in the
Eindhoven and Zuidoost-Brabant (Endinet) regions with those of Enexis in Friesland and the
Noordoostpolder.

Going forward to a new future

Housing, working and transport are on the verge of major change. Residential and business premises are
set to become sustainable more energy than they consume. Digital and flexible working will be the order of
the day, and we will travel from A to B in electric self-driving cars. Sounds futuristic? Perhaps, but it is alot
closer than many people think. In fact, the technology already exists.

Rapid advances on various fronts are making sustainable energy solutions increasingly accessible to a
wider public in the Netherlands. By the end of 2014, there were already more than 46,000 electric/hybrid
cars on Dutch roads, a number that was originally not envisaged before the end of 2015. The trend towards
solar energy, which started in 2012 and 2013, also gathered pace in 2014. Finally, the accelerating adoption
of heat pumps in new-build projects is another development that will bring about fundamental changes in
the demand for energy. This adds to the dynamics in our energy networks.

To prepare ourselves for the upcoming energy revolution, innovation was a key focus in the past year.
Managing the unpredictability of the energy transition is our biggest challenge. Alliander is looking closely
at new market trends and models. Our duty to society is to facilitate that transition in a forward-looking
manner, both with and for all our stakeholders. This calls for a flexible network company that can respond
adequately to new demands and opportunities. It is vital that we retain our ability to meet the wishes of
society, while assisting the transition to a flexible and sustainable energy system.

In 2014, Alliander spent more than € 700 million on the reinforcement, modernisation and maintenance of
our networks. We achieved operating profit of € 323 million. Thanks to our solid financial position, we can
continue investing in the networks.



Strengthening our organisation

To underline the ongoing focus on our network management role, Ingrid Thijssen joined our Management
Board in 2014. We are aware of the crucial task that we, as a network company, play in society. Together
with our employees, we can manage and channel the changes in the market with enthusiasm and
professionalism. Our employees are our most important asset. Their commitment and expertise are vital in
enabling Alliander to operate, grow and prosper, both now and in the future. Together we will continue to
pursue our two key challenges in 2015: trouble-free access to energy and a responsible approach to the
changes in the energy system. We will maintain our strategic course, full of energy.

Peter Molengraaf

Ingrid Thijssen
Mark van Lieshout

Alliander Management Board

From left to right: Ingrid Thijssen, Mark van Lieshout, Peter Molengraaf
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Shareholders and investors

A sound investment

Alliander enjoys a healthy financial position. This is largely the
result of the determined pursuit of our financial policy, which is
essentially geared to maintaining a solid A rating profile.
Continuing to pursue this financial policy enables us to be and
to remain a financially sound investment, for both bondholders
and shareholders.

Network investment

Our financial position allows us to invest in our networks, to be flexible and to grow the business.
Alliander’s task is to secure the safety and reliability of the electricity and gas distribution systems and to
ensure that the networks have adequate capacity, both now and in the future. This means making both
replacement investments and investments to expand our networks. The uncertainty surrounding the speed
and extent of the energy transition does, however, make it difficult to arrive at a proper estimate of the
desired network capacity in the future. On top of the network investments, we are also investing more in
digitisation. Here the emphasis has more to do with ensuring better network control, using telemetry
systems, than laying cables etc. We also keep a close watch on technological and market developments in
the sector so that we can take timely action and, if necessary, adjust both the nature and scope of our capital
programmes.

Sustainability strategy

We aim to be a company that recognises its corporate social responsibility. This involves making our
operations as sustainable as possible. For instance, we aim to reduce our CO, footprint as far as possible
and, where we do have CO, emissions, we aim to match them with green certificates (renewable energy
certificates - RECs). In our efforts to reduce CO, emissions we work closely with our suppliers. An
important task for Alliander is to facilitate the transition to a sustainable energy supply. A large part of our
efforts on this front is concerned with modifying the existing networks to accommodate the feed-in of
renewable energy from decentralised power generation systems. On top of that we have embarked on new
activities, including the construction and operation of district heating networks and of charge points
creating the necessary infrastructure for electric vehicles. Alliander also sees it as its task to encourage and
to facilitate such sustainability-related activities. Our efforts in the field of sustainability show that an
investment in Alliander is also a socially responsible investment.

Importance of sustainability performance

Further evidence of the growing importance of sustainability performance with respect to raising finance is
provided by the growing popularity of green bonds, used by companies to generate funding for investments
with specific sustainability objectives. Our shareholders recognise the importance of a financially sound
network company with a proactive stance when it comes to facilitating the energy transition and fully back
our ambitions in this field. The fact that our networks are mostly located in the provinces and
municipalities of our shareholders means that they are immediately affected if our networks do not
function properly. They also make use of Alliander’s expertise in setting up initiatives for local renewable
energy projects.



The level of attention that shareholders and investors are paying to the sustainability performance of
businesses is growing. For several years now, Alliander’s performance in this field has been assessed by
CSR rating agencies which, in the same way as credit rating agencies, produce a rating for Alliander. They
are commissioned to do this by investors with a sustainability focus that use the CSR rating as a selection
criterion. On 14 Juli 2014, German Sustainability rating agency Oekom upgraded the rating of Alliander
from B to B+. According to Oekom, Alliander belongs to the industry leaders in the utilities sector with this
rating.

This part of the report is devoted to Alliander’s financial position and performance in 2014, the company’s
financial policy and its relations with financial stakeholders. We also report on our more important
sustainability achievements in greater detail.

Financial results in 2014

The profit after tax for 2014 was €323 million (2013: €288 million). Excluding incidental items and fair
value gains and losses, net profit amounted to €240 million (2013: €287 million). Revenue generated by the
regulated activities in 2014 was lower than in the preceding year, owing to the lower tariffs under the 2014
tariff decision taken by the Netherlands Authority for Consumers & Markets (ACM). The effect of this
reduction in income on the bottom line was offset to some extent by a book profit before tax of €40 million
on the sale of shares (25.4% interest) in N.V. KEMA to DNV GL Group (€45 million after tax). The release of
part of the provision relating to the credit default swap (CDS) also had an impact on the reported profit
before tax amounting to €80 million (€60 million after tax).

The cash flow from operating activities was down by €60 million, at €623 million in 2014. The solvency
ratio improved in 2014 to 53.6% and the net debt position fell by €101 million. Total assets increased by
€125 million, mainly reflecting network investments.

Income statement for 2014

Revenue

Revenue in 2014 was down by €48 million (3%) compared with the preceding year, at €1,696 million, chiefly
as a consequence of the net effect of lower regulated tariffs for energy transportation and connection
charges (€65 million) for both electricity and gas and lower regulated tariffs for metering services (€8
million) and an increase in other regulated revenue (€13 million), largely accounted for by an increase in the
contributions received for maintenance work. Around 93% of our revenue is generated by these regulated
activities. Alliander also has non-regulated activities, including the activities of Liandon and activities in
various growth markets, where revenue was up (€11 million).



Other income

Other income in 2014 came in at €141 million (2013: €102 million). This increase is largely accounted for by
the book profit on the disposal of the KEMA shares (€40 million). Apart from this, other income mainly
relates to the amortisation of contributions towards connection costs made by our customers (€63 million)
and sundry other income, including compensation received for losses, rents and book profits on the sale of
assets (€38 million).

Operating expenses

Total operating expenses in 2014 amounted to €1,327 million (2013: €1,389 million) and can be analysed as
follows:

Analysis of operating expenses

€ million 2014 2013
Purchase costs and costs of subcontracted work 406
Employee benefit expenses 583
Other operating expenses 159
Depreciation and impairment of property, plant and equipment 354
Less: Own work capitalised -175
Total 1.327

The €10 million drop in the purchase costs compared with the preceding year is largely due to the
introduction of the supplier model, which resulted in a reduction in Nuon CCC costs of €17 million, and to
lower purchase costs (€15 million) partly as a consequence of planned work not being completed. Set
against this there was an increase in the cost of network losses (€12 million) due to incidental gains in the
preceding year and higher tariffs meant an increase of €10 million in transmission charges passed on by
TenneT.

The increase in employee benefit expenses for permanent staff and external personnel of €23 million
compared with the preceding year was mainly due to an increase in agency staff (€11 million) in the IT
service unit in particular. Among the factors behind the increase in employee benefit expenses for our own
staff (€12 million) are CLA pay rises and an increase in social security charges and a number of employee
benefit provisions, including for long-service benefits.

The other operating expenses were down by €88 million. This drop is almost entirely attributable to the
release of the CDS provision, amounting to €80 million, which is explained below. There was also a
reduction of €22 million due to cost savings because of the reduction in project work and reduced
organisation costs. Set against this was an increase in costs due to increased sufferance tax charges (€21
million), with various new municipal authorities levying these taxes in 2014, and higher charges because of
the increase in tariffs.

The credit default swap derivative instrument has been part of two cross-border lease contracts since 2005.
The CDS is a product which transfers the credit exposure on an underlying portfolio made up of almost 100
loan stocks. The instrument has a maturity of 10 years (maturing at the end of June 2015) and Alliander’s
maximum risk exposure is €171 million. An impairment loss on the CDS was recognised in 2008 and, in
view of the then prospects for the product, it was decided at the time to recognise a provision in respect of
the maximum risk exposure of $171 million. The greater part of this provision related to the fair value of the
CDS (which was negative), with an additional provision up to the amount of the maximum risk. This
approach was maintained up to year-end 2013, based on the expected risks.

416

560

247

-191

1.389



In December 2014, the fair value of the CDS was $18 million (€15 million) and the additional provision
amounted to $153 million (€127 million). As at year-end 2014, the remaining term to maturity of the CDS
was only six months. The management of Alliander concluded that the default risk among the companies in
the CDS portfolio (between then and the expiration date of the instrument) had diminished in the preceding
12 months and that the maximum risk relating to the entire product was therefore covered by the fair value.
Under the criteria stipulated in IAS 37, this meant that the entire amount of the provision of $153 million
(€127 million) should be released to income and set against operating expenses. However, Alliander’s
management took the view that this fair value did not sufficiently reflect the remaining risks attendant
upon the product. Based on an internal risk analysis, a valuation of $75 million (€62 million) as at year-end
2014 was arrived at. The difference, of $57 million (€47 million), has been recognised in operating
expenses. The net effect is that the dollar amount released from provisions with respect to the CDS in 2014
and set against operating expenses was the equivalent of €80 million.

Sufferance taxes and maintenance costs and network investments

The amount of sufferance tax increased by €21 million compared with 2013, to €80 million. The trend in the
amount of sufferance tax payable over the past five years is illustrated in the graph below. The increase is
largely due to the fact that more and more municipal authorities are levying sufferance tax charges on
Liander. The fact that there is what is referred to as an objectively observable regional difference means that
these sufferance tax charges are included in the data used for regulation purposes but, for the most part,
there is a time lag before they are reflected in the tariffs applicable to all customers in the area served by
Liander.

The second graph below shows the expenditure on maintenance costs and network investments, including
meters, over the past five years. Whereas total expenditure in 2010 was €487 million, the figure in 2014 had
grown to €706 million, an increase of more than 40%. This increase is partly accounted for by upgrading
and expansion of networks, replacement programmes such as that for grey cast iron gas mains,
developments relating to digitisation and the roll-out of smart meters.

Expenditure was, however, down by €56 million (7%) on the 2013 level. In particular, repair & maintenance
costs were €20 million lower, partly because of a lower maintenance budget, but projects were also delayed.
There was also lower capital expenditure on the electricity network (€16 million lower) and the gas network
(€15 million lower). Spending was down on both customer-driven and technology-driven work. The level of
investment in metering systems and telecoms remained on a par with the preceding year.

Operating expenses from a management perspective

A different approach to the analysis and control of costs, rather than from the point of view of an income
statement based on cost analysis by category, is to look at the operating expenses, excluding incidental
items, from a management perspective, classifying them as follows: purchase costs (including costs of
network losses, TenneT transmission charges passed on and sufferance tax payments), process costs
(including network maintenance costs and billing and payment collection costs), indirect costs
(overhead/general administrative expenses) and depreciation/amortisation. This produces the following
analysis of the operating expenses:



Analysis of operating expenses, excluding incidental items

€ million 2014 2013
Purchase costs 424
Process costs 335
Indirect costs 286
Depreciation 354
Total 1.399

It may be concluded from this analysis that the increase in overall operating expenses was largely due to a
rise of €66 million in purchase costs, whereas process costs and indirect costs were in fact down by €35
million and €7 million, respectively. The increase in purchase costs is mainly attributable to the previously
mentioned rise in the network loss costs, TenneT transmission charges, sufferance taxes and the cost of
sales of the non-regulated activities. The lower process costs mainly result from implementing the new
market model, which has had the effect of cutting Alliander’s costs. Finally, depreciation/amortisation
charges, at €354 million, were almost unchanged compared with the preceding year (€357 million).

Operating profit

The operating profit was up by €53 million compared with 2013, at €510 million. Excluding incidental
items, however, the operating profit came in at €398 million, representing a drop of €70 million compared
with 2013.

Finance income and expense

Finance income and expense in 2014 resulted in a net expense of €98 million (2013: €69 million). The
increase of €24 million is largely explained by incidental items, including the exchange losses on the CDS in
2014 (€19 million) due to the movements in the dollar exchange rate and, in 2013, the finance income (€13
million) deriving from the amount recognised in respect of the KEMA put/call options. Eliminating these
exceptionals, the net expense was in fact down by €8 million at €74 million (2013: €82 million).

Associates and joint ventures

The share in the results from associates and joint ventures after tax for 2014 was nil (2013: €2 million
income).

Tax

The effective tax burden (the tax burden expressed as a percentage of the profit before tax excluding the
results from associates and joint ventures after tax) in 2014 was 22.4% (2013:26.3%). The lower effective
tax burden in 2014 compared with the standard rate (25.0%) is chiefly accounted for by the
substantial-holding privilege connected with the disposal of the non-controlling interest in KEMA. The
slightly higher effective tax burden in 2013 compared with the standard rate (25.0%) was mainly due to a
minor adjustment relating to prior years.

358
370
293

1.378



Profit after tax

The profit after tax for 2014 came in at €323 million (2013: €288 million). Excluding incidental items and
fair value gains and losses, the 2014 profit after tax amounted to €239 million (2013: €287 million). The
increase of €35 million is due to the release of the provision relating to the CDS and to the proceeds from the
sale of the KEMA shares. These gains were partially eliminated by the effect of the reduced revenue due to
lower tariffs on the regulated activities.

Incidental items

Alliander’s results can be affected by incidental items and fair value gains and losses. Alliander defines
incidental items as items which in the management’s opinion do not derive directly from the ordinary
activities and/or whose nature and size are so significant that they must be considered separately to permit
proper analysis of the underlying results. To qualify for recognition as incidental items, a lower limit of €10
million is in principle applied.

Net incidental items and fair value movements in 2014 combined to give a gain of €84 million after tax
(2013: €1 million gain).

The following table contains an overview of the reported figures and the figures excluding incidental items
and fair value movements.



Alliander Parts of Annual Report 2014 |

Reported figures and figures excluding incidental items and fair
value movements

Reported Incidental items and fair = Excluding incidental items
€ million value movements and fair value movements
2014 2013 2014 2013 2014 2013

Revenue 1.696 1.744 - - 1.696 1744

Other income 141 102 40 - 101 102

Total purchase costs, costs of subcontracted work and

operating expenses -1.148 -1.223 72 -1 -1.220 -1.212

Depreciation and impairments -354 -357 - - -354 -357

Own work capitalised 175 191 - - 175 191

Operating profit (EBIT) 510 457 12 -1 398 468

Finance income/(expense) -93 -69 -19 13 -74 -82

Result from associates and joint ventures - 2 - - - 2

Profit before tax 417 390 93 2 324 388

Tax -94 -102 -10 -1 -84 -101

Profit after tax 323 288 83 1 240 287

Other income

(2014: €40 million gain, 2013: nil)

Sale of interest in KEMA

The incidental item in 2014 included in other income relates to the disposal of the 25.4% interest in KEMA

to DNV GL Group, including the impairment loss recognised on the related put and call options. This

transaction has been accounted for as follows:

€ million 2014

Disposal 80

Less: carrying amount interest 23

Gross book profit 57

Impairment options 17

Book profit before tax (other income) 40

Tax 5
45

Book profit after tax

The substantial-holding privilege is applicable to the gross book profit. On write-down of the options, the
related deferred tax asset was released to income, producing a net book profit recognised on the sale of the
interest in KEMA of €45 million.

Total purchase costs, costs of subcontracted work and operating
expenses

2014: €72 million gain, 2013: €11 million loss)

The net gain is made up of an incidental gain and an incidental loss. The incidental gain of €80 million in
2014 concerns the release of part of the provision relating to the CDS as a result of a reduction in the
estimated risk combined with the short remaining period to maturity.

The incidental loss in both 2014 (€8 million) and 2013 (€11 million) is connected with the costs of
organisational changes.



Finance income and expense

(2014: €19 million loss, 2013: €13 million gain)
The incidental loss in 2014 is mainly connected with the items relating to the cross-border leases, including
the revaluation recognised in respect of an investment relating to a particular cross-border lease and the

movement in a related provision, totalling €17 million.

The incidental gain in 2013 relates primarily to the amount recognised in respect of the KEMA put and call
options.

Tax
2014: €9 million gain, 2013: €1 million loss)

These amounts relate to the tax effect on the incidental items and fair value movements.
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Cash flows

Shown below is a summary of the cash flow statement for 2014.

Consolidated cash flow statement

€ million 2014 2013

Cash flow from operating activities 623 683
Cash flow from investing activities -410 -493
Cash flow from financing activities -201 -135
Net cash flow 12 55
The cash flow from operating activities in 2014 amounted to €623 million (2013: €683 million). The

decrease of €60 million compared with 2013 is largely accounted for by a fall in the operating profit,

excluding incidental items and fair value movements (€70 million), partly as a consequence of reductions in

the regulated tariffs.

The cash outflow from investing activities in 2014 amounted to €410 million, which is €83 million lower

than in 2013. The reduced cash outflow overall is chiefly explained by the cash inflow from the sale of the

interest in KEMA to DNV GL Group (€80 million) and the partial sale of CDMA Utilities to Eneco €4

million).

Investments in property, plant and equipment

€ million 2014 2013

Electricity regulated 243 247
Gas regulated 143 170
Metering devices 50 53
Buildings, ICT etc. 134 100
Total 570 570

The cash flow relating to investments in property, plant and equipment amounted to €570 million, the
same as in 2013 (€570 million). The contributions towards capital projects received from third parties in
2014 amounted to €80 million, which, again, is almost the same as in the previous year (€82 million).

The cash flow from financing activities in 2014 amounted to €201 million negative (2013: €135 million
negative). The negative cash flow is largely explained by the repayment of the EMTN loans (€276 million)
and distribution of dividend (€125 million), with positive amounts in this cash flow coming from the Euro
Commercial Paper (ECP) that was issued (€153 million) and receipts from short-term cash deposits (€75
million).

Free cash flow in 2014

The free cash flow in 2014 totalled €213 million, compared with an inward free cash flow in 2013 of €190
million. The increase of €23 million compared with 2013 is largely explained by the lower cash outflow
from investing activities, negated to some extent by the reduced cash inflow from operating activities.
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Free cash flow reconciliation

€ million 2014 2013

Cash flow from operating activities 623 683
Investments and divestments in non-current assets -490 -575
Construction contributions received 80 82
Free cash flow 213 190
Net interest-bearing debt

The reconciliation of the net debt position as at 31 December 2014 is discussed below:

The net debt position as at 31 December 2014 amounted to €1,617 million (2013: €1,718 million). This is a

decrease compared with the net debt position as at year-end 2013 of €101 million. The above graph provides

further analysis of this decrease.

Net debt position reconciliation

€ million 31 December 2014 31 December 2013
Long-term interest-bearing debt 1.616 1.61

Short-term interest-bearing debt 159 284

Finance lease liabilities 145 127

Gross debt 1.920 2.022
Cash and cash equivalents 167 155

Non-current financial assets - 136

Current financial assets 184 100

Investments held for lease obligations related to cross-border leases 200 161

Total cash and cash equivalents and investments 551 552
Net debt in accordance with the annual financial statements (IFRS) 1.369 1.470
50% of the subordinated perpetual bond loan 248 248
Net debt on the basis of Alliander's financial policy 1.617 1.718

The reduction in the net debt position is mainly accounted for by a free cash flow of €2

13 million, against

which there were dividend payments (€125 million) and the payment of the coupon/premium on the

subordinated perpetual bond loan (€16 million).



Various instruments are used to finance the maintenance and expansion of the energy networks and other
activities. For this finance, Alliander is dependent on its shareholders, institutional investors and banks.
Alliander’s creditworthiness is rated by rating agencies that publish their findings.

The capitalisation of Alliander as at year-end 2014 was made up as follows:

The capital structure reveals that Alliander’s financing is more or less equally divided between equity and
borrowed capital. The equity capital is provided by the shareholders and increases annually by the amount
of the earnings retained. The shareholders receive a percentage of the net profit as dividend each year.
Holders of the subordinated perpetual bond loan also receive a fixed return on their investment out of the
reported profit provided a dividend is declared. Alliander does not have access to finance by issuing new
shares to private investors because private shareholdings in Dutch regional network companies are
prohibited by law. To raise external finance, Alliander needs to turn to providers of borrowed capital. These
are mainly institutional investors that buy debt instruments issued by Alliander. To meet its long-term
finance requirements, Alliander has issued five bond loans that are quoted on the stock exchange, including
a subordinated perpetual bond loan. The loans are listed on the Luxembourg Stock Exchange and NYSE
Euronext Amsterdam. To meet its variable finance needs in the short term, Alliander regularly issues short
term commercial paper. Additionally, Alliander has contracted committed credit facilities with a number of
banks to provide a backup source of finance, should it not be possible to raise the necessary funds on the
capital market or the money market.

Open dialogue

Alliander pursues an active policy of maintaining an open and constructive dialogue with shareholders,
bondholders, financial institutions, credit rating agencies, analysts and the media. The aim is to provide all
stakeholders with relevant financial and other information as accurately and promptly as possible, in
reports, in press releases and in meetings as well as by other means.



Financial policy and long-term objectives

Financial framework

Alliander’s financial framework is formed by the ratios FFO/net debt, interest cover, net debt/net debt plus
equity and solvency. These ratios coupled with the norms against which they are measured are crucial in
obtaining and retaining a solid A rating profile on a stand-alone basis. In a departure from IFRS, the
subordinated perpetual bond loan issued in 2013 is treated as 50% equity and 50% borrowed capital.

Ratios based on Alliander’s financial policy

norm 31 December 2014
FFO/net debt’ > 20% 34,0%
Interest cover’ > 35 7.6
Net debt/(net debt + equity) <60% 33,6%
Solvency’ > 30% 53,6%

1. The funds from operations (FFO)/net debt ratio is the 12-month profit after tax adjusted for movements in the deferred tax assets and
liabilities, incidental items and fair value movements plus the depreciation and amortisation of property plant and equipment and
intangible assets and deferred income, as a percentage of net debt.

2. Theinterest cover ratio concerns the 12-month profit after tax, adjusted for the movements in the deferred tax assets and liabilities,
incidental items and fair value movements, plus the depreciation and amortisation of property plant and equipment and intangible assets
and the net amount of finance income and expense, divided by net finance income and expense adjusted for incidental items and fair value
movements.

3. The solvency ratio is arrived at by dividing equity including the profit for the period less the expected dividend distribution to be made in
the current year by the balance sheet total less deferred income.

As at 31 December 2014, the FFO/net debt ratio amounted to 34.0% (year-end 2013: 38.7%), compared with
aminimum value of 20%. The decrease is mainly accounted for by a lower operating profit, the effect of
which was reduced to some extent by a lower net debt position.

As at 31 December 2014, the interest cover ratio worked out at 7.6, which was down on 2013 (8.0). Again,
the lower figure is mainly accounted for by a lower operating profit but the effect was offset by lower
interest expense. Alliander’s financial policy stipulates that this ratio should be a minimum of 3.5.

The ratio of net debt/sum of net debt and equity as at 31 December 2014 amounted to 33.6% (year-end
2013:36.5%). The decline is attributable to a combination of a reduced net debt position and an increase
shareholders’ equity in 2014. Alliander’s financial policy stipulates that this ratio should not exceed 60%.

The solvency ratio as at 31 December 2014 amounted to 53.6% (year-end 2013:51.1%), compared with a
minimum of 30%. The rise compared with 2013 is mainly due to a stronger increase in shareholders’ equity
relative to total assets excluding capitalised construction contributions.

Dividend policy

The dividend policy (as part of the financial policy) provides for distributions of up to 45% out of the profit
after tax, adjusted for non-cash incidental items, unless the investments required by regulators or the
financial criteria demand a higher profit retention percentage and unless the solvency ratio falls below 30%
after payment of dividend.

Investment policy

The investment policy is consistent with the financial policy and is part of Alliander’s strategy. Elements of
investment policy include compliance with regulatory requirements relating to investments in the
regulated domain, generation of an adequate return on investment and social acceptance and support.
Investment proposals are tested against minimum return requirements and criteria as set out in the
financial policy. As well as quantified standards, investment proposals must also satisfy qualitative
requirements