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This Prospectus comprises a base prospectus for the purposes of Article 5.4 of the Prospectus Directive and
for the purpose of giving information with regard to the Issuer and its subsidiaries and affiliates taken as a
whole and the Notes which, according to the particular nature of the Issuer and the Notes, is necessary to
enable investors to make an informed assessment of the assets and liabilities, financial position, profit and

losses and prospects of the Issuer.

The Issuer accepts responsibility for the information contained in this Prospectus. To the best of the
knowledge of the Issuer (having taken all reasonable care to ensure that such is the case) the information
contained in this Prospectus is in accordance with the facts and does not omit anything likely to affect the

import of such information.

This Prospectus is to be read in conjunction with all documents which are incorporated herein by reference
(see "Documents Incorporated by Reference"). This Prospectus shall be read and construed on the basis that

such documents are incorporated in, and form part of, this Prospectus.

No person has been authorised to give any information or to make any representation other than those
contained in this Prospectus in connection with the issue or sale of the Notes and, if given or made, such
information or representation must not be relied upon as having been authorised by the Issuer or any
of the Dealers or the Arranger (as defined in ""Overview of the Programme''). Neither the delivery of
this Prospectus nor any sale made in connection herewith shall, under any circumstances, create any
implication that there has been no change in the affairs of the Issuer since the date hereof or the date
upon which this Prospectus has been most recently amended or supplemented or that there has been no
adverse change in the financial position of the Issuer since the date hereof or the date upon which this
Prospectus has been most recently amended or supplemented or that any other information supplied in
connection with the Programme is correct as of any time subsequent to the date on which it is supplied
or, if different, the date indicated in the document containing the same.

In the case of any Notes which are to be admitted to trading on a regulated market within the European
Economic Area or offered to the public in a Member State of the European Economic Area in
circumstances which require the publication of a prospectus under the Prospectus Directive, the
minimum specified denomination shall be EUR 100,000 (or its equivalent in any other currency as at
the date of issue of the Notes).

The distribution of this Prospectus and the offering or sale of the Notes in certain jurisdictions may be
restricted by law. Persons into whose possession this Prospectus comes are required by the Issuer, the
Dealers and the Arranger to inform themselves about and to observe any such restriction. The Notes
have not been and will not be registered under the United States Securities Act of 1933, as amended (the
"Securities Act'') or with any securities regulatory authority of any State or other jurisdiction of the
United States, and include Notes in bearer form that are subject to U.S. tax law requirements. Subject
to certain exceptions, Notes may not be offered, sold or delivered within the United States or to U.S.
persons. The Notes are being offered and sold outside the United States to non-U.S. persons in reliance
on Regulation S. For a description of certain restrictions on offers and sales of Notes and on
distribution of this Prospectus, see ''Subscription and Sale''.

The Notes have not been approved or disapproved by the United States Securities and Exchange
Commission, any State securities commission in the United States or any other regulatory authority in
the United States, nor have any of the foregoing authorities passed upon or endorsed the merits of the
Notes or the accuracy or the adequacy of this Prospectus. Any representation to the contrary is a
criminal offence in the United States.

This Prospectus does not constitute an offer of, or an invitation by or on behalf of the Issuer or the
Dealers to subscribe for, or purchase, any Notes.



To the fullest extent permitted by law, none of the Dealers or the Arranger accept any responsibility for
the contents of this Prospectus or for any other statement, made or purported to be made by the
Arranger or a Dealer or on its behalf in connection with the Issuer or the issue and offering of the
Notes. The Arranger and each Dealer accordingly disclaims all and any liability whether arising in tort
or contract or otherwise (save as referred to above) which it might otherwise have in respect of this
Prospectus or any such statement. Neither this Prospectus nor any other statements are intended to
provide the basis of any credit or other evaluation and should not be considered as a recommendation
by any of the Issuer, the Arranger or the Dealers that any recipient of this Prospectus or any other
financial statements should purchase the Notes. Each potential purchaser of Notes should determine for
itself the relevance of the information contained in this Prospectus and its purchase of Notes should be
based upon such investigation as it deems necessary. None of the Dealers or the Arranger undertakes to
review the financial condition or affairs of the Issuer during the life of the arrangements contemplated
by this Prospectus nor to advise any investor or potential investor in the Notes of any information
coming to the attention of any of the Dealers or the Arranger.

In connection with the issue of any Tranche, the Dealer or Dealers (if any) named as the stabilising
manager(s) (the ''Stabilising Manager(s)'') (or any person acting on behalf of any Stabilising
Manager(s)) in the applicable Final Terms may over-allot Notes or effect transactions with a view to
supporting the market price of the Notes at a level higher than that which might otherwise prevail.
However, there is no assurance that the Stabilising Manager(s) (or any person acting on behalf of any
Stabilising Manager) will undertake stabilisation action. Any stabilisation action may begin on or after
the date on which adequate public disclosure of the terms of the offer of the relevant Tranche is made
and, if begun, may be ended at any time, but it must end no later than the earlier of 30 days after the
issue date of the relevant Tranche and 60 days after the date of the allotment of the relevant Tranche.
Any stabilisation action or over-allotment must be conducted by the relevant Stabilising Manager(s) (or
any person acting on behalf of any Stabilising Manager(s)) in accordance with all applicable laws and
rules.

All references in this Prospectus to ""euro', ""EUR'" and "€" refer to the lawful currency introduced at
the start of the third stage of the European economic and monetary union pursuant to the Treaty
establishing the European Community as amended by the Treaty on European Union, those to '"U.S.
dollars", "dollar", "U.S.$", "$" and "USD'" refer to the lawful currency of the United States of
America, and those to '"Sterling', "'£'' and '""GBP" refer to the lawful currency of the United Kingdom.

The Notes being offered pursuant to this Prospectus do not represent units in collective investment
schemes within the meaning of the Swiss Collective Investment Schemes Act of 23 June 2006 (the
"CISA"). Accordingly, they have not been registered with the Swiss Financial Market Supervisory
Authority (the "FINMA') as foreign collective investment schemes, and are not subject to the
supervision of the FINMA. Investors cannot invoke the protection conferred under the CISA.

This Prospectus does not constitute an ''offering prospectus' under article 1156 of the Swiss Code of
Obligations. Accordingly, the Notes may not be offered to the public in or from Switzerland. This
Prospectus and any other marketing material may not be made available to the public in or from
Switzerland.

None of the Issuer, any Dealer or the Arranger has applied for a listing of the Notes being offered
pursuant to this Prospectus on the SIX Swiss Exchange. Consequently, the information presented in
this Prospectus does not comply with the information standards set out in the Listing Rules of the SIX
Swiss Exchange.
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RISK FACTORS

Before investing in the Notes, prospective investors should consider carefully all of the information in this
Prospectus, including the following specific risks and uncertainties in addition to the other information set

out in this Prospectus.

The Issuer believes that the following factors may affect its ability to fulfil its obligations under the Notes
issued under the Programme. All of these factors are contingencies which may or may not occur and the

Issuer is not in a position to express a view on the likelihood of any such contingency occurring.

Factors which the Issuer believes may be material for the purpose of assessing the market risks associated

with Notes issued under the Programme are also described below.

If any of the following risks actually occur, the Issuer’s business, results of operations or financial condition
could be materially adversely affected, and could result in an inability to pay interest, principal or other
amounts on or in connection with the Notes. The Issuer believes that the factors described below represent the
material risks inherent in investing in Notes issued under the Programme, but the Issuer may be unable to pay
interest, principal or other amounts on or in connection with any Notes for other reasons. The risks described
below are not the only risks the Issuer faces. Additional risks and uncertainties not presently known to the
Issuer or that it currently believes to be immaterial could also have a material impact on its business, results
of operations or financial condition and may result in an inability to pay interest, principal or other amounts
on or in connection with the Notes. Prospective investors should also read the detailed information set out
elsewhere in this Prospectus (including any documents incorporated by reference herein) and reach their own
views prior to making any investment decision. Furthermore, before making an investment decision with
respect to any Notes, prospective investors should consult their own stockbroker, bank manager, lawyer,
auditor or other financial, legal and tax advisers and carefully review the risks associated with an investment
in the Notes and consider such an investment decision in light of the prospective investor’s personal

circumstances.

Any references in this Prospectus to the "Group" are to the Issuer and its subsidiaries and affiliates taken as a
whole. All capitalised terms that are not defined in these Risk Factors will have the meanings given to them

elsewhere in this Prospectus.
Factors that may affect the Issuer’s ability to fulfil its obligations under Notes issued under the Programme

Impact of Dutch and German regulatory frameworks on the Issuer's business financial conditions and net
income

The business, results of operations, revenue, profits, financial position, prospects and cash flows of the Issuer
could be affected by the Dutch and German regulatory frameworks in different ways. This includes economic
and environmental rules and regulations.

The regulated activities of the Issuer depend on licences, authorisations, exemptions and/or dispensations in
order to operate its business. These licences, authorisations, exemptions and/or dispensations may be subject
to withdrawal, amendments and/or additional conditions being imposed on the regulated activities of the
Issuer which could affect the revenue, profits and financial position of the Issuer.

The Issuer’s income depends on interest and dividends received from its subsidiaries. Payments of interest
and dividends to the Issuer from TenneT TSO B.V. ("TenneT TSO NL"), TenneT TSO GmbH ("TenneT
TSO Germany") and TenneT Offshore GmbH ("TenneT Offshore"), including their subsidiaries, are not
regulated. However, the Issuer’s net income is to a large degree derived from the revenues of the regulated



activities of its subsidiaries. Such activities of the Issuer’s regulated subsidiaries depend on governmental
regulations and European legislation, which implies that in the end the Issuer’s net income is sensitive to
regulatory amendments and decisions.

Dutch regulatory framework

The impact of the Dutch regulatory framework in its current form on the revenues of TenneT TSO NL can be
described as follows.

As set out in pages 41-47 of the TenneT Integrated Annual Report 2015, in 2015, 21% of the Issuer’s
underlying consolidated revenues were generated by TenneT TSO NL and its subsidiaries. The revenues of
TenneT TSO NL are subject to ex ante regulation by the Authority Consumer & Market (Autoriteit
Consument & Markt) (the "ACM"). Therefore, the regulatory framework has a substantial effect on the
dividend and interest income of the Issuer.

Ex-ante revenue cap regulation

Under the statutory incentive regulation for transmission services, the yearly revenue cap for TenneT TSO NL
is calculated on the basis of approved actual grid costs in past years by applying both an individual efficiency
factor ("theta", which reflects TenneT TSO NL's efficiency as compared to, and which is determined in
comparison with, other European transmission operators) as well as a sector productivity factor ("frontier
shift") and the projected weighted average cost of capital ("WACC"). Changes in the value of the parameters
of the relevant regulatory variables or in the regulatory methodology used will affect the revenue levels of
TenneT and therefore will affect its cash flows, results of operations and financial position.

TenneT faces certain risks in relation to the allowed revenue for electricity transport and related services. The
allowed revenue is determined by the ACM based on actual costs incurred and several other variables of
which the most important are, the value of the regulated asset base, the WACC, the depreciation periods used
for the various assets, the expected productivity growth and the TSO's relative efficiency score as determined
by the ACM.

The method decision in which the efficiency and productivity factor of TenneT TSO NL has been determined
for the current regulatory period of three years (2014-2016) was published by the ACM on 2 October 2013.
According to this method decision, the efficiency factor for the high voltage ("HV") — and extra high voltage
("EHV") — grid expenditures for the current regulatory period (2014-2016) was originally set at 0.96, but
subsequently revised to 0.975, following a decision from the Dutch Trade and Industry Appeals Tribunal
(College van Beroep voor het Bedrijfsleven) ("CBb"). It is noted that the efficiency of the HV-grid is also
taken into consideration in this method decision, and is no longer assumed to be 1.0 as it was in the former
regulatory period (2011-2013). The efficiency factor of 0.975 is derived from an efficiency score of 0.90 for
both the EHV- and HV-grid (excluding the interconnector cable connecting the electricity grids of Norway
and the Netherlands, the "NorNed Cable", which is operated jointly by TenneT and the Norwegian
transmission system operator Statnett) and a mark-up of 0.075 to allow TenneT TSO NL to make up its
deemed efficiency backlog in the course of four regulatory periods, i.e. a period of twelve years. This is
however a mere calculation for the purpose of determining the applicable efficiency factor for the regulatory
period 2014-2016.

The yearly revenue cap is reduced by an assumed sector productivity factor ("frontier shift") of 1.1% per
annum (adjusted to the respective consumer price index) for all costs (with the exception of the costs related
to purchasing ancillary services and cross border tariffs) for the regulatory period 2014-2016.

Furthermore, the method decision contains regulatory provisions regarding the compensation for capital costs
and operational costs for regular expansion investments made during that regulatory period. This
compensation is based on costs of regular expansion investments incurred in past years.



In November 2013, TenneT TSO NL filed an appeal with the CBb in relation to the method decision for the
regulatory period (2014-2016). However, it is noted that such appeal does not have suspensive effect; unless
and until the CBb would rule otherwise, TenneT is bound by the method decision for the regulatory period
(2014-2016). TenneT TSO NL has appealed inter alia against the determination of (i) the real pre-tax
regulatory WACC (which was reduced from 6% to 3.6%) and determination of the efficiency targets based on
international efficiency/productivity comparisons, (ii) the theta (the individual efficiency parameter)
(originally set at 0.96, subsequently revised to 0.975), and (iii) the frontier shift (the assumed sector
productivity improvement) (1.1% a year).

On 11 August 2015, the CBb ordered the ACM to revise its decision with respect to the cost of debt being part
of the WACC and the application of the international benchmark score (85%). The ACM indicated it will not
revise the parameter used to set the allowed cost of debt as part of the WACC. Instead, it issued a revised
justification for the original parameter. TenneT has submitted its views on the revised justification to the CBb.
On 12 January 2016, in an interlocutory decision, the CBb ruled in favour of TenneT and other system
operators. The CBb ordered the ACM to take a new decision on the cost of debt compensation which takes
into account the costs of existing long term loans in accordance with the method proposed by the system
operators. On 11 February 2016, the ACM published an adjusted method decision, in which it adjusted the
cost of debt compensation. Because the ACM decided to include more recent data while determining the cost
of debt, the ACM did not increase the WACC in its adjusted decision. A hearing on the adjusted decision took
place on 21 March 2016. In the adjusted method decision dated 11 February 2016, the ACM also revised the
application of the international benchmark score, by means of applying a margin of caution of 5%, resulting
in an efficiency score, to be achieved over a 12 year period, of 90% instead of 85%, resulting in a revision of
the 2014-2016 efficiency parameter from 0.96 to 0.975. TenneT has submitted its views to this part of the
adjusted method decision. It is expected that the CBb will take a final decision in second or third quarter of
2016.

Ex post tariff recalculations

Besides ex ante regulation, TenneT TSO NL is to some extent subject to ex post regulation by the ACM. The
Dutch Electricity Act 1998 (this act, as amended from time to time, the "Electricity Act") provides for the
possibility of correcting TenneT TSO NL's tariffs under specific circumstances. Revenue surpluses and
deficits resulting from differences between expected (ex ante) and realised (ex post) electricity transmission
volumes by TenneT TSO NL are incorporated in tariffs of subsequent year(s). The method of regulating the
tariffs of TenneT TSO NL is hence based on turnover regulation. TenneT TSO NL therefore does not run any
transmission volume risk (in the long run). It is however noted that — because the revenues deficits (or
surpluses) due to deviations between expected and realised transmission volumes are compensated in tariffs
for subsequent years — TenneT TSO NL's reported income on the short term is affected by fluctuations in
volumes. In addition to accounting for differences in respect of deviations in transmission volumes, there are
some other cost items that are recalculated. Realised expenses for cross border tariffs (InterTSO
compensation) are fully passed through in the tariffs for the subsequent years; this leads to recalculations of
future tariffs without any regulatory risk for TenneT TSO NL. Further, the differences between budgeted and
realised amounts for the purchase of ancillary services are taken into account in the tariffs for the subsequent
years. The financial risks of TenneT TSO NL for the budget for the purchase of each of the products for
ancillary services (grid losses, power reserve, emergency power black start services) are maximised to 5% of
the applicable budget. The ACM’s approach to the reimbursement of costs of ancillary services — as well as
for other services and costs — may be different in any subsequent regulatory period. Changes in this approach
will likely affect TenneT's results of operations and financial position.



Regulation for system service tariffs

As opposed to transmission service tariffs, where statutory incentive regulation applies as described above,
incentive regulation for system service tariffs is achieved through the adoption by the ACM of a budget for
the regulatory period 2014-2016.

Regulatory decisions

TenneT TSO NL'’s level of permitted revenues includes a component based on the WACC set by the ACM.
This regulatory WACC is based on historical data which precede the regulatory period for which the WACC is
determined. The WACC is determined by the extent to which TenneT TSO NL is financed by means of debt
and shareholders’ equity (gearing), the cost of debt and shareholders’ equity, respectively, the corporate
income tax rate applicable and inflation. The actual values of all of these variables may deviate from the
assumptions used by the ACM. Thus, the regulatory WACC may insufficiently reflect the true cost of capital
which TenneT TSO NL incurs during the relevant regulatory period, thereby positively or negatively affecting
its profitability. For the current tariff regulatory period (2014-2016), the real pre-tax regulatory WACC is set
at 3.6% (compared with 6.0% for the previous regulatory period (2009-2013)). The reduction of the WACC is
implemented in three steps for the regulatory period 2014-2016. The applicable WACC is 5.2% in 2014, 4.4%
in 2015 and 3.6% in 2016.

Another risk constitutes the ex post efficiency assessment by the ACM of investments made by TenneT TSO
NL (directly or indirectly). The assessment whether and for which amount investment costs can be included in
tariffs of subsequent years takes place only after the investment becomes operational.

The Regulatory Asset Base ("RAB") represents the value of TenneT TSO NL’s asset base according to the
ACM and is used to calculate capital expenditure ("CAPEX") income (depreciation plus WACC times RAB).
TenneT TSO NL is only allowed to include its efficient CAPEX income in the revenue cap.

As a consequence, part or all of the investments made by TenneT TSO NL (directly or indirectly) may be
deemed not to be efficient and consequently not permitted to be included in the revenue cap, which will affect
the revenue levels of TenneT and therefore will affect its cash flows, results of operations and financial
position.

TenneT TSO NL is eligible to include CAPEX income from expansion investments that meet specific criteria
in its tariffs on top of the allowed revenue according to the revenue cap. These investments must be necessary
and efficient. The regulatory practice is such that TenneT TSO NL includes these additional allowances in its
tariff proposal and the ACM evaluates the total allowance. The ACM has in the past excluded certain
allowances. To date, the effect of these exclusions has not been material relative to the total allowances.
However, if material, this will affect TenneT's results of operations and financial position.

It is noted that as of 1 July 2011 an amendment to the Electricity Act has been in force. As of that date, ex
ante control is applied by the Minister of Economic Affairs with respect to the necessity of special expansion
investments (not being investments that follow the Rijkscodrdinatieregeling ("RCR"), a procedure whereby
the Ministry of Economic Affairs coordinates the obtainment of permits) by TenneT TSO NL; the efficiency
of the investment costs continues to be evaluated ex post by the ACM.

In addition, the ACM has in the method decisions for the current tariff regulatory period (2014-2016) included
an additional budget for regular expansion investments.

According to a report by the Netherlands Court of Audit (Algemene Rekenkamer) published on 25 February
2015, the supervision on investments of TenneT TSO NL by the Minister of Economic Affairs, the Minister of
Finance and the ACM is not adequate. As a result, the Netherlands Court of Audit cannot assess whether
TenneT TSO NL's transmission tariffs are too high or too low. To date, is it unknown whether this report will
have consequences for the supervision on future investments by TenneT TSO NL.



In addition to the risk of the tariffs of TenneT TSO NL not being adequate to recover relevant costs (including
cost of capital), which will affect the revenue levels of TenneT and therefore will affect its cash flows, results
of operations and financial position, in particular cases TenneT TSO NL runs the risk of its customers not
being willing or able to pay the tariffs (non-payment-risk). On 24 July 2012, the CBb decided that one of
TenneT TSO NL's (indirect) customers is not obliged to pay system service tariffs prior to 1 July 2011 (the
date the Electricity Act was amended in favor of TenneT TSO NL). Consequently, a provision for the
repayment of system service tariffs (of approximately EUR 264 million) was made in the 2012 financial
statements of the Group. Actual repayments made from 2013 up till and including 2015 resulted in a decrease
of this provision.

For the period from 1 July 2011 onwards (date of amendment of the Electricity Act) there are still certain gaps
in the legislation; the obligation to pay system services tariffs is not irrevocably established in scenarios with
illegal grids (no registration as a closed distribution system) and for parties that have reported a 'directe lijn' to
the regulator. The total impact is included in the provision for the repayment of system service tariffs. As of 1
January 2015, the separate tariff for system services has been abolished.

As of 31 December 2015, the remaining provision for the repayment of system service tariffs amounts to
EUR 128 million, which is considered sufficient to cover the remaining repayment risk. It is noted that
repayments made in respect of this matter are recouped through (future) tariffs. The recoupment is subject to
approval of the ACM which performs an audit on the repayments before recoupment in future tariffs is
allowed. Further details on this matter are disclosed in note 5.7 of the Issuer's consolidated financial
statements 2015.

Additionally, in light of a decision of the CBb of 23 January 2014 in the Dobbestroom case, there is a risk that
certain customers will claim repayment of tariffs paid in the past, arguing they had no grid connection as
referred to in the Electricity Act. This would lead to a large increase of costs, which in principle will be
recouped via the tariffs, although there may be a time lag. The provision mentioned above does not include
such claims. A first claim has been received from an operator of a private network. TenneT TSO NL will
defend vigorously against this claim.

Furthermore, certain parties connected to TenneT TSO NL's network are disputing or may dispute invoiced
amounts relating to transmission and system services rendered by TenneT TSO NL. The related amounts can
currently not be reliably estimated and it is also unclear if all of such amounts would be recoverable by
TenneT TSO NL through future tariffs.

In general, the assessment of exposures and ultimate outcomes of legal and regulatory proceedings involves
uncertainties. Adverse outcomes of these legal proceedings, or changes in TenneT's assessments of
proceedings, could potentially result in material adverse effects on TenneT's financial result.

Compliance with the Decree on Financial Management of Transmission System Operators

The Decree on Financial Management of Transmission System Operators (Besluit Financieel Beheer
Netbeheerder) ("BFBN") contains provisions regarding the financial situation of transmission system
operators. With respect to 2015, TenneT TSO NL failed to meet one of the required financial ratios, i.e. the
ratio regarding operating profit divided by the gross debt service on loans (Article 2 paragraph 1 under a
BFBN). This was caused by a one-off write-down to EUR 0 of the NorNed Cable asset as a result of the
competence agreement with the ACM regarding the Cobra cable and the Doetinchem-Wesel cable, described
below under "New regulatory period 2017 onwards". Pursuant to article 18a paragraph 4 of the Electricity
Act, a transmission system operator which fails to meet any of the BFBN's financial ratios is required to take
the following steps: (i) forthwith send a written notice to the ACM and (ii) within four weeks after such notice
provide to the ACM a recovery plan describing how financial management will be improved to meet the
requirements of the BFBN. In addition, a transmission system operator which does not comply with the



requirements of the BFBN may not distribute dividends to its shareholders. TenneT TSO NL submitted its
recovery plan on 28 March 2016, explaining that the breach will be remedied as a matter of course, since it
was caused by a one-off accounting impact as a result of the competence agreement. On 28 April 2016, the
ACM responded that it assessed TenneT TSO NL's recovery plan and had no further questions. Obviously the
Issuer, not being a transmission operator itself, is still allowed to distribute dividends to its shareholder.

New regulatory period 2017 onwards

On 6 April 2016, the ACM issued the draft method decisions for the new regulatory period (2017-2021) in
respect of TenneT's onshore activities. Once adopted, these decisions will apply for a period of five years,
instead of three years for previous regulatory periods. For the new regulatory period, the ACM proposes to
abolish the bonus malus system for the procurement costs for grid losses, reactive power and congestion
management. The ACM plans to incentivise limiting these costs by setting a fixed budget on the basis of
historic costs and additionally applying a frontier shift on these costs. This would effectively expose TenneT
to the full volume and price risk associated with these costs, as ex-post settlement between budget and
realisation would then no longer exist. According to the draft method decisions, the ACM will take the
upcoming CBb ruling regarding the method decisions for 2014-2016 (more specific, the ruling regarding the
cost of debt and the application of the benchmark score) into account when determining the parameters for its
final method decisions for 2017-2021. In its draft method decisions, the ACM introduces a distinction
between a WACC for existing assets and for new assets. Based on efficient costs, the allowed real pre-tax
WACC for existing assets is proposed to decrease to 3.1% in 2021 (compared to 3.6% for the period 2014-
2016). The lower WACC for the new regulatory period is primarily caused by low interest rates during the last
few years. The WACC for new assets is proposed to be set at 3.0%, as it does not take into account the
average cost of interest of an already existing debt portfolio. The frontier shift (yearly productivity factor) is
proposed to be set at 0.8% per annum. The static efficiency target is proposed to be set at 0.958 for 2021. The
draft method decisions are to be publicly consulted. Final method decisions are expected to be published by
the ACM in the third quarter of 2016.

On 22 December 2015, the ACM published the regulatory framework for interconnectors, consisting of a
competence agreement (Bevoegdhedenovereenkomst) and an incentive decision (Stimuleringsbesluit)
regarding the Cobra cable and the Doetinchem-Wesel cable. The interconnectors will be financed through the
transmission tariffs. TenneT will entail a return on the investments equal to the regulatory WACC. TenneT has
been given regulatory commitment from the ACM that the efficiency of the cable is assessed on a project
specific basis for a certain period instead of assessing its efficiency by means of the international
benchmarking (for Cobra 10 years after completion (until 2030 at the latest) and for Doetinchem-Wesel as
long as the costs have not been assessed in the benchmark). There are also specific agreements on the
operational expenditure remuneration of Cobra during that period (offshore: lump sum remuneration of 3,4%
and a recalculation afterwards of 50% of the difference between budget and realised costs; onshore: lump sum
remuneration of 1%). For Doetinchem-Wesel, the ACM indicated that it accepts the additional costs for the
use of WINTRACK pylons — a new type of high-voltage pylon — as a country specific circumstance, which
implies that those costs should be excluded from the efficiency assessment. A side effect of the competence
agreement was the write-down of the NorNed Cable asset to EUR 0 in accordance with the International
Financial Reporting Standards, which caused TenneT TSO NL to fail one of the required financial ratios
under the BFBN. In this respect, see "Compliance with the Decree on Financial Management of Transmission
System Operators" above.

Certification as a transmission system operator

TenneT TSO NL is currently certified as transmission system operator ("TSO") for the Dutch national high
voltage grid and as interconnector operator for the southern part of the NorNed Cable and fully complies with
all applicable requirements. There can be no assurance that the certification will never be revoked and
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subsequently needs to be obtained again, e.g. because of non-compliance by TenneT TSO NL with
certification requirements or change of conditions and/or regulation.

Offshore grid operator in the Netherlands

The Electricity Act has been amended as per 1 April 2016. The amendments aim at the appointment of
TenneT TSO NL as the sole offshore grid operator in the Netherlands after certification of TenneT as the
offshore grid operator. TenneT will receive a "t-0" remuneration which means that it will receive a
compensation for the financing costs, as incurred, during the construction phase and a regulatory
compensation of depreciation costs directly after commissioning for all RCR investments, both onshore and
offshore. Also, the liability of TenneT TSO NL as the offshore system operator does not cover simple
negligence and is capped at EUR 10 million a year for gross negligence.

On 1 April 2016, TenneT TSO NL submitted its request for certification as the offshore grid operator. It
submitted the required quality and capacity document with the ACM on 29 April 2016, based on the
governmental framework for the development of offshore wind in the North Sea. The draft method decision
for the offshore regulation is expected to be published by the ACM in June 2016. The final method decision is
expected to be published in the third quarter of 2016.

German regulatory framework

In addition, the business, results of operations, revenue, profits, financial position, prospects and cash flows of
the Issuer may also be affected by the German regulatory framework applicable to TenneT TSO Germany in
different ways. The impact of the German regulatory framework can be described as follows.

Revenue structure and grid tariffs

In 2015, 78% of the Issuer’s underlying consolidated revenues (excluding selling electricity from renewable
energy sources or from revenues resulting from balancing of cogeneration volumes) were generated by
TenneT TSO Germany.

TenneT TSO Germany derives net income mainly from the operation of the grid and horizontally balanceable
costs, which may subsequently be (partly) paid out as dividends to the Issuer. The revenues on which these
tariffs are based are subject to regulation by the German regulator, the Federal Network Agency for
Electricity, Gas, Telecommunications, Post and Railway (Bundesnetzagentur, "BNetzA"). TenneT TSO
Germany's overall financial position, consequently, is — similar to TenneT TSO NL's position — sensitive to
regulatory decisions. When applying regulatory rules, BNetzA has repeatedly demonstrated a balanced view
and approach for specific regulated situations. Certain significant changes to the regulatory framework — such
as an approach which takes in consideration planned costs for approved investment measures in the year in
which they become effective ("t-0") — have been introduced by the German Federal Government and are
implemented and applied by the BNetzA.

In light of the above, the German regulatory framework for grid tariffs has a substantial effect on the interest
and dividend income of the Issuer.

Regulation of grid tariffs (incentive regulation)

As of 1 January 2009, grid tariffs are subject to an incentive regulation imposing a revenue cap regime for
grid operators in Germany. In this respect, TenneT TSO Germany is dependent on a series of regulatory
decisions by the BNetzA, notably the determination of the revenue cap for each year of the regulatory period
(currently: second regulatory period 2014-2018) including the individual efficiency factor, and the
determinations of imputed interest rates applicable for the respective regulatory period or, the approval of
investment measures providing financing for certain measures, particularly of grid extension.
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The German Energy Industry Act (Energiewirtschaftsgesetz, "EnWG"), the Ordinance on Incentive
Regulation (Anreizregulierungsverordnung, "ARegV") and the Ordinance on Tariffs for the Electricity Grid
Access (Stromnetzentgeltverordnung, "StromNEV") provide the main legislative framework for the incentive
regulation regime. The determination of the initial cost base level (Kostenausgangsniveau) for the yearly
revenue caps of the upcoming regulatory period is based on the operational and capital grid costs incurred in
the third closed business year (so called “photo year”) of the current regulatory period. The year 2016 is the
photo year for the upcoming third regulatory period 2019-2023. Thus, the revenue cap determined by the
BNetzA reflects both operational and capital expenditures. In this respect, capital expenditures comprise —
besides cost of debt — particularly imputed cost components such as imputed depreciation for the regulatory
asset base as well as an imputed return on equity. If assessed as being customary to the market, actual costs of
debt are fully recognised by the BNetzA. For the second regulatory period, the rate of return on the equity
portion (based on an "imputed equity ratio” capped at a maximum of 40%) of "old assets", i.e. assets
commissioned prior to 1 January 2006, is equal to 7.14% (before corporate tax, after trade tax), i.e. real
interest rate (Realzins) applied to acquisition and production costs subject to indexation to reflect the current
value of the assets, whereas the rate of return on equity for "new assets" is fixed at 9.05% (before corporate
tax, after trade tax), i.e. nominal interests rate (Nominalzins) applied to historical acquisition and production
costs. For the upcoming third regulatory period (2019-2023) and each regulatory period thereafter, BNetzA
will determine new rates of return on equity. Depending on the methodology (e.g. CAPM) applied by the
BNetzA, this is likely to result in comparatively lower rates of return on equity. Changes in the value of the
parameters of the relevant regulatory variables or in the regulatory methodology used will affect the revenue
levels of TenneT TSO Germany and therefore will affect its cash flows, results of operations and financial
position.

In order to implement and conduct cost efficiency benchmarking, grid costs are subsequently separated into
non-influenceable and influenceable costs, whereby non-influenceable costs comprise permanently non-
influenceable costs (dauerhaft nicht beeinflussbare Kosten) and temporarily non-influenceable costs

(voriibergehend nicht beeinflussbare Kosten).

In principle, influenceable costs reflect the grid operators’ inefficiency based on individual efficiency factors
and consequently must be reduced during the regulatory period. Furthermore, influenceable costs are adjusted
by a sectorial productivity factor (1.5% per annum for the second regulatory period and for the third
regulatory period yet to be determined by the BNetzA) and a consumer price index. The BNetzA determined
TenneT TSO Germany’s individual efficiency factor for the second regulatory period by means of an
international benchmarking on the basis of the Data Envelopment Analysis scheme which takes into
consideration the grid costs of each TSO in the photo year 2011. The BNetzA determined an efficiency factor
for TenneT TSO Germany of 97%. Similarly, the individual efficiency factor for the third regulatory period
(which has not yet been determined) will take into account the grid costs of the photo year 2016.

As the relevant grid temporarily non-influenceable costs are determined based on the figures in a particular
photo year (2011 for the second regulatory period and 2016 for the third regulatory period), there is no 1:1-
reimbursement for all actual temporarily non-influenceable costs in any given year of the regulatory period.
Furthermore, temporarily non-influenceable costs are also subject to the sectorial productivity factor and a
consumer price index. However, TenneT TSO Germany can benefit (i.e. increase its profits) if it becomes
more efficient during the regulatory period by reducing its temporarily non-influenceable costs (which include
both operational and capital expenditure) below the approved grid costs. On the other hand, if TenneT TSO
Germany becomes less efficient during the regulatory period, this will negatively affect its profits and
financial position.

Contrary to the influenceable and the temporarily non-influenceable costs, permanently non-influenceable
costs of TenneT TSO Germany are neither subject to individual efficiency targets nor the sectorial
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productivity factor. Rather, such costs are comprehensively recognised under the revenue cap of TenneT TSO
Germany. Hence, any increase or decrease of permanently non-influenceable costs will be taken into account
by amending the yearly revenue cap during a regulatory period either without delay (e.g. for investment
measures) or with a delay of two years (e.g. for certain system services). Permanently non-influenceable costs
comprise, inter alia, costs recognised under approved investment measures, payments under statutory
remuneration obligations, operational taxes, additional costs incurred for underground cables, costs incurred
under the horizontal balancing of offshore costs as well as costs subject to an effective procedural regulation
(wirksame  Verfahrensregulierung), also including voluntary negotiated agreements (freiwillige
Selbstverpflichtungen, "VNAs").

On 21 January 2015, the BNetzA issued a report on its assessment of the performance of the current
German incentive regulation framework to the German Federal Ministry for Economic Affairs and Energy
("BMWi"). The report recognises the importance of a constant and predictable regulatory framework in
particular for TSOs. Therefore, the BNetzA recommends an evolutionary rather than a revolutionary
future adaptation of the German incentive regulation. In its key issue paper (Eckpunktepapier) dated
16 March 2015, the BMWi widely agrees with the conclusions of the BNetzA’s evaluation report. The
amendments to the current regimes proposed by the BNetzA would to some extent also concern TSOs.
However, both the BNetzA’s evaluation report as well as the BMWi’s key issue paper addresses primarily
the effects of incentive regulation on distribution system operators and proposes, inter alia, to rectify the
time delay for the amortisation of infrastructure investments on the level of the distribution systems and
to implement an "efficiency carry over".

On 19 April 2016, the BMWi published draft amendments to the ARegV. The majority of the proposed
changes only apply to distribution system operators. However, some changes equally affect TSOs or are TSO-
specific. The draft amendments propose, inter alia, to reduce the regulatory period from five to four years, to
shorten the timeframe for the removal of individual inefficiencies (i.e. 3 years) and to change the
methodology for the determination of individual (in-)efficiencies if certain conditions are met. Furthermore,
the draft amendments propose certain changes with respect to replacement shares for investment measures.
Different to the lump sum approach applying under the current framework, according to the draft
amendments, TSOs would be required to determine an individual replacement share for each investment
measure based on replacement values. This new approach shall however not apply to existing, i.e. already
approved investment measures. Moreover, investment measures which have already been approved will not
be affected by the reduced duration of the regulatory period, i.e. the initial terms of investment measures
approvals which are based on the assumption of regulatory periods of five years will thus remain unchanged.
The proposed changes may affect the revenue, cash flows, results of operations and financial position of
TenneT TSO Germany.

Connection of offshore wind farms

Under the previous regulatory framework which applied until 27 December 2012, TenneT TSO Germany as
the responsible TSO had to establish an offshore grid connection system extending from the offshore platform
to the nearest technologically and economically feasible onshore (electricity grid) connection point ("OWF
Connections"). Since the former statutory regime did not provide for a specific timeline for the realisation,
but rather only the end-date by which the offshore connection system had to be established, the BNetzA
issued a legally non-binding position paper in October 2009. On the basis of this position paper, offshore
wind farms ("OWF") had to fulfill so-called grid connection criteria in order to receive an (unconditional)
grid connection commitment (Netzanbindungszusage) from TenneT TSO Germany which would normally
also state a completion date. Subsequently, the reserved capacity of the OWFs was considered by TenneT
TSO Germany in tender proceedings regarding "engineering-procurement-construction (EPC) contracts"
necessary for realising the offshore grid connection systems.
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On 28 December 2012, the legislator amended the EnWG providing for a "system change" as regards the
offshore grid development. In contrast to the previously uncoordinated development of offshore connection
systems, which was only structured in a legally non-binding way by means of the BNetzA's position paper,
offshore grid extension is now based on the federal offshore plan (Bundesfachplan Offshore) and the offshore
grid development plan (O-NEP). The new statutory framework further provides for a binding completion date
of the offshore connection system. To that effect, TenneT TSO Germany as the responsible TSO has to
publish on its website a preliminary completion date which becomes binding 30 months prior to the envisaged
completion. On the basis of planned OWFs and OWF Connections as well as under consideration of the
statutory offshore grid expansion target, the BNetzA allocates offshore grid connection capacities to OWFs by
way of formal administrative decision. In this respect, to ensure an economically efficient use of available
offshore grid connections, the BNetzA is also allowed to re-allocate capacities for certain OWFs.

Under the current statutory regime, the maximum allocable offshore connection capacity is now statutorily
limited to 6.5 GW until 31 December 2020. However, the BNetzA made use of its statutory authorisation to
increase this expansion target to 7.7 GW. In 2022 the maximum allocable offshore connection capacity will
increase by 400 MW and as of 2023 by 800 MW per calendar year.

The legislator intends to carry out another “system change” in 2016. In deviation from the established regime,
under the envisaged amended Renewable Energy Sources Act (Erneuerbare Energien Gesetz) the
remuneration of renewable energy shall no longer be based on fixed feed-in tariffs (in conjunction with
market premiums). Instead, from 2017, the remuneration for new renewable energy installation shall be
determined by competitive auction procedures. This new regime would also apply to energy from offshore
wind farms and would therefore also be relevant for TenneT TSO Germany. In this context, the legislator
intends to implement a separate offshore wind act (Windenergie-auf-See-Gesetz). According to the BMWi’s
key issue paper dated 15 February 2016 and the first working draft of the new law published in April 2016, as
of 2020 offshore capacities of up to 900 MW per year shall be auctioned to developers/operators of OWFs for
the period as of 2025. For a transitional period two auction proceedings shall take place already in 2017. In
each of these proceedings capacities of up to 1,460 MW shall be auctioned. The successful bidders shall
subsequently construct and commission their OWFs between 2021 and 2024.

OWF Connections are normally constructed under turnkey construction agreements ("EPC Contracts")
which are in most cases concluded between TenneT Offshore or subsidiaries of TenneT Offshore as
contractees and consortiums as contractors. EPC Contracts are complex and extensive agreements that
encompass various documents (such as annexes, data sheets and technical descriptions) stipulating the
technical specifications of the respective OWF Connections.

On 22 February 2016, the contractor of OWF Connection DolWinl filed a judicial claim against TenneT
Offshore 7. Beteiligungsgesellschaft mbH, a subsidiary of TenneT Offshore. The contractor applies for a
formal declaration by the court that TenneT Offshore 7. Beteiligungsgesellschaft mbH is not entitled to claim
penalty payments resulting from delays. Instead the contractor itself claims compensation payments as well as
the transfer of security bonds (Sicherheitsbiirgschaften). Furthermore, the claimant seeks a formal declaration
by the court that TenneT Offshore 7. Beteiligungsgesellschaft mbH is required to pay compensation for all
additional costs resulting from works, damages and other disadvantages. TenneT Offshore
7. Beteiligungsgesellschaft mbH believes that the claim is unjustified. It has not yet replied to the statement of
claims. An extension of the deadline to reply to the claim has been granted by the court until 15 August 2016.
It cannot be ruled out that the outcome of the proceedings may have a material negative impact on the
financial position of TenneT Offshore and/or TenneT TSO Germany.

The realisation of OWF Connections requires large scale investments. Capital costs and an amount of
operating costs related to such investments are generally approved by the BNetzA under investment measures.
There is a risk that the regulator does not approve certain cost positions, which would have a negative effect
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on the results of operations and financial position of TenneT TSO Germany if those cost positions are not
being covered through other mechanisms.

Costs approved under such investment measures are reflected in the revenue cap as permanently non-
influenceable costs without delay for a specified period of time. The BNetzA does not assess the costs of the
investment ex ante, but rather only the investment on the merits (dem Grunde nach). By consequence, the
costs are included in the revenue cap based on planned costs (at t-0). Only thereafter an ex post control takes
place by means of an as-is-evaluation (/s-Abgleich). Any deviations between planned and actual costs will be
recognised in the regulatory account.

The costs under the investment measure include both capital and operational expenditures. According to a
formal decision by the BNetzA, the operating costs included in offshore investment measures amount to a
lump sum of 3.4% (0.8% for “onshore investment measures”) of the acquisition and production costs
(Anschaffungs- und Herstellungskosten) covered by the respective investment measure. While this OPEX
lump-sum is currently deemed sufficient, it can neither be ruled out that the OPEX lump-sum will be
exceeded by actual operating costs, nor that the BNetzA will reduce the amount of the OPEX lump-sum by
issuing a new formal decision in the future. If this is the case, this will affect TenneT's profitability.

TenneT TSO Germany is entitled to pass through the approved regulatory costs resulting from the
construction, operation and maintenance of the offshore grid connection lines to the other TSOs. Such pass
through of costs applies to both the investment measure phase and the subsequent regular incentive regulation
phase. The amounts passed through are proportional to the end consumers' share of energy consumption
within the respective control areas of the TSOs. While the horizontal balancing of such offshore costs requires
neither any formal ex ante approval by the regulator nor a contractual arrangement amongst the TSOs, the
TSOs nevertheless agreed on a horizontal balancing agreement in 2009. In this agreement, TenneT TSO
Germany and the other three onshore TSOs laid down their common understanding of the horizontally
balanceable offshore related costs, namely (approved) capital expenditures and operating expenses of the
offshore connection systems as well as compensation for any delay in cost reimbursement. This agreement
has been re-negotiated in 2013 to take into account statutory changes in the regulatory framework (e.g. the t-0
effectiveness of costs under investment measures) and to allow the entry of additional "offshore TSOs" into
the agreement. In regard to the amount of horizontally balanceable costs, the revised agreement now provides
for a planned cost approach for the following year, as well as a true-up (Ist-Abgleich) for any deviations —
excluding deviations between actual operational costs and the OPEX lump-sum during the investment
measure phase — between actual and planned costs in accordance with the regulatory account mechanism
under the ARegV. In this respect, it is noteworthy that, pursuant to the ARegV regime, payments of the TSOs
under the horizontal balancing scheme are recognised as permanently non-influenceable costs under their
individual revenue cap.

As a consequence of delays in the construction of OWF Connections, operators and developers of OWFs
which received a binding completion date under the new statutory regime or which have received an
unconditional grid connection commitment by 29 August 2012 (so-called “old cases”) may, in principle,
initiate abuse proceedings (Missbrauchsverfahren) by the BNetzA and/or claim damages in civil court
proceedings. In this context, two abuse proceedings initiated by the OWFs “Deutsche Bucht” and “Borkum
Riffgrund I and I’ were dismissed by the BNetzA in favor of TenneT TSO Germany. In 2012, the developers
of the OWF "Borkum" (previously “Borkum West II”’) filed a judicial claim for damages incurred as a result
of delayed realisation of the respective grid connection line. The claim is based on the alleged infringement of
the previous (now repealed) statutory framework. Initially, the claim was limited to a partial complaint
(Teilklage) and an application for a formal declaration by the court that TenneT TSO Germany is required to
pay compensation for all current and future damages resulting from the delay. On 10 March 2015, the
developer of OWF Borkum extended the partial complaint and claimed compensation and damages. On 3
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March 2016, the competent court rejected the claims in their entirety. In its ruling the court found that claims
for compensation of financial losses which exceed the statutory compensation under the new statutory regime
(for details below) are unfounded. The court’s ruling is not yet binding. The claimant has appealed the ruling
to the Higher Regional Court.

The offshore liability regime in accordance with the amended EnWG limits the monetary impact on TenneT
TSO Germany of future claims regarding delays and interruptions. The liability regime applies, in principle,
to both OWFs to be connected to "new" (future) offshore grid connection systems as well as to OWFs which
received an unconditional grid connection commitment by 29 August 2012 which provides for a firm
completion date ("old cases"). To some extent there remains uncertainty whether the new liability regime also
applies to OWFs whose unconditional grid connection commitment contains no specific completion date.
Should the new liability regime not apply (as indicated by the BNetzA), the concerned OWF developers (e.g.
OWEF “Deutsche Bucht”) may base potential damage claims on the former, now repealed statutory framework
for the period before the change in legislation took place. Such claims would theoretically not be limited to
90% of the lost feed-in remuneration as outlined below.

If the new liability regime applies, in case of a delay of construction or interruption of operation of an OWF
Connection, OWF developers/operators may claim compensation amounting to 90% of the feed-in
remuneration (Einspeisevergiitung) from the eleventh day of the (continuous) delay or interruption onwards,
as of day nineteen if several short disruptions add up to more than eighteen days during a calendar year.
Alternatively, OWF developers/operators can opt for a prolonged period with subsidized feed-in tariffs. If the
TSO acted wilfully, the compensation amount would increase to 100% as of day one. In case of interruptions
due to maintenance work which adds up to ten days during a calendar year, concerned OWF
developers/operators can also request compensation as of day eleven. Any further claims by OWF
developers/operators for pecuniary losses beyond such compensation for lost feed-in remuneration are
explicitly excluded under the new statutory framework. In this respect, in the recent ruling regarding the
damage claim of OWF “Borkum” the competent court has expressly stated that such exclusion of further
pecuniary losses is lawful and, with respect to “old cases” in line with constitutional law. In this context, a
"delay" occurs if the responsible TSO has not completed the OWF Connection at the binding date of
completion (verbindlicher Fertigstellungstermin) and the OWF has reached the status of operational readiness
(Betriebsbereitschaft). However, the BNetzA is entitled to request the OWF developer to realize the actual
operational readiness of the OWF within a reasonable time limit following the completion of the OWF
Connection. Should the OWF developer be unable to meet that deadline, it will be obligated to pay back the
received compensation payments (with interest) to the respective TSO (i.e. TenneT TSO Germany).

There are discussions under which conditions OWFs fulfil the requirement of operational readiness during the
phase of interruption or delay. Certain OWF operators argue that operational readiness should be assumed in
particular if the lack of the actual operational readiness results (directly or indirectly) from the interruption
caused by the TSO. In this respect, on 14 March 2016 the operator of OWF “Bard Offshore I has filed a
judicial claim against TenneT TSO Germany and TenneT Offshore 1. Beteiligungsgesellschaft mbH, a
subsidiary of TenneT Offshore. The claim is mainly based on allegedly outstanding compensation and feed-in
payments in the period between 2012 and 2015. The OWF operator also claims lost feed-in payments for the
time after the interruption which the operator needed to restart its wind turbines. Both defendant parties have
not yet replied to the claim. However, TenneT TSO Germany believes that the claim is unjustified. The claim
may have a negative impact on the financial position of TenneT TSO Germany and/or TenneT Offshore only
if and to the extent the claim were (partly) justified and the payments resulting therefrom could not be passed
through to the end customers.

In case of compensation of claims by TenneT TSO Germany, its operational costs will increase. However, in
principle, TenneT TSO Germany is entitled to pass through compensation payments for delays or
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interruptions to the other TSOs within the framework of the offshore liability levy, although there might be a
time lag. In October 2013, the BNetzA issued guidelines clarifying the criteria which have to be fulfilled to be
entitled to pass through compensation payments. Nevertheless, minor uncertainty remains whether or not
TenneT TSO Germany is entitled to reduce the compensation by a “correction factor” which considers the so-
called “wake effect” within OWFs, i.e. the reduced (actual) feed-in by offshore turbines because of shadowing
effects of other turbines. The practice of TenneT TSO Germany is in line with the approach of the BNetzA.

The amounts passed through are proportional to the end consumers' share of energy consumption within the
respective control areas of the TSOs. Subsequently, all TSOs are entitled to refinance their share of the
rollable compensation payments by directly or indirectly charging an — annually capped — liability levy to the
end consumers. However, the right to pass through the compensation payments is excluded or limited (i) if
delay or interruption is caused willfully, (ii) if not all feasible and reasonable preventive or remediation
measures have been taken, or (iii) to the extent the amount — when converted into an amount/kWh taking into
account the overall consumption in Germany — exceeds the threshold of 0.25 cent/kWh. In the latter case the
exceeding amounts (including any pre-financing costs) may, however, be included in the levy in the following

years.

Moreover, if delays or interruptions are caused by any degree of negligence of TenneT TSO Germany, the
rollable compensation amount has to be reduced by a deductible amount (Eigenanteil) for TenneT TSO
Germany. However, the applicable provisions limit such deductible amount in the event of delayed connection
or unavailability during operations to EUR 17.5 million per connection per (damaging) event in case of
simple negligence and to EUR 110 million per year in total, irrespective of whether (several) delays or
interruptions have been caused by simple or gross negligence. Although it cannot by entirely ruled out that
certain delays have been or will be caused by gross or simple negligence (which would have an impact on the
profits and financial position of TenneT TSO Germany), so far the BNetzA has not found that TenneT TSO
GmbH acted negligently or even wilfully in respect of delayed OWF Connections.

Certification as a transmission system operator

Following an amendment of the EnWG which implemented the European Union's third legislative package on
the internal energy market (including the third EU Electricity Directive 2009/72/EC) and entered into force on
4 August 2011, TenneT TSO Germany — as well as other transmission system operators — was obligated to
apply for certification as a transmission system operator to the BNetzA. For certification, transmission system
operators must demonstrate compliance with ownership unbundling requirements including, inter alia,
sufficient financial capability and reliability.

The BNetzA certified TenneT TSO Germany by its decision dated 3 August 2015. Similar to TenneT TSO
NL, there can be no assurance that the certification will never be revoked and subsequently needs to be
obtained again, e.g. because of non-compliance by TenneT TSO Germany with certification requirements or
change of conditions and/or regulation.

System Responsibility of TenneT TSO Germany

In general, TenneT TSO Germany is obligated to operate and maintain a safe, reliable and efficient grid on a
non-discriminatory basis. TenneT TSO Germany is responsible for a control area (Regelzone) and, as a
consequence, under the obligation to continuously ensure the capability of the system to satisfy demands for
the transmission of electricity and, particularly, to contribute to supply security by appropriate transmission
capacity and reliability of the system. In this respect, continuous investments in the (expansion of the) grid
infrastructure as well as network-related or market-related measures are employed to avoid potential or to
counter existing congestions in the transmission grid. Such measures include, inter alia, the competence to
prohibit power plant operators to permanently or temporarily decommission their power plants if such power
plants are deemed “system-relevant”. Further, TenneT TSO Germany may apply congestion management
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measures to renewable energy facilities and also order so-called redispatch-measures, i.e. the adjustment of
feed-in from electricity generation or storage facilities to ensure grid stability. The legal framework applying
to such system services is currently subject to amendment. Insofar, the draft “Act on the Further Development
of the Electricity Market” (Gesetz zur Weiterentwicklung des Strommarktes — “StrommarktG”), which is
currently discussed by the legislative chambers and is expected to enter into force in 2016, proposes
amendments also in relation to redispatch-measures and decommissioning of generation facilities. Costs
resulting from such measures which serve the stability and reliability of the grid are normally recognised by
the BNetzA as network costs subject to reimbursement under the incentive regulation regime. Hence, there is
a limited risk of (partial) non-reimbursement which also depends on the outcome of the legislative process
regarding the implementation of the StrommarktG and the amendment of the ARegV.

In this context, the operators of the gas turbine power plant Irsching 4 and 5 and the power plant Franken
have recently lodged three lawsuits against TenneT TSO Germany. First, the operators filed a judicial claim
applying for the formal declaration that the prohibition issued by TenneT TSO Germany to temporarily
decommission the power plants Irsching is unlawful. Secondly, the operators filed a claim for damages
incurred as a result of redispatch-measures of the power plants Irsching which have allegedly not been
compensated adequately by TenneT TSO Germany in the past based on the respective redispatch agreement.
Thirdly, the operators have announced to file a claim based on the allegedly unreasonably low remuneration
for redispatch-measures of the power plant Franken in 2013 and 2014. According to the information provided
by the claimant, this third claim was submitted to the court on 29 April 2016. However, this claim is not yet
been formally submitted by the court to TenneT TSO Germany. Although costs resulting from redispatch-
measures are normally reimbursed under the incentive regulation, it cannot be ruled out that the outcome of
these claims may have a material negative impact on the financial position of TenneT TSO Germany.

Operational risks and risks related to material projects

Operational, technical and realisation risk

The Issuer faces a substantial investment programme in the coming years to (i) connect renewable and
conventional electricity production capacity to the grid; (ii) ensure optimal grid availability (security of
supply); and (iii) ensure the further integration of the North West Europe ("NWE") electricity market (a
region in Europe that includes the Netherlands, Germany, Belgium, Denmark, United Kingdom, France,
Norway, Sweden, Finland and Luxembourg). The level, complexity and innovative character of these
investment projects brings along operational risks. For example, the increased demand for new high-
voltage underground connections can affect the reliability of the distribution network. Technical problems
with underground cables require longer time to repair than problems with overhead power lines.

Furthermore, there is a risk, amongst others, of insufficient supplier capacity to realise the substantial
investment programme. The development of several large projects simultaneously and introducing new
combinations of existing technology in, inter alia, platform design, construction and installation of offshore
high voltage direct current ("HVDC") converter stations increases realisation risks for projects. Also, due to
the novelty and complexity of HVDC connections, further technical as well as operational issues might arise
after the construction phase (e.g. harmonic disturbances). Accordingly, should any such risks occur, these may
result in increased costs, which may result in curtailment or suspension of the Issuer’s related operations. As a
result, the manifestation of such risks could have a material adverse effect on the Issuer’s business, financial
condition and net income.

Dependency on licences and authorisations

The Issuer's subsidiaries are dependent on licences, authorisations, exemptions, certifications and/or
dispensations in order to operate their business. These licences, authorisations, exemptions, certifications
and/or dispensations may be subject to amendments and/or additional conditions. The imposing of additional
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conditions and/or revoking or refusing of licences, authorisations, exemptions, certifications, and/or
dispensations may cause operational problems and delays in ongoing projects and operations. Such effects
could have a negative effect on the Issuer's business, financial condition and net income.

Grid Performance / risk of blackouts

In 2015, the onshore grid availability was 99.9975%, slightly down from 99.9999% in 2014. This was largely
due to a major 1,500 MW power outage caused by a short circuit at TenneT TSO NL's Diemen substation on
27 March 2015. Due to more intensive grid usage, the market integration of the European electricity markets
and increased infeed from renewable energy, combined with the condition of the grid, there is an increased
risk of more interruptions and/or incidents on TenneT's grid.

TenneT manages this risk by increasing the speed of replacements and investments in its current network,
combined with improved IT-systems to steer the network. Furthermore, a terrorist attack might cause a
blackout. TenneT manages the risk of a terrorist attack mainly by improving its security measures in relation
to its critical stations. To the extent that TenneT fails to manage those risks, the occurrence thereof could have
a material adverse effect on the Issuer’s business, financial condition and net income.

Reputational damage

The Issuer performs public tasks. Therefore the Issuer carries an increased risk of reputational damage. Part of
the Issuer's investment programme is related to the development of the onshore grid. In case of any resistance
from residents living closely to newly built onshore lines, investments can be delayed, which could affect
future grid performance. Incidents or interruptions on the grid or stranded investments could also have
negative effects on the Issuer's reputation. The change of the energy landscape increases the complexity of
mid- and long term planning. The deviation by the Issuer from earlier made external statements could have a
negative effect on its external credibility of the Issuer and its reputation, which could have a material adverse
effect on the Issuer’s business, financial condition and net income.

Lack or loss of highly qualified personnel

The Issuer experiences increasing difficulties in finding, attracting and retaining highly qualified technical
personnel required to support its operations. A lack or loss of highly qualified staff may result in insufficient
expertise and know-how and may result in unsatisfactory quality levels of the Issuer's operations, the inability
to operate the Issuer's grid, delays in completion of infrastructure projects, or failure to meet strategic
objectives. The occurrence of one of such risks could have a material adverse effect on the Issuer’s business,
financial condition and net income.

Dependency on information technology systems

The Issuer's operations and business processes depend on the availability of information technology ("IT")
systems. The Issuer has in place IT solutions and information security management systems to ensure the
uninterrupted operation of its IT systems. Significant interruptions in the availability of IT systems or
technical problems compromising the accessibility or confidentiality of business-critical information may
have a material adverse effect on the Issuer's business, financial condition or results of operations. In addition
there is a risk that the Issuer could be the target of external attempts to gain unauthorised access to its IT
systems, which could also have a material adverse effect on the Issuer's business, financial condition or results
of operations.

Impact of environmental issues of subsidiaries of Issuer on the Issuer's business, financial condition and net income
TenneT has an established environmental policy in order to meet all applicable environmental standards.
Personal and external safety, health and environment are focal points in TenneT's policies.

The operations and properties of subsidiaries of the Issuer are subject to various local and EU laws and
regulations concerning the protection of the environment, including regulation of air and water quality,
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controls of hazardous or toxic substances and guidelines regarding health and safety. Subsidiaries of the Issuer
may be required to pay for clean-up costs (and in specific circumstances, for aftercare costs) for any
contaminated property they currently own or have owned in the past.

Environmental laws can impose liability without regard to whether the owner or operator had knowledge of
the release of substances or caused the release. With regard to TenneT TSO Germany, there is a potential risk
of soil contamination at electricity towers and substations in Germany caused by corrosion protection coatings
containing heavy metals, in particular lead. TenneT TSO Germany has contacted the competent state
authorities in order to develop and implement methods for the investigation of such potential soil
contamination at the respective sites. Investigations revealed no current critical conditions of the soil.

Although the Issuer does not have knowledge of its properties currently requiring immediate remediation or
decontamination or other measures related to environmental obligations except as provisioned for,
environmental authorities may have a different opinion. Third parties may also initiate proceedings to require
decontamination. Hence, one or more of the Issuer’s subsidiaries may be required to initiate a costly,
extensive and time-consuming clean up at one or more of its properties, in addition to running the risk of
incremental penalty payments or other penalties. Such requirements (imposed on the subsidiaries of the
Issuer) could have a material adverse effect on the Issuer’s business, financial condition and net income.

A potential issue in both the Netherlands and Germany is the use of sulphur hexafluoride ("SF6") in the
absence of technically feasible alternatives for certain types of high-voltage switchgear. SF6 is a potent
greenhouse gas. SF6 is used in closed systems, but it may be released through small leaks and/or during
maintenance work on the installation.

Another potential issue in both the Netherlands and Germany concerns the (alleged) effects that
electromagnetic fields emanating from transmission lines may have on (health of) humans in the surrounding
areas of such power lines. The Issuer expects that the policy on transmission lines will become more
restrictive in the future and that stricter legal requirements may be imposed. An example is the general shift
towards constructing transmission lines underground, which may result in significantly higher costs. The
legislative proposal to revise the Electricity Act ('STROOM) included an obligation for TenneT TSO NL to
replace aboveground high voltage transmission lines at a voltage of 110 kV or 150 kV in densely populated
areas by underground lines. However, this proposal was rejected by the Dutch First Chamber in December
2015. Such an obligation may, nevertheless, be imposed on TenneT TSO NL in the future.

In Germany, the legislator has recently adopted an amendment to the legal framework applying to the
construction of energy transmission lines (Gesetz zur Anderung von Bestimmungen des Rechts des
Energieleitungsbaus). The amended law entered into force on 31 December 2015 and introduces, in
particular, the priority of underground cabling for all onshore DC connection transmission lines such as the
north-south "SuedLink" line. In this respect, however, the amended law also provides for a number of
exemptions under which overhead transmission lines are still permitted. As a consequence of the new
approach, the Issuer has to make adjustments to the originally planned route for the SuedLink project and
revisit the affected communities to update them on expected implications resulting from the amended law.
Furthermore, such additional planning and approval requirements will most likely delay the realisation of
onshore DC connection lines such as “SuedLink”. Underground cabling for SuedLink will also require a
substantially higher investment than the conventional route that was originally planned. However, such
investments are subject to investment measure approvals and can, thus, be refinanced under the network tariff
regime.

Any of the above developments may affect the timing and amount of investments by the Issuer, could result in
increased expenditures on the part of the Issuer and in potential liability risks in relation to damages claimed
by affected persons.
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Risks relating to the structure of the Issuer

The Issuer is a holding company with no operations and relies on its operating subsidiaries to provide it with the
funds necessary to meet its financial obligations

The Issuer is a holding company with no material, direct business operations. The principal assets of the
Issuer are the equity interests it directly or indirectly holds in its operating subsidiaries. As a result, the Issuer
is dependent on loans, interest, dividends and other payments from its subsidiaries to generate the funds
necessary to meet its financial obligations, including the payment of dividends to its shareholder and the
payment of interest and principal to its creditors, including the holders of the Notes (the "Noteholders"). The
ability of the Issuer’s subsidiaries to make such distributions and other payments depends on their earnings
and may be subject to statutory or contractual restrictions. In this respect, reference is made to the risk factor
"Compliance with the Decree on Financial Management of Transmission System Operators" above. Consequently,
if amounts that the Issuer receives from its subsidiaries are not sufficient, the Issuer may not be able to service
its obligations under the Notes.

As an equity investor in its subsidiaries, the Issuer’s right to receive assets upon their liquidation or
reorganisation will be effectively subordinated to the claims of creditors of its subsidiaries. To the extent that
the Issuer is recognised as a creditor of such subsidiaries, the Issuer’s claims may still be subordinated to any
security interest in or other lien on their assets and to any of their debt or other obligations that are senior to
the Issuer’s claims.

The German Limited Liability Companies Act (GmbHG) provides for a strict prohibition on the repayment of
the nominal share capital of a German Limited Liability Company (GmbH). Under these capital maintenance
rules such GmbH is required to preserve its nominal share capital. Any payment made and/or any financial
advantage granted by a GmbH to its direct or indirect shareholders (or their affiliated companies) which is not
made out of the company’s free net assets (i.e. results in the company’s equity falling below the nominal
share capital or deepens an existing shortfall of the company’s equity below the nominal share capital) is
unlawful. The capital maintenance rules are interpreted broadly and do not only apply to cash payments but
also to all other types of benefits with a financial or commercial value granted by a GmbH, including, in
particular, upstream guarantees and other securities. As a consequence, any financial assistance by a GmbH to
its direct or indirect shareholders and/or any of their affiliates must be limited to the amount of the free net
assets of the company.

Regardless of compliance with the capital maintenance rules, a shareholder may not withdraw assets from
such GmbH with which such GmbH needs to fulfil its obligations towards its creditors. The removal of such
vital assets is deemed a so-called "destructive intervention" (existenzvernichtender Eingriff). Further, the
GmbHG prohibits the company’s managing directors from making any payment to the shareholder(s) if such
payment would lead with reasonable likelihood to the company becoming illiquid (zahlungsunfihig) in terms
of the German Insolvency Act (InsO) (i.e. insolvent due to lack of sufficient liquid assets).

Due to the above-described legal framework, the ability of the Issuer to upstream cash from TenneT TSO
Germany in order to meet its obligations under the Notes is restricted.

Influence of the State of the Netherlands as the sole shareholder of the Issuer

The Issuer is controlled by the State of the Netherlands (the "State"), being the sole holder of the shares in the
share capital of the Issuer. The Issuer's current dividend policy is to pay 35% of the underlying distributable
profit after payments made for project investors and hybrid capital as dividend to its shareholder. So far, the
State has demonstrated flexibility with respect to the Issuer’s dividend policy. In addition, it has a strong
interest in maintaining a healthy profile for the Issuer and has agreed to lower dividends when deemed
appropriate. Through its role as sole shareholder, policymaker and legislator the State has a strong influence
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on the Issuer’s operations, which depending on the circumstances may positively or negatively influence the
Issuer's business, financial condition and net income.

On 18 October 2013, the Dutch government published its Policy on Government Participations 2013 (Nota
Deelnemingenbeleid 2013, the "Policy on Government Participations 2013"). In the Policy on Government
Participations 2013, the State resolved that it will seek further influence over the Issuer, e.g. in respect of
important investments and in respect of the appointment of members of the management boards and

supervisory boards of its participations (see "Business Description of the Issuer — Corporate Governance").

Potential conflicts of interest may exist between the objectives of the Group versus national interest of the
State. In addition there is a risk of a political conflict of interest regarding national energy strategy between
the Netherlands and Germany. It cannot be ensured that all decisions taken are fully compatible with the
Issuer’s interests. Decisions made and actions taken by the State may result in lower revenues or a lower
profit margin which could have a material adverse effect on the Issuer’s business, financial condition and net

income.

Risks resulting from joint ventures and collaborations

The Issuer engages in economic activities with other companies through joint ventures, participations and
collaborations. As the Issuer does not have full control in such joint ventures, participations and
collaborations, it cannot be ensured that all decisions taken within such joint ventures, participations and
collaborations are fully compatible with the Issuer’s interests. This may result in a deadlock situation and an
inability to distribute profits or make further necessary investments. In some cases, the Issuer may receive less
information on the business activities of these companies than it would if it were a wholly-owned Group
company. Decisions made and actions taken may result in lower revenues or a lower profit margin concerning
the joint ventures, participations and collaborations, which could have a material adverse effect on the Issuer’s
business, financial condition and net income.

Risks relating to the (debt) financing of the Issuer

Global financial and economic uncertainty

An uncertainty facing the Issuer is the extent to which the continuing global financial and economic volatility
(including the crisis in the Eurozone) will affect the Dutch, German, and/or wider European electricity
market. A further economic downturn may have an adverse effect on the financial condition of the Issuer. For
instance, this might be the case if the Issuer's suppliers — due to financial difficulties — can no longer comply
with their obligations and as a result projects are delayed. Also, the financial and economic volatility may
influence the European capital markets as a result of which it could (temporarily) become more expensive and
difficult for the Issuer to attract financing. Potential investors need to make sure that they have sufficient
information regarding the Eurozone crisis and the global economic situation and outlook, so that they can
make their own assessment of these issues in connection with any investments in the Notes.

(Re- )financing risk

The Issuer faces substantial financing needs in the coming years to fund its onshore and offshore investment
projects in the Netherlands and Germany as well as international sub-sea high-voltage cables (also see page
96 of the "Business Description of the Issuer"). If the Issuer is unable to raise such financing, it might not be
able to invest as scheduled. Any limitations on the Issuer's ability to invest as scheduled, could affect the
Issuer's cash flows, and affect its ability to execute its strategic plans, which could have a material adverse
effect on the Issuer’s business, financial condition and net income.

Additionally, current and future problems that are and may be affecting the domestic and international debt
and equity markets generally may adversely affect the availability and cost of funding for the Issuer. The
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envisaged capital expenditures and ensuing financing needs of the Issuer will require that it seeks external
financing, either in the form of public or private financing or other arrangements, which may not be available
at attractive terms or may not be available at all. Any such limitations on the Issuer's envisaged capital
expenditures, could limit the Issuer's liquidity, its financial flexibility and/or its cash flows and affect its
ability to execute its strategic plans, which could have a material adverse effect on the Issuer’s business,
financial condition and net income.

In order to mitigate the risk of the inability to secure timely financing, TenneT concluded a committed
EUR 2,200,000,000 revolving credit facility ("RCF") with a syndicate of eleven banks. The RCF matures in
July 2020 with a one-year extension option. However, there can be no assurance that this amount will suffice
in case capital markets remain closed or do not have sufficient capital available for a prolonged period of
time.

Risk of lack of sustainable access to equity

The Issuer expects that a part of its investments in the Netherlands may be financed through capital
contributions from its shareholder during the coming years. In their letter dated 1 June 2015 to the Second
Chamber of Dutch Parliament, the Minister of Finance and the Minister of Economic Affairs stated where
equity is required for investments in Germany, the Issuer should source such equity in equity capital markets
as the Issuer has done with respect to the funding of several OWF Connections in Germany. This letter further
states that equity requirements for investments in the Netherlands will have to be fulfilled by the State. There
is a risk that the Issuer will be unable to raise equity in a timely fashion which could adversely affect its
investment plans and strategic focus and this could have a material adverse effect on the Issuer's business,
financial condition or results of operations.

EEG working capital risk

In Germany, the Renewable Energy Sources Act (Erneuerbare Energien Gesetz, "EEG") promotes the
generation of electricity using renewable energy sources ("RES"). The Act obliges system operators like
TenneT TSO Germany to prioritise renewable energy sources over conventional ones. Under the current
regime, the remuneration for renewable energy that must be paid by TenneT TSO Germany to the RES plant
operators is legally fixed by means of pre-determined feed-in tariffs and market premiums. The legislator is
expected to replace the current regime by a remuneration mechanism based on auction proceeds.

The purchased renewable energy is sold by TenneT TSO Germany at the energy exchange via service
providers at market prices which are significantly below the pre-determined feed-in tariffs paid to the RES
plant operators. The related price difference is ultimately paid by the electricity consumers in Germany by
means of the so-called EEG levy (EEG-Umlage). The EEG levy is added to the regular electricity price of the
end customers.

The EEG levy is determined on a yearly basis and includes, among others, estimates on weather conditions
(i.e. wind and solar in-feed), production capacity and market prices. Differences between the actual net costs
incurred (including, among others, financing costs) and the aggregate EEG levy received are settled in the
EEG levy of the subsequent year. For TenneT TSO Germany, the EEG reflects a pass-through item
comprising fluctuations in receivables and payables without any effect on actual results and statement of
income. Due to the high volumes and amounts, TenneT TSO Germany's working capital and cash flows are
significantly affected by EEG. The differences between estimated and actual volumes and prices can result in
significant changes in working capital and cash flows from one year to the other, which could have a material
adverse effect on the Issuer’s liquidity position and thus could consequently affect its ability to fulfil its
obligations under the Notes issued under the Programme.
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Interest rate risk

The Issuer is allowed under its current policy to partly finance itself with floating rate debt. As the reference
interest rate on this debt can fluctuate, the Issuer is exposed to interest rate risk. In addition, interest rates on
future debt issuances as a result of the Issuer's large financing needs are yet uncertain. Increasing interest rates
will result in higher interest costs and may negatively affect the profitability of the Issuer. The Issuer’s policy
is to have between 50% and 100% of its debt portfolio financed on a fixed-rate basis or hedged through the
use of interest rate swaps. By way of example, on 31 December 2015, approximately 90% of the debt
portfolio of the Issuer was on a fixed rate basis or hedged and has an original maturity longer than 12 months.
Adverse fluctuations and increases in interest rates, to the extent that they are not hedged, could have a
material adverse effect on the Issuer’s financial condition and net income.

Credit rating risk

Rating agencies have issued, and may in the future issue, credit ratings for the Issuer. There is no assurance
that a rating will remain for any given period of time or that a rating will not be lowered or withdrawn by the
relevant rating agency or the Issuer if, in its judgement, circumstances in the future so warrant. A decision by
any rating agency to downgrade or withdraw the Issuer's current credit rating (for whatever reason) could
reduce the Issuer’s funding options, increase its cost of borrowings and adversely affect its net income.

Factors which are material for the purpose of assessing the market risks associated with Notes issued under
the Programme

Notes may not be a suitable investment for all investors
Each potential investor in the Notes must determine the suitability of that investment in light of its own
circumstances. In particular, each potential investor should:

(6)) have sufficient knowledge and experience to make a meaningful evaluation of the relevant Notes, the
merits and risks of investing in the relevant Notes and the information contained or incorporated by
reference in this Prospectus or any applicable supplement or Final Terms;

(i)  have access to, and knowledge of, appropriate analytical tools to evaluate, in the context of its
particular financial situation, an investment in the relevant Notes and the impact such investment will
have on its overall investment portfolio;

(iii)  have sufficient financial resources and liquidity to bear all of the risks of an investment in the relevant
Notes, including where principal or interest is payable in one or more currencies, or where the
currency for principal or interest payments is different from the potential investor’s currency;

(iv)  understand thoroughly the terms of the relevant Notes and be familiar with the behaviour of any
relevant indices and financial markets; and

) be able to evaluate (either alone or with the help of a financial adviser) possible scenarios for
economic, interest rate and other factors that may affect its investment and its ability to bear the
applicable risks.

Risks related to the structure of a particular issue of Notes
A wide range of Notes may be issued under the Programme. A number of these Notes may have features
which contain particular risks for potential investors. Set out below is a description of certain such features:

Notes subject to optional redemption by the Issuer

An optional redemption feature is likely to limit the market value of Notes. During any period when the Issuer
may elect to redeem Notes, the market value of those Notes generally will not rise substantially above the
price at which they can be redeemed. This also may be true prior to any redemption period.
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The Issuer may be expected to redeem Notes when its cost of borrowing is lower than the interest rate on the
Notes. At those times, an investor generally would not be able to reinvest the redemption proceeds at an
effective interest rate as high as the interest rate on the Notes being redeemed and may only be able to do so at
a significantly lower rate. Potential investors should consider reinvestment risk in light of other investments
available at that time.

Fixed/Floating Rate Notes

Fixed/Floating Rate Notes may bear interest at a rate that the Issuer may elect to convert from a fixed rate to a
floating rate, or from a floating rate to a fixed rate. The Issuer’s ability to convert the interest rate will affect
the secondary market and the market value of such Notes since the Issuer may be expected to convert the rate
when it is likely to produce a lower overall cost of borrowing. If the Issuer converts from a fixed rate to a
floating rate, the spread on the Fixed/Floating Rate Notes may be less favourable than then prevailing spreads
on comparable Floating Rate Notes tied to the same reference rate. In addition, the new floating rate at any
time may be lower than the rates on other Notes. If the Issuer converts from a floating rate to a fixed rate, the
fixed rate may be lower than then prevailing rates on its Notes.

Notes issued at a substantial discount or premium

The market values of Notes issued at a substantial discount or premium to their nominal amount tend to
fluctuate more in relation to general changes in interest rates than do prices for conventional interest-bearing
Notes. Generally, the longer the remaining term of the Notes, the greater the price volatility as compared to
conventional interest-bearing Notes with comparable maturities.

The Issuer’s obligations under Subordinated Notes are subordinated

The Issuer’s obligations under Subordinated Notes will be unsecured and subordinated and will rank junior in
priority to the claims of unsubordinated unsecured creditors of the Issuer. Although Subordinated Notes may
pay a higher rate of interest than comparable Notes which are not subordinated, there is a real risk that an
investor in Subordinated Notes will lose all or some of his investment should the Issuer become insolvent.

Notes in New Global Note form and Registered Notes held under the NSS

The New Global Note form and the Registered Notes held under the NSS have been introduced to allow for
the possibility of debt instruments being issued and held in a manner which will permit them to be recognised
as eligible collateral for monetary policy of the central banking system for the euro (the "Eurosystem") and
intra-day credit operations by the Eurosystem either upon issue or at any or all times during their life.
However in any particular case such recognition will depend upon satisfaction of the Eurosystem eligibility
criteria at the relevant time. Investors should make their own assessment as to whether the Notes meet such

Eurosystem eligibility criteria.

Bearer Notes where denominations involve integral multiples

In relation to any issue of Notes in bearer form which have denominations consisting of EUR 100,000 (or its
equivalent) plus one or more higher integral multiples of another smaller amount, it is possible that the Notes
may be traded in amounts that are not integral multiples of EUR 100,000 (or its equivalent). In such a case a
Noteholder who, as a result of trading such amounts, holds a principal amount of less than EUR 100,000 (or
its equivalent) in his account with the relevant clearing system at the relevant time will not receive a definitive
Note in respect of such holding (should definitive Notes be printed) and would need to purchase a principal
amount of Notes such that its aggregate holding amounts to EUR 100,000 (or its equivalent) in order to
receive such a definitive Note.

If definitive Notes are issued, holders should be aware that definitive notes which have a denomination that is
not an integral multiple of EUR 100,000 (or its equivalent) may be illiquid and difficult to trade.
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Risks related to Notes generally

Set out below is a brief description of certain risks relating to the Notes generally:

Modification and waivers

The Conditions contain provisions for calling meetings of Noteholders to consider matters affecting their
interests generally and to obtain Written Resolutions on matters relating to the Notes from Noteholders
without calling a meeting. A Written Resolution signed by or on behalf of the holders of not less than 90 per
cent. in principal amount of the Notes of the relevant Se