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Executive summary

We appreciate the opportunity to comment on the Bundesnetzagentur's (BNetzA) draft
determination regarding the regulatory framework for electricity transmission system operators
published on 10" December 2025. When we took our decision to commit significant funds to
Germany'’s Energiewende by investing in TenneT in 2025, our decision was supported by
constructive discussions with various members of the BNetzA and a public track record that
showed BNetzA's clear understanding and intention to provide an investment-compatible
framework that recognizes the huge capex challenge faced by TSOs (see chapter 1).

The TSO regime proposed by BNetzA in December presents important considerations, which
provide some of the required updates of the German regulatory regime. Nevertheless, we believe
that further adjustments and clarifications are necessary to provide a sustainably supportive risk-
return structure that will allow investors to continue to inject the additional capital required to
deliver German TSOs' exceptional capex programme. Therefore, to grant an internationally
competitive framework, we urge BNetzA to include the following aspects in its final decision(s):

* A baseline return on equity that is in line with European peers and other alternative investment
opportunities, which requires BNetzA not to undermine the uplift delivered on MRP and RFR
through cuts to other parameters not observed elsewhere (see chapter 4.4).

* A premium on the baseline return on equity to recognise the exceptional capex challenge
faced by German TSOs and that the proposed regime (perhaps inevitably) does not remove the
capex-related risks from equity investors in full, requiring a premium relative to DSOs (ch. 5).

» A cost of debt allowance that is based on i) an index with a 15-year maturity reflective of
efficient TSO issuance, ii) efficient issuance costs where not otherwise covered by allowances
and iii) based on a uniform rating across TSOs to avoid biasing financing strategy towards
undue risk taking that has the potential to endanger system stability (see chapter 4.1).

* An approach to the cost of debt allowance for TSOs (like TenneT) who will only have a limited
track record of external bond finance when the fifth regulatory period begins that prioritises
available data on external issuance over imperfect proxy methods (see chapter 6.2).

* A more symmetric approach to efficiency assessment that rewards efficient delivery with
outperformance rather than operating as a “downside only” scheme. In addition, a clear
commitment to limiting any cost cuts derived from the ex-post assessment of opex and capex
to future years and a similar commitment to be transparent, well-justified and subject to a high
evidentiary threshold for any cost challenge (see chapter 6.1). In this context, we welcome
BNetzA's confirmation in the 21 January webinar that efficiency assessments will be applied on
a forward-looking basis only and suggest that this clarification be codified in the final decision
in writing. It is crucial for investors to gain comfort that efficiency assessments will not become
a regulatory mechanism to penalise TSOs with unlimited downside’

» Clarification of the proposed approach to the “substantial” acceleration incentive that provides
TSOs with a clear path of what kinds of achievements within the TSOs' sphere of influence will
be rewarded under the scheme.
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* A continuation of the tried and tested concept of the regulatory account that provides
symmetric protection to users and network operators as well as better tariff stability than the
proposed new mechanism. (see chapter 2).

We also note that historically weak German headline ROE allowance numbers have been
compensated by outperformance opportunities such as opex outperformance against the budget
and the indexation of capital costs to inflation. Both of these levers now fall away, making it
crucially important that BNetzA recalibrates its WACC and the ability to achieve outperformance
through other levers to reflect this new reality.

We commend BNetzA's ongoing receptiveness to input from stakeholders which contributes to the
credibility of the regulatory regime as a whole. We also welcome BNetzA's commitment to further
expert sessions for subjects where significant uncertainty remains. In light of the substantive new
evidence presented by TSOs and us, we encourage BNetzA to conduct dedicated expert sessions
on i) the implementation and level of a capex premium on the return on equity and ii) various
features of the cost of debt regime including weighting, rating and maturity of the reference index
to allow for a more detailed assessment.
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1. Introduction

This consultation response provides insights from the perspective of investors, against the
background of the significant investments in TenneT Germany which APG, NBIM and GIC (the
“Investors”) committed to in 2025. Our response complements the separate submission by the
TSOs, to which we refer where appropriate to avoid unnecessary duplications.

The investors, like all institutional investors interested in supporting the delivery of the German
transmission system expansion, have a global investment remit. We have to compare investments
in German TSOs to alternative investment opportunities across international markets and sectors,
when allocating funds globally. Therefore, it is important that BNetzA develops a regulatory
framework that offers a risk-return profile that is fair and competitive globally against not only
TSOs but also other asset classes, and that is marked by stability and predictability over time.
Against this background, we support BNetzA's efforts to develop a balanced regulatory framework,
taking the interests of consumers, TSOs and investors into account.

By injecting equity into Tennet, on the back of the stated intention to increase ROEs, we are
funding the massive grid build-out in Germany with all its advantages. Specifically, the BNetzA's
announcement of the following adjustments and features of the future regime supported the
investors’ decision to commit capital:

* Asshift to a simplified cost-plus regulation and the introduction of a WACC approach in line
with international standards;’

A future return on equity (ROE) that sees a structural improvement? compared to RP4 to make
it competitive when compared against European standards and other sectors;

* The acknowledgement of the diverging risk structures of German TSOs and DSOs in separate
regulatory regimes that comprehensively recognise and compensate for the impact of the
capex programme on TSOs;?

+ A cost of debt allowance that recognises the heavy investment volume and minimises risk;*

* Recognition of the increasing operating costs associated with the capex programme that were
not recoverable under the KKA scheme but promised to be recognised under the new regime;

+  “Substantial” bonus payments to be paid when redispatch volumes fall.®

The TSO regime proposed by BNetzA in December presents important considerations, which
follow through on some of the required updates of the German regulatory regime e.g. with regard

T Assetoutin e.g. BNetzA (Mar 2025): Eckpunkte zur Festlegung eines Regulierungsrahmens fur
Ubertragungsnetzbetreiber, pp. 5 & 8

2 See e.g. BNetzA (Sept 25): Hintergrundpapier zum NEST-Prozess, p. 19

3 Assetoutin e.g. BNetzA (Mar 2025): Eckpunkte zur Festlegung eines Regulierungsrahmens fir
Ubertragungsnetzbetreiber, p.5 on the need for separate treatment and NERA (9 May 2025): Kapitalkosten
Ubertragungsnetze, p.5 on the scale of the challenge.

4 BNetzA (May 2025): Informationstermin zum Stand der Festlegung zur Kapitalverzinsung und Expertenaustausch
zum Eckpunkt ,Besonderheiten der Kapitalverzinsung UNB", p.14

> BNetzA (Apr 2025): Expertenaustausch zum Eckpunkt ,Beschleunigungsanreize” im Papier zur Festlegung eines
Regulierungsrahmens fiir Ubertragungsnetzbetreiber GBK-25-01-1#2
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to MRP and capex-induced opex). Nevertheless, we believe that further adjustments and
clarifications are necessary to provide a sustainably supportive risk-return structure that will allow
investors to continue to inject the additional capital required. From an equity investor perspective,
the proposed regime does not yet fully address the considerable risks linked to the scale and
complexity of the upcoming capital expenditures in Germany, which are not found to the same
extent in “comparators”. While we appreciate BNetzA's efforts to de-risk the system, we highlight
several instances where the extent of derisking is currently still uncertain / not further developed
than in other countries, which face smaller investment risks and / or grant capex adders. We
therefore urge BNetzA to consider the below aspects in its final decision to provide investors with
the framework that they could have reasonably expected based on previous BNetzA
announcements.

2. Responses to BNetzA's specific questions

Alongside the consultation document, BNetzA posed a number of questions on aspects which
have not been discussed extensively in the regulatory process to date.

Question 1 concerns the timing and procedures for reporting market-dependent planned costs
and thus operational aspects. We therefore refer to the TSO's separate consultation response. The
same applies to question 2 on the definition and financial thresholds for what constitutes a
“significant cost deviations”.

Question 3 concerns customer protection against volatile tariffs and whether BNetzA should apply
an asymmetric mechanism where all over-recovery and under-recovery of less than 10% is
included in tariffs in the subsequent year while the netting of material under-recovery is spread
over three years. We understand customer preference for a smoothing mechanism to protect
consumers against volatile grid charges. We consider the current regulatory account already fulfils
this function and recommend maintaining its existing design under the annual cost review regime.
The design of the regulatory account is well established and provides stability of tariffs by
smoothing the impact of one-off effects, benefitting operators and consumers alike. BNetzA's
proposed asymmetrical mechanism will increase the volatility of tariffs as it can lead to
unsustainable one-off reductions in years where previous over-recoveries are returned to
customers, which are then followed by price increases again in the following year once “normal
service” resumes. We consider maintaining the smoother and more symmetrical approach applied
under the current regulatory account to be a superior solution. Continued smoothing of all over-
and under-recoveries over three years provides stable cost recovery for operators and reduces the
risk of volatile grid charges to consumers even further. Avoiding volatile tariffs is also important for
ensuring that construction cost contributions (BKZ), which are derived based on network tariffs,
can send a time-consistent signal to network access seekers.® Importantly, the final mechanism
also needs to be consistent with TSOs’ ability to account for any outstanding balances in their
statutory accounts as set out in more detail in the separate submission by the TSOs.

6 We note that BK 8 already recognises the challenge that volatile grid charges impose on the price signals included in

BKZ (here). It would therefore seem inconsistent to enhance that volatility by changing a tried and tested
mechanism in a way that increases volatility.


https://www.bundesnetzagentur.de/DE/Beschlusskammern/BK08/BK8_04_InfoRundschr/43_Leitfaeden/Downloads/Positionspapier_DL.pdf?__blob=publicationFile&v=7
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3. Exceptionally high capex needs require an appropriate
risk-return structure

Beyond the specific questions asked by BNetzA, we want to provide comment on whether the
regulatory framework as it has been proposed is capable of sustainably attracting capital for the
TSOs’ capex programmes, where it introduces welcome changes and where it still needs to be
developed further.

German TSOs have to make exceptionally high investments in upcoming years

It is beyond dispute that the energy transition ("Energiewende") demands exceptionally high
investments in Germany's energy network infrastructure, particularly in transmission grids.
According to the current draft of the Network Development Plan 2037/2045 (2025), the four
transmission system operators plan investments totaling approximately €290 billion by 2037, with
around €180 billion allocated for onshore and €110 billion for offshore grid expansion. This
investment volume is projected to rise further to between €360 and €390 billion by 2045.”
Simultaneously, investment cost have risen more generally due to macroeconomic and political
factors, such as trade disputes, wars and general inflation increases, outside of TSO'’s control in
recent years.

These investment volumes are recognised by all stakeholders as exceptionally high both compared
to historic capex programmes in Germany and relative to investment plans of other network
operators:

* The current investment intensity of the four transmission system operators from 2022 to 2026
significantly surpasses the historical investment intensity of German energy network operators
from 2008 to 2019 across all key metrics (e.g. the capex to EBITDA ratio, the capex to fixed
assets ratio and the annual increase of fixed assets); and

« The significant increase in absolute investments in electricity networks since 2022 has been
stronger for TSOs than for DSOs. While in the past cumulated investments in the distribution
network exceeded investments in the transmission network, investments by TSOs were twice as
high as DSOs' investments in 2025 with the difference set to grow even further as previously
recognised by the BNetzA;® and

* The investments of the German TSOs also are significantly more extensive than those of most
other European TSOs.?

The high investment obligations by German TSOs are reflected in substantially higher CAPEX-to-
EBITDA ratios compared to other European TSOs and DSOs (see Figure 3.1). Analyses by S&P

7 S50Hertz  Transmission GmbH, Amprion GmbH, TenneT TSO GmbH und TransnetBW GmbH (2025):
Netzentwicklungsplan Strom 2037/2045 (2025), erster Entwurf, S. 148 und S. 164.

8 Asset outin e.g. BNetzA (Mar 2025): Eckpunkte zur Festlegung eines Regulierungsrahmens fir
Ubertragungsnetzbetreiber, p.5

9 There has in fact been at least one instance where a TSO (namely Scottish TSO SHETL during the RIIO-T1 period) has
faced a higher capex programme. In this case, Ofgem granted a material uplift on the allowed ROE to SHETL and the
other Scottish TSO (SPTL, which faced a smaller capex programme than German TSOs do now) relative to their
English peers. See chapter 5 for more details.
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Global and NERA suggest a median CAPEX-to-EBITDA ratio of 2.7x for the German TSOs, which is
about three times above the median for the comparator group of other European electricity
network operators™

Figure 3.1: CAPEX-to-EBITDA ratio for European electricity network operators (2024-6)
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Source: NERA (09.05.2025) Kapitalkosten Ubertragungsnetze, p.5 (Link).

For a detailed comparative analysis, we refer to the consultation submission by the TSOs.

The substantial capex plans increase risks to investors that need to be mitigated or
recognised in the WACC

Investment programmes are generally recognised as a risk factor for TSOs. E.g. large capex
programmes are explicitly considered as credit negative in rating agencies’ credit rating
assessments. Moody's considers large capital investment plans as increasing the execution risk for
networks, referring in particular to the risk of delays, cost overruns and under-recovery:

"The scale and complexity of a network’s capital investment plan provide important indications of
execution risk. [...] While networks are generally experienced in carrying out large construction
programes, such programs nonetheless introduce execution risk to the enterprise. The program may
take longer than envisaged to complete or could cost more than expected. Furthermore, cost overruns
may not be recoverable from future revenue or may be subject to an efficiency review by the
regulator. In addition to the direct financial impact, a large or complex capital program may prove a
distraction for management, which could lead to underperformance in other areas of the business.”" "

In addition to the regulatory and operative risks primarily referred to by Moody's, heavy capex
programmes also entail longer capital commitment periods and capital market liquidity-related

10 NERA (09.05.2025) Kapitalkosten Ubertragungsnetze, p.5 (Link).
" Moody's (2022): Rating Methodology — Regulated Electric and Gas Networks, p. 11.


https://www.bundesnetzagentur.de/DE/Beschlusskammern/GBK/GBK_Termine/Downloads/2025/05_2025/09_05_2025/4._Praesentation_der_NERA_09.05.2025.pdf?__blob=publicationFile&v=2
https://www.bundesnetzagentur.de/DE/Beschlusskammern/GBK/GBK_Termine/Downloads/2025/05_2025/09_05_2025/4._Praesentation_der_NERA_09.05.2025.pdf?__blob=publicationFile&v=2
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risks. Below we highlight the extent to which the aforementioned risks can and can’t be mitigated
by the proposed regime:

» The German TSO's capex programmes inherently increase operative risks. Network expansion
takes place under time constraints and is significantly impacted by supply chain constraints
while consuming management resources and creating operational challenges that create the
risk of cost overruns.’ We recognise and welcome the protections against cost overruns
afforded by the German system in general (formalised network development planning, general
recognition of capex as spent unless deemed inefficient, ...). However, the new and as yet
unproven nature of the new efficiency instruments and their potential for retrospective
disallowance of costs means that any increase in the size and complexity of the capex
programme inevitably has to raise the investor perception of risk.

* High investment requirements shift the cash flow profile backward and extend capital
commitment periods and liquidity risks for investors, which increases required returns for
investors. Short-term capital returns benefit from high degrees of visibility and transparency
regarding the regulatory provisions and parameters. On the other hand, large capital
programmes mean negative cash flows in the short to medium term: Dividend payments and
the return of capital to investors are deferred to later years for which conditions are inevitably
more uncertain.

— While we welcome BNetzA’s commitment to fixing the regulatory framework until 2037; it
is worth bearing in mind that as little as 20% of the expected (regulatory) recovery of an
onshore power line asset commissioned today will fall during that period.” It is also worth
bearing in mind that an asset reaching the end of its 40-year regulatory life this year was
commissioned during times when regional vertically integrated monopolies were the norm
and unbundling, offshore wind and “net zero” were largely unheard of while a significant
part of what is Germany today was behind an “iron curtain”. Investors will therefore
inevitably apply a certain risk discount when cash flows to them are pushed further into the
future by capex peaks; no matter how well intended the regulatory framework.

— From an investor perspective, reinvestment requirements due to capex peaks have other
disadvantages as they do not allow for a stable stream of positive cash flows, a feature
favoured by many investors. Delayed repayments also create “lumpiness” of risks as a larger
share of the overall return has to be realised in a shorter period in the later years of an
asset’s life thus making investors more exposed to macro and regulatory conditions in
individual periods rather than spreading the risk over a longer time horizon. This can be
particularly challenging for large assets (like TenneT), which tend to be marked by a degree
of illiquidity and thus volatility in value, which the regulatory framework cannot possibly
mitigate but which is enhanced by large-scale capex.

In short, the exceptionally high investment plans for German TSOs give rise to unique risks to
equity investors. Unless fully mitigated, these risks will need compensation through the return on

For further details on the specific operative challenges to the grid expansion in Germany, we refer to the
consultation submission by the TSOs.

Assuming a 40y asset life and commissioning in 2026, the application of the new regulatory regime may only cover
8 years (Rp5 (5y, 2029-2033) and RP6 (3y, 2034-2036)).
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equity. In the next chapter, we assess the extent to which the proposed regulatory regime can
provide such mitigation. In chapter 5 we turn to case studies of other regulators that have granted
capex premiums. These can reach 100 bps or more where risks remain unmitigated, in countries
that have faced material (albeit generally smaller) capex programmes.

4. Current BNetzA proposals do not fully address the risk to
equity investors

In the draft determination and the 21 January webinar, BNetzA argued that it was minded to not
granting an additional uplift on the cost of equity to account for the impact of the capex
programme because of e.g.:

* Improvements in the COD allowance

— The annual updating of the regulatory cost of debt to reflect current market conditions at
the time of issuance; ™

— Applying a higher weighting of years with high issuance volumes in the calculation of the
cost of debt;

* Improvements in cost assessment
— Allowing for an annual increase in opex in line with actual cost for TSOs; 16
— Allowing for a remuneration of assets under construction; i

+ "Upside opportunities” in a new redispatch/ acceleration bonus scheme, the recognition of
R&D costs and the opportunity to outperform costs for ancillary services and generate
additional returns.'

* Improvements in the ROE allowance
— Allowing for a higher MRP based on the arithmetic mean of DMS data;™

— Applying a 5-year averaging period for the calculation of the risk-free rate.”°

4 BNetzA (10.12.2025), Beschluss zur Festlegung eines Regulierungsrahmens fiir Ubertragungsnetzbetreiber (Entwurf),
para 290.

BNetzA (10.12.2025), Beschluss zur Festlegung eines Regulierungsrahmens fiir Ubertragungsnetzbetreiber (Entwurf),
para 283.

BNetzA (10.12.2025), Beschluss zur Festlegung eines Regulierungsrahmens fiir Ubertragungsnetzbetreiber (Entwurf),
para 269.

BNetzA (10.12.2025), Beschluss zur Festlegung eines Regulierungsrahmens fiir Ubertragungsnetzbetreiber (Entwurf),
No 9.2.

BNetzA (10.12.2025), Beschluss zur Festlegung eines Regulierungsrahmens fiir Ubertragungsnetzbetreiber (Entwurf),
No 14, 15 and 13.2.

BNetzA (10.12.2025), Beschluss zur Festlegung eines Regulierungsrahmens fiir Ubertragungsnetzbetreiber (Entwurf),
No 9.4

BNetzA (10.12.2025), Beschluss zur Festlegung eines Regulierungsrahmens fiir Ubertragungsnetzbetreiber (Entwurf),
No 9.4

20
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BNetzA did however indicate that it was open to considering substantiated counterarguments and
empirical evidence that could lead it to reassess its “minded to” position. In assessing whether the
regulatory framework already addresses the risks imposed by the capex programme, it is worth
bearing in mind that all risk factors, such as a large investment programme, always affect both
debt and equity investors. Rating agencies’ recognition of the risk-increasing effect of large capex
programmes for debt financing therefore means that the same risk-increasing effect has to be
accounted for in the return on equity; unless mitigated by other factors. Otherwise, equity
investors as residual claimants will not be left neutral if the framework (only) deals with mitigating
certain higher costs while leaving the remaining operational and capital commitment risks (see
above) unaddressed.

We note with grave concern that the only elements referenced by BNetzA that are directly related
to the cost of equity seem to be changes to general market parameters (risk-free rate and MRP?")
that merely move the German ROE allowance closer to the European average (assuming
unchanged betas and convenience yield risk premiums) rather than in itself accounting for capex-
specific risks - that are higher in Germany than elsewhere. (see chapter 4.4) BNetzA's intended
adjustments to the risk-free rate and MRP methodology elevate the currently low ROE to match
common European practice but they do not increase the ROE to compensate for the separate,
specific risks associated with the German capex programme.

To effectively mitigate the risk to equity from the above, the German framework would therefore
have to overcompensate the risks and / or costs that TSOs face on other elements (e.g. cost of
debt, opex) in order for them to have a tangible risk-mitigating effect on equity. As we show
below, there is no evidence of this being the case. We are therefore most concerned that the
regulatory framework as it is currently foreseen focuses on mitigating the impact of capex on the
cost of debt and opex only, leaving the impact of the capex programme on the cost of equity for
investors unaddressed.

4.1. Cost of debt allowance aims mitigate debt risk but does not
address excess risk to equity and creates additional risk

BNetzA's proposal includes several sensible adjustments to the cost of debt methodology, but it
does not adequately address the risks to equity providers resulting from the exceptionally high
capex needs. Even more problematic, the proposed cost of debt regime creates additional risks to
equity investors by encouraging excessive risk taking when funding the actual cost of poor ratings
while cutting off the benefits of better ratings by considering a TSO's actual rating rather than
leaving that choice to the TSO while making the TSO bear the consequences of that choice.

In general, BNetzA makes a commendable effort to address the specific risk profile arising from the
capex programme on debt financing costs and to buffer the risk impact of the capex programme
on the cost of debt by i) annually updating the cost of debt allowance and ii) weighing it by
issuance within year.

Such indexation instruments, which are becoming increasingly common in Europe (e.g. Austria,
Finland, Great Britain, Netherlands) do an effective job in mitigating capex risk in a way that is

21 BNetzA (10.12.2025), Beschluss zur Festlegung eines Regulierungsrahmens fiir Ubertragungsnetzbetreiber (Entwurf),
Absatz 268-9.
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broadly comparable to the previous practice in Germany of allowing the KKA cost of debt on new
investments each year and combining it with an actual cost of debt allowance on existing debt.

However, we are concerned about several elements of the cost of debt allowance that suggest that
in the end the cost of debt allowance may not even fund efficient debt financing costs, let alone
provide capex risk compensation for equity investors:

Evidence that recent TSO bond issuance has not been able to match the proposed reference
index?, which would lead to a risk of under-recovery. Cost of debt under-recovery would
directly contradict the BNetzA's intention of setting a low risk index that is closely aligned with
actual financing costs, as stated by BNetzA in the May 2025 webinar on cost of capital. We
therefore propose to use a maturity of 15 years for the reference index, which is more aligned
with the maturities at which TSOs will have to issue to achieve an efficient balance of new and
refinancing needs by avoiding a wave of refinancing while still tapping the capital markets for
significant new capex prior to 2037. We refer to the TSO submission for additional detail on
empirical underperformance against the index and possible solutions.

BNetzA's indicated intention to calculate the allowed cost of debt based on individual TSO
ratings. While we understand the intention to insulate TSOs from the cost impact of changes in
rating, the approach may have perverse incentives for TSOs to choose inefficiently risky
financing structures. In general, TSO capital structure choices are governed by the tension
between the desire to reduce relatively more expensive equity financing and the rising cost of
debt that is associated with increasing leverage and thus reducing credit rating. However,
BNetzA's proposal passes on the cost of riskier (i.e. more highly levered and thus lower rated)
financing structures to customers. At the same time, BNetzA provides a disincentive to
investors to inject sufficient equity to reach better ratings by removing their ability to reap the
benefits of a lower risk / less leveraged financing structure. Such a system incentivises
operators to use riskier financing structures with a higher debt share increasing bankruptcy
risk. A bankruptcy of a critical infrastructure provider imposes significant cost and stress on
third parties including the government and in the worst-case end users as the example of
Thames Water's (near) bankruptcy currently demonstrates. While prudent investors will restrain
from such practice on their own accord, it cannot be ruled out that others might act according
to these incentives created by BNetzA's proposal, which would increase systemic risk for the
sector as a whole. In light of e.g. the situation at Thames Water, other regulators have explicitly
sought to limit incentives for very high leverage. We are not aware of any regulator explicitly
encouraging high leverage by insulating investors from the rating risk associated with higher
leverage by asking to customers to bear the risk of a lower rating grade. We therefore strongly
encourage BNetzA to review its approach and to provide TSOs with an unbiased choice of their
leverage decisions rather than one which encourages risk taking.?*

22

23

Major new issuance programmes such as those expected by the TSOs are prone to face volume surcharges,
diversification surcharges and issuance premiums suggesting that this issue is unlikely to subside any time soon.

We also note an inconsistency in how BNetzA calculates the rating in case of split ratings. While major financial
services providers like Bloomberg use the lower of the two ratings in case of a split rating, BNetzA's approach will
misrepresent the rating perceived to be relevant by capital markets. BNetzA can best address this issue by dropping
the TSO-specific rating approach.

10
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* Incomplete treatment of debt issuance costs: The draft decision (section 13.4.3) points out that
under the new regulatory framework issuance costs can be recovered as “opex” and that
therefore they do not need to be considered in the cost of debt allowance. The TSO
submission shows that this is only true for certain cost components. In addition, the vast
majority of debt on the books of TenneT (and other TSOs) during the initial years under the
new system will have been issued before 2029. During those years, there is undoubtedly no
compensation of issuance cost in the opex allowance, which is based on the 2021 base year
level, which is nowhere near the level of issuance required between now and 2029. Following
its own logic, BNetzA should therefore at a minimum include an (ongoing) issuance cost
allowance in the cost of debt for any pre-2029 debt issuance; otherwise it risks materially
underfunding the cost of the capex programme.

Subject to resolving the above, the cost of debt allowance as proposed can be fairly efficient at
ensuring cost of debt recovery on the notionally debt-financed part of the asset base in times of
high capex. However, the proposal at best covers the additional risks imposed by the capex
programme already recognised by rating agencies. It certainly does not offer substantially more
protection than the previous KKA / actual cost of debt combination or international peers that
would suggest that it contributes to reducing equity risk.

Nothing else follows from the comparison with the likely lower debt allowance for DSOs. During
current times of rising interest rates, the fixed 7-year DSO allowance is prone to under-recover the
actual cost of debt over time. However, in an international context an index that merely avoids
under-recovery (which the DSO one implies) cannot possibly account for the “specific challenges”
the German TSOs are facing with regard to capex. Hence, under no circumstances should the fact
that TSOs will likely receive a higher COD allowance than DSOs be read as a sign that the TSO debt
mechanism can be seen as providing capex risk protection to equity (beyond what it provides to
debt); as long as all it does is ensuring debt cost recovery.

4.2. The proposed approach to cost assessment does not mitigate
equity risks either

In the absence of other tools to consider expected opex increases caused by the capex
programme, we generally welcome the replacement of the existing budget approach to opex by
an annual ex-post assessment of operational expenditures (opex). Doing so removes the structural
under-recovery of capex-induced opex increases during a regulatory period, which is a positive
development that brings BNetzA in line with those countries that allowed for planned cost
increases in opex (e.g. UK, France). Hence, the mere fact that BNetzA now allows for capex-induced
opex increases in general cannot be considered to be providing specific capex risk protection when
compared against international benchmarks.

Moreover, under the proposed scheme the previously symmetric upside and downside around the
ex ante known budget path is replaced by a “"downside only” ex post review. Hence, by design this
element of the proposed regulatory framework cannot possibly “"double up” as providing equity
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risk protection - as the best available outcome of the ex post review is the full recognition of actual
opex and capex.**

The provisions on the envisaged efficiency instruments reinforce the asymmetric nature of the
proposed regulatory approach to cost assessment with all but one of the proposed instruments
working in a “"downside only” manner. Hence, by design these elements of the proposed regulatory
framework cannot possibly “double up” as providing equity risk protection against capex risk - as
the best available outcome of the ex post review is the full recognition of actual spend.

When coupled with these downside-only incentive instruments, a capex programme so large and
complex as TenneT's is inevitably risk increasing as any supply chain/operational issues that cause
capex or opex to surge will mean that an increased share of total costs faces uncertainty whether
BNetzA will approve these costs or find them unjustified. Any ex ante guidance by BNetzA on how
risks will be mitigated is welcome but in this currently untested scheme every cost overrun versus
planned cost creates a (4-year long) capex (volume) risk that no ex ante guidance can fully remove
until the scheme has been tested and / or made more symmetric.

In that context, it is telling that other countries like the Netherlands that have recently moved to a
cost-plus regime still use a material (>100bps) ROE adder to address the impact of the capex
programme on the TSO's risk profile (see chapter 5 for more details).

4.3. Other elements do not provide reliable capex risk mitigation
at this stage

During BNetzA's Investor Webcast on the Future Regulation of TSOs on 21 January 2026, BNetzA
highlighted three upside opportunities created by its proposed regulatory framework that could
also be considered by investors as “capex compensation.” While certainly welcome addition to the
system, these elements cannot mitigate the risks to equity investors either:

* The planned acceleration bonus could in principle play a role in compensating capex risk.
However, its effectiveness cannot be assessed as long as major design elements and award
criteria are unclear. Moreover, a “three-digit million euro” "one-off" % bonus split between the
TSOs cannot on its own sufficiently increase the ROE to compensate for the substantial risks
associated with the capex programme.?® Finally, since redispatch volumes are to a material

2 For further details on the adverse implications of an asymmetric opex-regulation, we kindly refer to the TSOs
consultation submission.

2> BNetzA has repeatedly stated that i) the bonus will be paid as a “one-off" payment for new investments reducing
congestion in any given year and that ii) the bonus in any given year will likely be capped at a “low three-digit
million euro” sum, including during the BNetzA's Investor Webcast on the Future Regulation of TSOs on 21t January
2026. We understand the bonus to be “one off” in nature in the sense that each investment will only be eligible once
while it will still be possible to get bonuses in multiple years if there are additional investments and additional
reductions in congestion in later years.

26 Simplified indicative example: According to the NDP, TSOs' investment obligations sum to about €290 billion until
2037. This equals an annual investment of about € 14 billion per year. Assuming average asset values over the life of
an asset correspond to 50% of the gross value, the net asset value of the annual TSO investments is about €7 billion
p.a. When a one-off payment of e.g. € 100m for an annual tranche of investments is allocated across € 7bn earning
returns over 40 years (i.e. € 280 billion in remunerable asset base), the increase to the allowed rate of return is 4 bps
(100m / 280bn) in annual returns. The impact on the IRR is likely to be slightly larger due to the impact of
discounting but still highly unlikely to be able to compensate for an insufficient WACC.
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extent driven by factors outside of the TSOs' control, the ability of the bonus to work as a risk
mitigation tool (rather than an “opportunistic” source of upside) is highly uncertain. In short,
the risk-increasing effects of the high capex requirements cannot be offset by an acceleration
bonus with limited and unreliable future benefits for operators and investors.

*  While substantive information is still pending, it also seems unlikely that the proposed R&D
cost scheme would have a material impact on the ROE. While this mechanism is a positive
addition to the regulatory framework, it does not replace the provision of an appropriate ROE
to reflect the capex risks.

*  BNetzA similarly provides limited information on the announced opportunities to outperform
system costs. Their potential impact on the ROE is therefore unknown but it seems unlikely
that such a mechanism will materially compensate capex risks to equity providers given that
BNetzA has so far placed more weight on the acceleration incentive, which cannot materially
mitigate capex risk as shown above.

In addition, the remuneration of assets under construction merely aligns the German regulatory
framework with the European standard. E.g. out of the five European countries from which beta
comparators are drawn Belgium, Great Britain and Italy have all been allowing the inclusion of
assets under construction for multiple regulatory periods while Spain has recently switched to
allowing TSOs to do so in response to the capex challenge faced by its TSO. Compared to the
previous German framework, the new regime actually represents a cut in returns as the KKA
previously allowed for higher returns in the year of activation.

4.4. ROE improvements do not (yet) contain compensation for
capex risk

In the absence of comprehensive risk mitigation elsewhere, the ROE allowance can be used to
recognise the impact of capex risk on equity investors. We certainly welcome BNetzA stressing the
methodological adjustments to increase the ROE that it has introduced to create an “investment
friendly” framework that will significantly (“erheblich”) support the transition of power grids.?’

In particular, we recognise that the reduction of the averaging period for the determination of the
risk-free rate (RFR) to five years and the use of the arithmetic mean for the calculation of the
market risk premium (MRP) are steps that will bring BNetzA practice closer towards European
practice. In that context, we also welcome BNetzAs intention to apply the actual trade tax going
forward rather than one that is calculated using a legally confirmed but mathematically erroneous
“Vom Hundert” approach, improving the likelihood that the quoted return can actually be
achieved.”®

However, these changes do not constitute a capex adder per se but merely represent a move
towards common European practice. A 5-year average remains towards the longer end of the

27 As referenced e.g. in the press release announcing the December package of decisions (here)
28 We refer to the TSOs' consultation submission for further elaborations on this matter.

13


https://www.bundesnetzagentur.de/SharedDocs/Pressemitteilungen/DE/2025/20251209_NEST.html

O
||I|| GIC .‘ Norges Bank
Invest t
Y- apg

averaging periods chosen by EU regulators® and thus more prone to incorporating rates from the
by-gone low interest rate period that ended during 2022.
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We also note that BNetzA is seemingly planning to include only data up to the end of the last
completed year at the time of decision-making rather than the most up to date data available at
the time of the decision, which is expected in Q3 2027. While this end of year cut-off was imposed
on the BNetzA by the StromNEYV, there is no rationale for continuing this approach, which usually
discards around 9 months of the most up to date data. The proposed approach is particularly
concerning in the current context as using data up to end of Q3 2027 would more accurately
capture the fact that government bond rates had largely completed their reset by September 2022.
By artificially limiting itself in the amount of recent data BNetzA uses, it would undercompensate
German TSOs for current financing conditions and put them at a disadvantage relative to
competing investments.

The proposed switch to the use of an arithmetic mean also would not reach the European average;
rising to an estimated MRP of at most 5.1%.%° This is broadly in line with the European average of
MRPs estimated at 5.33% as communicated during the NEST process®' but does not contain any
special compensation for capex risk.

We calculate that the methodological adjustments of the RFR and MRP calculations can increase
the expected post-tax ROE to around 6.6% when set in 2027, if other elements of the CAPM are set
as outlined in the BNetzA proposal. For that calculation, we have kept the baseline beta in line with
recent regulatory decisions for electricity TSOs in other European countries, which suggest a
European consensus level around or even slightly above the German RP4 beta (0.395) despite
some of these “comparators” facing significantly less extensive capex obligations:

2 Note that there are several Belgian flags are different regional regulators use different approaches.

30 This calculation is based on DMS values for ,developed countries”, which best captures the BNetzA's stated intention
to reconcile breadth with comparability of risk profile for the bonds used for the RFR (which are all AAA). Using the
world index, which contains significant lower rated bonds, would increase the gap to the European average by a
further 50 bps.

31 NERA (13.12.2024 — updated 30.01.2025) Ermittlung Eigentkapitalzinssatz — Prasentation, p. 10 (Link).
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* The Finish energy authority set an asset beta of 0.491 for the Finnish TSO on 18 December
202532

+ Inthe UK, Ofgem set an asset beta of 0.375 for British TSOs on 4 December 2025.%?

* The Dutch regulator ACM proposes an asset beta of 0.36 for the onshore gird and an asset
beta of 0.50 for the offshore grid on 18 September 2025.3*

+  The Spanish CNMC proposes an asset beta of 0.46 on 2 Juli 2025.%°

NERA analyses provided as part of the NEST process in August 2025 indicate a current European
average allowed post-tax ROE of 6.68%.%° As several of these decisions still place significant weight
on the low interest rate environment from prior to 2022 this average can be expected to rise.’’
That would likely place the expected German baseline ROE (as calculated here) closer towards the
bottom end of the range by the time BNetzA makes its decision. A post-tax ROE slightly below the
European average is in line with Germany’s low country risk reflected in its AAA rating although it
is worth noting that the current yield on German 10Y / 20Y government bonds is no more than
~10-20 bps below the average of the countries considered above; limiting the gap that investors
will be able to justify.*®

Moreover, it is worth noting that

* Based on our analysis of current forward rates, the 5Y backward-looking approach to the RFR is
likely to lead to an under-recovery of the German government bond rate that is currently
expected to prevail during that period; limiting the extent to which lower German bond rates
can justify rates below the European average. Note that the chart shows the current forecast of
the German 15Y government bond rate based on latest forward curves and the resulting likely
RFR allowance under different assumed cut-off dates reflecting the likely cut-off date for gas
under BNetzA's current proposals (Dec-25), electricity (Dec-26) and the latest information likely
to be available around the time BNetzA is actually expected to set the decision (Sep-27) for
power networks. ;

32 Energiavirasto Energimyndigheten (18.12.2025), WACC-parametrit 2026 (excel).

3 Ofgem (04.12.2025), RIIO-3 Final Determinations — Finance Annex, p. 54.

34 ACM (18.09.2025), Ontwerpmethodebesluit bijlage 3A WACC.

35 CNMC (02.07.2025), CIR/DE/002/24, p. 15.

36 NERA (07.08.2025), Eigenkapitalzinssatz - Internationaler Vergleich im Auftrag des BDEW (Link)

37 E.g Ofgem in the UK and the draft decision by the ACM in the Netherlands have indicated increases in allowed
returns

38 Based on data as of 27 January 2026.
Individual rates for 10Y bonds (DE — 2.87%; BE — 3.26%, FI — 3.13%, FR — 3.44%; GB — 4.52%; IT — 3.47%; NL — 2.93%;
AT - 3.06%; SE — 2.82%; CH — 0.27%; Avg +0.12%)
Individual rates for 20Y bonds (DE — 3.39%; BE — 3.96%, FI — 3.86%%*, FR — 4.05%; GB —=5.16%; IT — 4.13%; NL — 3.39%;
AT — 3.64%; SE — 3.14%; CH — 0.48%; Avg +0.15%)
*30-year bond as no 20-year reference is given.
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+ The German framework achieving an acceptable baseline as set out above is predicated on
beta and the convenience yield premium being continued at RP4 levels on aggregate. Any
reduction of the regulatory betas and/or the removal of the convenience yield would
undermine BNetzA's efforts to provide a competitive regulatory regime vis a vis other
investment opportunities, which are not seeing reductions in allowed beta for example. In
interpreting empirical evidence it is key that BNetzA recognises that:

— ltis regulatory precedent for the many unlisted comparators that is the more telling
indicator of alternative investment opportunities compared to the few listed comparators.

— Material downward adjustments to any of the parameters would contradict the promise of
a "structural improvement” of the regulatory regime which motivated the investors'’
investment decision.

— The empirical data available refers to “comparators” that do not face anywhere near the
same capex requirements as the German TSOs (see next section)

In light of the above, the regulatory framework as currently proposed cannot be considered to be
fully mitigating the specific risks arising from the German TSOs’ exceptionally high capex
compared to international benchmarks. The proposed framework undeniably provides significant
improvements on some elements that bring it more in line with European precedent e.g. on capex-
induced opex recognition and MRP. However, in light of the size of the capex programme and the
risks demonstrably still linked to it, these improvements on their own are unlikely to allow investors
to continually supply the equity required for the German energy transition as capex needs also
ramp up in other countries (albeit not to quite the same levels). We urge BNetzA to take these
issues into account to ensure that the overall WACC package is consistent with international
practice once Germany-specifics such as the size of the capex programme are taken into account.

We also highlight the fact that outperformance opportunities differ significantly between DSOs
and TSOs, e.g. DSO still have symmetric opportunities around opex rather than downside only
risks, which BNetzA should also take into account when considering whether a common ROE for
TSOs and DSOs is justified.
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5. In the absence of further mitigation an adder on the
allowed return on equity is required

We welcome BNetzA's attempt to mitigate the risk impact of the German TSOs' large capex
programme. As set out above, we consider that the proposed mechanisms are a step in the right
direction towards providing cost recognition and risk mitigation in line with European precedent.
However, they — perhaps inevitably — do not rise to a level that fully mitigates the impact of the
capex programme on required returns.

The need to recognise such unmitigated capex risk has been recognised by regulators across
Europe. A multitude of examples exist in the European energy sector that support the granting of
implicit and explicit capex premiums to large and / or offshore heavy capex programmes like the
one carried out by TenneT Germany e.g.

* The Dutch regulator ACM applies an uplift on the cost of equity for offshore grid connections.
Assuming a 40% equity ratio, the uplift amounts to ~1% (post-tax). ACM justifies this uplift
referring to the risk-increasing impact of the Dutch TSO's investment obligations which exceed
the average investment obligations of the companies included in the beta peer group.
According to recent Scope Ratings research, the 10-year capex to RAB ratio of the Netherlands
at 4.1x vs. 4.3x in Germany.* Hence, the capex / RAB challenge can be considered comparable
to the German TSO sector, especially given that the Netherlands also use a Cost-Plus
regulatory system.

+ Belgium grants an ROE premium of 1.4%" for its modular offshore grid to account for the
technological challenges associated with the grid expansion at sea, which also has read across
to TenneT's large German offshore capex programme. According to Scope Ratings, Belgian
TSO Elia has a smaller 10-year capex to RAB ratio of 2.7x than German TSOs (4.3x)*'
highlighting the application of capex premiums even for smaller capex programmes, especially
when they include complex offshore work like both the Belgian and TenneT's German
programme do.

* British grid operators SPTL and SHETL received the same equity beta as the main TSO (National
Grid) while using a lower gearing leading to a de facto increase of the asset beta under the
RIIO T-1 price control. UK regulator Ofgem justified this adjustment with the company’s larger
capex programmes, which amounted to roughly 2x and 6x opening RAB*, i.e. slightly above
(SHETL) and below (SPTL) the expected capex to RAB ratio for German TSOs of 4.3x (see
above). In assessing the relative risk of the different regulated companies, Ofgem considered

39 See https://www.scoperatings.com/ratings-and-research/research/EN/179401

40 For the Modular Offshore Grid I, the premium on the net return on equity is 1.4% applied to a gearing of 40:60. For
the later Modular Offshore Grid Il, a risk premium of around 1.4% is applicable to 40% of the project’'s RAB.

41 See https://www.scoperatings.com/ratings-and-research/research/EN/179401

42 See https://www.ofgem.gov.uk/sites/default/files/docs/2012/04/sptshetlfpsupport_0.pdf, pp. 36 & 37. SHETL also
received a RAB-growth weighted debt index not unlike what BNetzA is now proposing for the German TSOs. See p.
34.
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that “a higher capex:RAV ratio suggests a relatively high asset beta".** Ofgem then determined
higher allowed asset betas for companies with greater exposure to construction risk
(capex:RAV ratio) — among the regulated companies, SHETL (and SPTL) faced the highest
capex:RAV ratio and received a 5bps uplift in asset beta (0.43) relative to National Grid (0.38).*

* French regulator CRE recognises the higher capex programmes of French energy networks
compared to gas networks by placing more weight on forecast risk-free rate data for
determining both the debt and equity rates for electricity networks (30% to 40% weight on
forecast data) vs. gas networks (20% weight on forecast data).*®

*  Greek transmission and distribution system operators IPTO & HEDNO currently receive uplifts
of 100-200bps on the allowed return on equity for “projects of major interest”. Eligible projects
include specific and large capex programmes.*® Projects of major importance can also receive
adjusted asset lives if deemed relevant by the regulator.*’

Beyond the regulated energy sector, premiums for large capex programmes have been applied for
other regulated infrastructure as well. For instance, Heathrow Airport and district heating networks
in Poland receive an uplift on their WACC to reward high investments. Such uplifts complement
the comparator-based equity interest rates, addressing specific capex-related risks not included in
the comparator samples.

As shown above, an additional premium to account for capex risk is necessary and in line with
regulatory practice even in cases where capex to RAB ratios do not even rise to the levels seen in
Germany. In the Netherlands, which faces a broadly comparable capex programme in terms of size
and offshore focus, the regulator grants a premium of ~100 basis points on the cost of equity.
Countries with capex programmes smaller than TGE have granted similar capex premiums as well.
Granting such a premium recognises that the well-documented risk-increasing effect of large
capex programmes for debt financing also applies for equity investors and therefore means that
the same risk-increasing effect has to be accounted for in the return on equity via this risk adder.
Given the relative size of the programmes set out in chaper 3, TGE arguably merits at least as much
(if not more) of a premium for the reasons set out in chapter 4. We refer to the consultation
response of the four TSOs for a proposal of the numerical determination of such a targeted risk
premium for the specific German TSO case.

43 Ofgem (Feb 12), RIIO-T1: Initial Proposals for SP Transmission Ltd and Scottish Hydro Electric Transmission Ltd —
Supporting Document, para 5.22.

4 Ofgem set an allowed cost of equity of 7 per cent and notional gearing of 55 per cent for SHETL and SPTL.
Assuming an RfR of 2 per cent and ERP of 5.25 per cent (in line with Ofgem’s assumptions at the time) implies an
equity beta of 0.95 and an asset beta of 0.43 for SHETL and SPTL at T1. Ofgem determined an equity beta of 0.95
for NGET and notional gearing of 60 per cent for NGET, implying an asset beta of 0.38 for NGET. Source: Ofgem
(Dec 12), RIIO-T1: Final Proposals for National Grid Electricity Transmission and National Grid Gas — Finance
Supporting Document, Figure 3.1 and pp.23-24 and Ofgem (Apr 12), RIIO-T1: Final Proposals for SP Transmission Ltd
and Scottish Hydro Electric Transmission Ltd, pp.32 and 35.

45 See CRE decisions on electricity transmission (here), electricity distribution (here) and gas transmission (here)
Note that the beta is (and always has been) higher for gas transmission than electricity transmission in France
because it carries a non-trivial amount of volume risk.

46 See e.g. ADMIE Holding (Dec-25): Financial Results 9M2025, p.18

47 See Greek regulator: Methodology for calculating the required revenue of the Hellenic Electricity Transmission
System Operator.
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6. Ensuring the regulatory framework’s ability to deliver the
TSO capex programme

The more additional risk mitigation / certainty BNetzA can provide, the smaller this premium needs
to be. With that in mind, we encourage BNetzA to increase the overall attractiveness of the
regulatory regime, also compared to other investment opportunities: BNetzA should therefore
implement additional measures improving the framework attractiveness (chapter 5.1) and clarify
the approach to COD weighting for TSOs with limited past bond issuance at the operating
company level (section 6.2).

6.1. BNetzA can improve the overall attractiveness of the
regulatory regime

Besides providing an ROE in line with the European standard and an additional ROE premium to
account for the capex programme'’s specific risks to equity providers, BNetzA can improve the
overall attractiveness of the regime with the following measures:

+ An attractive acceleration bonus (and other outperformance mechanisms) to reward the
TSOs efforts, independent of potential redispatch-increasing effects of factors outside of the
TSOs control (e.g. weather, temporary generation patterns, ...). As elaborated in section 4.3, the
bonus will have a limited impact on the ROE and does not replace a ROE adder. Still, for the
bonus as an independent instrument to be effective, the incentives provided have to be
attractive. The allowed maximum total bonus to be distributed amongst TSOs needs to be
sufficiently high to reward TSOs' acceleration efforts and the associated risks to operators and
investors. BNetzA's proposal to use 2025 as one of the reference years for the assessment of
redispatch volumes is a step in the right direction as it removes incentives to "hold back”
redispatch until the start of the reference year. Clarity and a timely finalisation of the design
and scope of the bonus mechanism is also important for investors.

* A prudent approach to efficiency incentives and cost reviews. A sensible and transparent
application of efficiency incentives and any retrospective opex adjustments is essential.
Therefore, we welcome BNetzA's statement in the webcast that the planned efficiency
instruments will only be applied to future costs and not retrospectively.*® Codified in the final
decision that clarification would certainly be helpful to derisking the perception of the capex
programme and its implications for operational opex and capex impacts. However, given the
downside only nature of most incentives (even when only looking forward), they create an
asymmetric view of the implications of the capex programme. With that in mind, BNetzA will
need to tread very carefully in the future application of any cost adjustments, especially as long
as retrospective adjustments have not formally been ruled out. BNetzA will need to apply a
high evidentiary standard and significant ex ante clarity on how it will handle any
disallowances. BNetzA will need to ensure that these are limited to items that are i) without any
doubt within the TSO's sphere of influence, ii) could have been foreseen to be inefficient at the
time of investment and ii) sufficiently material to warrant intervention that is inevitably going to
increase investor perception of capex risk. This will be particularly true when first used in the

48 BNetzA (21.01.2026) Investor Webcast on the Future Regulation of TSOs.
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initial years of the fifth regulatory period as BNetzA's initial steps will affect investor’s longer-
term risk perception. Providing a well-defined set of instruments and application rules in the
final determination that allows for outperformance (rather than downside only) will reduce
regulatory uncertainties for investors.

* Maintaining the symmetric regulatory account will enhance regulatory stability for TSOs.
Given that the mechanism is well established and functioning, we suggest retaining the existing
approach involving the smoothing of over- and underrecovery over three years in the annual
cost-plus regime. This will also provide stronger protection against tariff volatility to
consumers.

6.2. BNetzA should provide further clarity on COD approach

As set out in chapter 4.1, there are several issues with the proposed cost of debt index. On the
other hand, we welcome the use of a bond issuance weighted index that draws on reference yields.
We believe that this approach combines the right mix of protection (by considering the externally
determined weights to be outside of TSO control) and incentives (by giving TSOs an incentive to
beat the reference index in the given year).

However, we also note that the BNetzA approach to COD weighting for companies like TenneT
with a currently limited track record of external issuance remains unclear. The final framework
decision should therefore provide a more detailed description of the approach to the COD
weighting that BNetzA will apply in cases where there is limited data on bond issuance at the
operating company level (cf. para 284-285 of the draft decision). We note that from 2026 onwards,
TenneT will have external bond issuance that BNetzA can rely on; making the issue of how to deal
with limited issuance data in 2029 a transitory albeit important one. As there will be four years of
external bond issuance track record that can be taken into account when determining the 2029
number®’, the most straightforward approach for BNetzA would simply be to calculate a cost of
debt index based on those years for which there is direct evidence. We understand para 284 of the
draft decision to express a preference for considering external bond issuance only, and we fully
support such an approach as conducive to incentives and transparency. Similar to the “trombone”
index used by Ofgem in the past when there were data limitations, BNetzA could then expand the
period it considers every year as more years with external issuance become available.*

In our view, this approach is preferable to using a blended approach that combines external bond
issuance weighting (the preferred approach according to para 284 of the draft decision) for years
from 2026 with auxiliary approaches for weighting prior years. Using a variant of Ofgem’s

4 While it is not made explicit in the draft decision, we understand BNetzA's support of using the latest data to mean
that it will calculate the cost of debt index for TSOs ex post taking into account actual data from the year to which it
applies. Doing so allows BNetzA to take into account the largest amount of actual data and best reflects the desire
for up-to-date data.

50 As part of its RIIO-ED1 decisions, Ofgem used a so-called ,trombone” (Posaune) index that started as a 10-year
average before adding additional years until it became a 20 year index 10 years later. At that point Ofgem started
dropping the oldest year and replacing it by the latest year. Ofgem chose that index because it wanted to use a
longer averging index than available data would support at the time of inception. To make use of whatever data was
available, Ofgem started short and then expanded as more data became available. See e.g.
https://www.ofgem.gov.uk/sites/default/files/docs/2014/09/overview_of_draft_determinations.pdf
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trombone index would also avoid some of the complexities associated with the approach(es) that
BNetzA has proposed as alternatives; especially when combining them with an approach that can
draw on (preferred) actual bond issuance for an expanding number of years over time.

Using the weighting applied to other TSOs (as para 285 seems to suggest as the preferred
second-best approach®') does not seem suitable for TenneT where actual external bond
issuance will be available for part of the reference period and should thus take precedence
over auxiliary methods once available. Simply using average bond issuance by other TSOs
before 2025 and then combining it with TenneT Germany'’s issuance post-2025 would lead to
an inconsistent set of weights because the average capex programme that the other TSOs need
to finance is different from TenneT's. However, in this case, they would be combined into a
single series to generate weights for each year. The approach would therefore not create a
consistent set of weights that could be used.

For the same reason, it would not be correct to use TenneT Holding issuance for years prior
to 2025 because TenneT Holding has to finance a significantly larger capex programme (the
combined German and Dutch programme) than what TenneT Germany has to finance. Hence,
using TenneT Holding issuance for pre-2025 years would overstate the weight given to earlier
years and create inconsistent weights.

During the 21 January webcast, BNetzA also seemed to bring up the idea of weighting by
investment those years where there is no external issuance. Doing so has the advantage of
considering externally verifiable and TenneT Germany-specific data throughout. However, for
consistency with the use of bond issuance weights from 2026 onwards and para 287, which
requires that only non-retired bonds be considered, two adjustments need to be made to
investment values considered.

— As years from 2026 are weighted by debt issuance rather than total capital need, the same
weighting needs to be applied to pre-2025 data. Hence, rather than weighting pre-2025
years by investment, they need to be weighted by the notional debt-financing needs, i.e.
60% of total investment given BNetzA's assumption of a 60/40 capital structure.

— As BNetzA only wants to consider bonds that have not yet expired (para 287), it will also
need to consider a cut-off date; with investments needs having arisen prior to that date
being treated as having expired. The TSO submission shows that the average maturity of
loans and bonds included in the reference index used by BNetzA to date has been 1 to 5
years (loans) and 8.6 years (bonds). In light of this, the 7-year averaging window that is
being used for DSOs can be considered a useful indicator here as it would also allow
BNetzA to have transitioned to a preferred fully external issuance weighted index for
TenneT before the end of the first “regulatory period” under the new regime; limiting the
impact of and time for which any such transition mechanism needs to be used.

51

Para 285 mentions ,es wird ein arithmetisches Mittel aus den Gewichtungen der Fremdkapitalzinssdtze der anderen
Ubertragungsnetzbetreiber bestimmt”. The wording here seems somewhat ambiguous on whether actual yields
(Zinsséatze) faced by the other TSOs will be weighted or whether actual issuance by other TSOs will be used to
weight the reference yields on the broader indices calculated for different years. In light of para 288, we assume the
latter is intended as there does not seem to be any reason to move from a reference yield approach based on
indices to one based on the actual cost of other TSOs
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BNetzA has stated a preference for using external debt issuance to weight the COD index where
possible (para 284). In the case of TenneT where external issuance will become available from 2026
onwards, doing so forces BNetzA to choose between starting with a relatively short data series and
expanding it or using a second-best blended solution for a transition period. We believe that there
are strong arguments for following Ofgem'’s lead and using a “trombone” (Posaunen) index that
expands the averaging period as more data becomes available rather than relying on a mix of
actual issuance and imperfect substitutes.

The measures described in this chapter can support the competitiveness of the future German TSO
regulatory framework but cannot replace the need for a competitive ROE allowance.

7. Concluding remarks

We appreciate the opportunity to comment on the Bundesnetzagentur's (BNetzA) draft
determination regarding the regulatory framework for electricity transmission system operators
published on 10" December 2025. We also commend the improvements BNetzA has already
instituted to the RP4 framework to support TSOs' ability to deliver their outsized capex programme
required to deliver the energy transition. We welcome BNetzA's recognition of German TSOs'
unprecedented capex programmes and the desire to provide a regulatory regime capable of
attracting investment.

As acknowledged by BNetzA, from an investor perspective the combination of different regulatory
parameters have to result in an allowed return on capital that is competitive in comparison to
alternative investment opportunities. Overall, parts of the present proposal are definitively steps in
the right direction. However, we find that — perhaps inevitably — the current proposal cannot fully
mitigate the additional equity risk arising from the unprecedented capex programme. We
therefore see the need to include a number of improvements in the final decision including:

* A premium on the baseline return on equity to recognise the exceptional capex challenge
faced by German TSOs and that the proposed regime (perhaps inevitably) does not remove the
capex-related risks from equity investors in full, requiring a premium relative to DSOs.

* A cost of debt allowance that is based on i) an index with a 15-year maturity reflective of
efficient TSO issuance, ii) efficient issuance costs where not otherwise covered by allowances
and iii) based on a uniform rating across TSOs to avoid biasing financing strategy towards
undue risk taking that has the potential to endanger system stability.

* An approach to the cost of debt allowance for TSOs (like TenneT) who will only have a limited
track record of external bond finance when the fifth regulatory period begins that prioritises
available data on external issuance over imperfect proxy methods.

* A more symmetric approach to efficiency assessment that rewards efficient delivery with
outperformance rather than operating as a "downside only” scheme. In addition, a clear
commitment to limiting any cost cuts derived from the ex-post assessment of opex and capex
to future years and a similar commitment to be transparent, well-justified and subject to a high
evidentiary threshold for any cost challenge. In this context, we welcome BNetzA's confirmation
in the 21 January webinar that efficiency assessments will be applied on a forward-looking
basis only and suggest that this clarification be codified in the final decision in writing.
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However, a commitment to limit the impact of a “"downside only” scheme cannot compete with
international schemes, which allow for both downside and upside on efficiency assessments.

» Clarification of the proposed approach to the “substantial” acceleration incentive that provides
TSOs with a clear path of what kinds of achievements within the TSOs’ sphere of influence will
be rewarded under the scheme.

» A continuation of the tried and tested concept of the regulatory account that provides
symmetric protection to users and network operators as well as better tariff stability than the
proposed new mechanism.

In addition to the elements that form part of the TSO framework decision, we would like to
reiterate the importance of a baseline return on equity that meets European standards and does
not undermine the communicated “structural uplift” even before country specifics are taken into
account.

In light of the substantive new evidence presented by TSOs and us, we encourage BNetzA to
conduct dedicated expert sessions on i) the implementation and level of a capex premium on the
return on equity and ii) the COD weighting and rating approach to allow for a more detailed
assessment.

We would like to once again express our sincere gratitude to BNetzA for the opportunity to share
insights reflecting the investors’ perspective on the draft framework determination for the future
TSO regulation. We appreciate the collaborative spirit of this consultation process and remain at
your disposal for any questions or further discussions to support the development of a robust
regulatory framework.
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