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Infrastructure and Project Finance

Electricity Supply Board (ESB)

Regulatory and company measures mitigate large investment
programme’s execution and financing risk

In December 2025, the Commission for Regulation of Utilities (CRU), Ireland's utility
regulator, published its Final Determination (FD) for the country's electricity networks for
the 2026-30 regulatory period (PR6), the largest of which — onshore transmission and
distribution — are owned by ESB Networks (ESBN), a significant business within Electricity
Supply Board (ESB) (A3 positive). For ESBN, the regulatory approach remains very stable and
predictable, while regulatory measures designed to facilitate the substantial step-up in an
already large network investment programme affirm our view of supportive regulation.

» Further step-up in investment programme. ESBN's base cost allowances under PR6
are around €12 billion (in 2024 prices), around 60% higher than in the prior regulatory
period (PR5), with the greatest increase in transmission capex (150%). However, cost
allowances could increase by €4.5 billion if all contemplated load-related projects are
delivered. Under this scenario, ESBN's capex in PR6 would exceed its current opening
Regulatory Asset Base (RAB).

» Regulatory measures reduce capex execution risk. The new Agile Investment and
Monitoring Framework provides ESBN with greater flexibility and autonomy in adjusting
its investment programme and should help secure supply chains and reduce risk.

» Cost recovery decisions will help key credit metrics. While growth in ESBN'’s
operating cash flow will continue to lag RAB growth under PR6 — because of the long
asset lives of most networks investments (45-50 years) and deferred cash returns under
the real returns framework — a growing share of faster-recovering investments, supportive
regulatory measures, a sizeable recent equity injection from the Government of Ireland
(Aa3 positive) and a planned reduction in distributions should enable ESB to maintain a
solid financial profile.

» Relaxation of key performance targets reduces risk of material penalties. We
expect ESBN to earn net rewards on incentives if it maintains its strong performance
on non-network reliability metrics. Our expectation reflects the significant relaxation of
network reliability targets for PR6, carrying the largest rewards and penalty, which broadly
align with outturn performance in the current control.

» Evolution of ESB's business risk profile will depend on the execution of planned
networks and renewables investments. Regulated electric networks typically account
for two thirds of ESB’s EBITDA, with electricity generation making up the majority of the
residual. The evolution of this percentage over the period to 2030 will depend on the
level of realised capex in electricity networks, prevailing commodity prices, and the rate
and type of renewable capacity additions.


https://moodysanalytics.fra1.qualtrics.com/jfe/form/SV_6nSiBDZYONp8Y7Q?pubid=PBC_1475087
https://www.moodys.com/entity/2284/overview
https://www.moodys.com/entity/2284/overview
https://www.moodys.com/entity/423933/overview
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Further step-up in investment programme

The PR6 Final Determination (FD) presents a substantial step-up in network investment to support the Republic of Ireland’s objectives
—outlined in its Climate Action Plan — on decarbonisation, electrification, security of supply, asset renewal and resilience to severe
weather events.

The PR6 framework is centered on an enhanced and expanded Agile Investment and Monitoring Framework (AIMF), which builds on
the Agile Investment Framework (AIF) from PR5. The framework sets out a baseline investment programme that is incorporated into
allowed revenues and customer bills, while also providing preapproved funding for incremental projects — primarily capex — as the need
for and cost visibility of such investments becomes clearer during PR6 (high case). The FD clarifies that these additional allowances

do not represent a binding cap. Efficient and well supported expenditure can be accommodated either during the period or through
subsequent review, a credit positive given the limited visibility of prevailing supply chain and costs for less mature projects.

ESBN's FD includes regulatory cost allowances for around €12 billion under the base case (all figures in 2024 prices), around 60% above
PRS outturn levels. Under the high case, expenditure allowances could rise to over €16 billion, more than 2.2x PR5 outturn expenditure
(Exhibit 1). The net base capex programme of €8.3 billion represents around 70% of ESBN's current RAB (€12 billion), with the high
case programme exceeding this.

Approval of approximately €2 billion (base case) to €3 billion (high case) of transmission allowances is conditional on delivery of the 29
highest priority transmission projects, representing around 22% of ESBN's total capex programme. On the distribution side, almost half
of baseline capex (€5.9 billion) relates to a broad network reinforcement programme of over €2 billion in the base case, alongside asset
renewal and smart metering programmes of around €650 million each.

Exhibit 1
Capex allowance would increase from already elevated levels under the high case
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The FD baseline cost allowances remain below ESBN's request, particularly for its distribution business, where the largest gap

relates to planned maintenance. Despite an increase in regulatory allowances between the draft and final determinations, reflecting
additional evidence submitted by the company (for example, on cost drivers and system requirements), baseline operating and capital
expenditure allowances in distribution are around 13% and 15%, respectively, below ESBN's request.

This gap narrows to 7% and 4% under the high case, reflecting that most of the disallowances relate to scope (i.e., the CRU not
sanctioning allowances in the project(s)), rather than a cost efficiency challenge. As a result, we believe the risk of unfunded overspend
is limited.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Regulatory measures reduce capex execution risk

The AIMF enables ESBN to adjust the pace and scale of its investment programme during PR6 by allowing expenditure and associated
revenues to evolve in response to changes in scope, priorities and delivery pathways. Under the framework, ESBN's internal governance
structures have primary responsibility for identifying and approving additional allowances, which are subsequently allowed by the
regulator, subject to submission documentation being complete and well-justified. During the control, the CRU will continue to carry
out monitoring, reporting and oversight functions, with formal reopeners applied on a targeted basis where well-supported proposals
are brought forward. Access to additional allowances is through annual submissions, supported by evidence of progress on the baseline
programme and the company’s ability to deliver incremental investment. The CRU will continue to undertake its ex-post capex review
to ensure expenditure has been efficiently incurred (see below).

The streamlined approach will support investment amid competition for supply chain capabilities and facilitate timely delivery.
The framework operates through a predefined set of flexibility mechanisms across three main categories (Exhibit 2):

» Sector-wide reopeners, allowing additional allowances or reallocations upon company requests, with most of these subject to a
materiality threshold;

» Specific reopeners for schemes with particularly uncertain costs or requirements, covering around 23% of distribution baseline
capex and 46% of transmission baseline capex; and

» Volume drivers, used where unit costs are predictable ex-ante but activity volumes are uncertain, and which apply to almost 40% of
distribution baseline capex.

Exhibit 2
Material funding for reopeners will drive realisation of the high case
Illustrative application of AIMF to ex-ante allowances

mBaseline = Reopener x (scheme-specific) mReopener y (scheme-specific) = Reopener z (sector-wide) = Volume drivers m High case

Baseline AIMF - additional in-period allowances High case

[1] Annual submission windows apply to multiple reopeners
Source: CRU

Compared with PRS, receipt of approved regulatory allowances is more explicitly conditioned on project delivery through the
introduction of formalised delivery obligations (DOs). DOs ring-fence funding for strategic projects and programmes covering around
24% of distribution and 74% of transmission baseline capex, including the 29 highest priority transmission schemes, thereby linking
allowances to deliverables and enhancing regulatory certainty.

However, ESBN still retains greater flexibility than some peers, including UK water companies, over how it executes its programme
because the CRU has not introduced time-based incentives.
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Consistent ex-post approach supports regulatory stability

As in previous controls, the CRU will conduct an ex-post review of expenditure and continue to allow only efficiently incurred costs.
ESB will therefore bear 100% of any inefficient overspend and retain 100% of any underspend, provided that DOs or other specified
outputs have been met. The CRU will also retain its five-year rolling retention mechanism to incentivise capex efficiency.

Although outturn figures for 2024 and 2025 were still estimates at the time of the FD, the CRU provisionally allowed all ESBN
expenditure incurred during PR5." On the distribution side, the CRU allowed around €114 million of additional controllable opex as
requested by ESBN (about 7% above the ex-ante allowance). On cape, it recognised the justification for underdelivery relative to ex-
ante allowances on both the distribution and transmission programme (6.5% and 9% below baseline, respectively).

The PR6 determination process is consistent with the CRU's track record of supportive and predictable regulation, combining a
constructive ex-post review with an expanded suite of flexibility mechanisms suited to managing the scale and uncertainty of the PR6
investment programme.

Cost recovery decisions will help key credit metrics

Most of ESBN's network investments are depreciated over a very long period (a 45- and 50-year asset life is used for most distribution
and transmission assets). As a result, depreciation on newly commissioned assets provides only limited support to operating cash

flow during periods of elevated capital spending. The drag of slow cost recovery on operating cash flow is further accentuated by the
deferral of cash returns under the real returns framework.

However, the PR6 distribution network investment programme includes a material proportion of faster depreciating asset categories,
which mitigates this effect. Around 30%-40% of planned distribution capex relates to assets depreciated over 15 years or less, mainly
smart metering and IT systems (system control and other ancillary services) — both around €0.7 billion. Together, these investments
account for around 14% of ESB distribution's opening asset base. While the transmission investment programme almost entirely
comprises long-life network assets, on an aggregate basis we expect cost recovery, expressed as regulatory depreciation over RAB, to
marginally accelerate over PR6.

Similar to electricity transmission operators in Great Britain, ESBN has proposed shortening regulatory asset lives to better reflect the
scale of network investment and evidence of earlier asset replacement cycles. ESBN estimates that unrecovered asset values linked
to early replacement could amount to €394-€778 million, and we understand the CRU is assessing whether these costs could be
recovered in PR6, a credit positive if implemented.

Remuneration of working capital boosts operating cash flow

Allowed returns are 20 basis points (bp) higher in PR6 than PRS (4.00% compared with 3.80% (both real, pre-tax)). This small increase
reflects a higher regulatory cost of debt allowance, which more than offsets a small decline in allowed equity returns (Exhibit 3). If
actual funding costs are in line with the CRU's allowance, the increase in ESBN's EBITDA from the higher allowed return will not boost
funds from operations (FFO).

However, the introduction of a working capital mechanism for PR6 provides an additional (and sizeable) source of operating cash flow.
We estimate this mechanism is equivalent to a 10-15 bp increase in the allowed WACC. Together with the CRU’s continued approach
of “aiming up” in its WACC calculation through the use of the 67th percentile of the range estimated by its economic consultants, this
reinforces our view that the regulatory framework remains supportive (Exhibit 4).
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Exhibit 3

Uplift for inflation expectations accounts for most of the increase
in weighted average cost of capital (WACC)

Allowed returns evolution from PR5 to PR6
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Exhibit 4

PR6 allowed equity return compares favourably with recent
decisions

Allowed equity returns for electricity networks across Rol, NI, GB (all

figures real, post-tax)
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Source: CRU

Recent equity injection will support maintenance of ESB's solid financial profile through PR6

In advance of delivering its large investment programme in PR6, the Government of Ireland, ESB's owner, provided the company with
a €1.5 billion equity injection in December 2025 (the government made the commitment in July, alongside the publication of its
National Development Plan). We estimate that this capital will effectively pre-fund the baseline investment programme.

In addition, ESB agreed a revised dividend policy with the government, reducing distributions to 30% of adjusted profit after tax from
the previous 40%, which ESB estimates will boost retained cash flow by over €300 million over PR6. While ESBN could require up

to €500 million of net equity injections from ESB to maintain gearing in line with regulatory assumptions (55%) if PR6 investment
outturns are at the high case, this could be met from the planned hybrid issuance. The reduction in the group's required distributions
also provides scope to meet part of these funding requirements from operating cash flow generated by its other businesses.

Relaxation of key performance targets reduces risk of material penalties

Performance incentive rewards or penalties affect operating cash flow with a two-year lag. While the maximum rewards and penalties
on performance incentives represent a similar portion of ESBN's RAB in PR6 as in PR5, we expect the company to earn higher net
rewards in PR6. Our expectation reflects the significant relaxation of regulatory targets on the largest performance incentives, network
reliability, to levels comparable with ESBN's actual performance in PR5 (Exhibit 5, 6); and the continuation of most PRS incentives into
PR6 with similar targets, where ESBN has a demonstrated track record of strong operational performance.

Over PR6, ESBN's annual maximum exposure to performance incentives averages around €80 million (or 4% of revenue). Reliability
incentives for the distribution business, linked to unplanned outages measured through Customer Minutes Lost (CMLs) and Customer
Interruptions (Cls), account for more than a third of this total exposure (€29 million in real 2024 prices).

1 April 2026
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Exhibit 5
Introduction of deadbands reduced penalty risk...
Unplanned Outage Duration - Customer Minutes Lost
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Exhibit 6

...while requiring strong improvements from historical
performance to unlock rewards

Unplanned Outage Frequency - Customer Interruptions
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ESBN earned modest net rewards during PR5, as significant penalties under these reliability measures offset rewards earned in other
areas (Exhibit 7). At the Draft Determination, the CRU proposed stretching reliability targets, which could have resulted in sizeable
penalties. However, the regulator softened these targets at the Final Determination, accepting ESBN's evidence of increased storm-
related damage and operational challenges. As part of this recalibration, the CRU introduced deadbands for CMLs and Cls, providing
ESBN with meaningful headroom in the early years of PR6 and making financial penalties under these measures less likely. With its
positive track record on other incentives, we believe ESBN is well positioned to earn net rewards over the period.

Exhibit 7
Strong rewards on other incentives partly offset by penalties on reliability measures
Aggregate ESBN evolution of earned rewards/penalties

2021 w2022 m2023 2024
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Sources: CRU and ESBN
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Evolution of ESB's business risk profile will depend on the execution of planned networks and
renewables investments

The PR6 determination is supportive of credit quality and provides ESB with good visibility over its electricity network investment
through 2030. The current regulatory period for its smaller electricity network operations in Northern Ireland (also spanning
transmission and distribution?) runs until March 2031.

ESBN regulated networks typically contribute around two thirds of consolidated ESB group earnings, with the remaining approximately
30% of EBITDA generated by non-network activities, mainly electricity generation. The evolution of these percentages, and in turn
ESB's business mix, over the period to 2030 will depend on the level of realised capex in electricity networks, prevailing commodity
prices, the pace of renewable additions and the resulting shift toward more contracted, less volatile generation earnings.

We expect ESBN's EBITDA to grow significantly during PR6, mainly driven by expanding RAB through higher regulatory depreciation
and allowed returns. On our estimates, ESBN EBITDA could increase to around €1.7-€1.9 billion by 2030 from €906 million in 2025
(Exhibit 8). Full utilisation of additional capex allowances under PR6 could further increase the relative contribution of ESBN earnings
to the group mix by over 5%, lifting aggregate networks earnings (including NIE Networks) to around 75% of group EBITDA.

ESB's generation and trading EBITDA averaged around €510 million across 2024-25. As of December 2025, ESB's owned share of
installed capacity of 6.3 gigawatts (GW) includes 2 GW of renewables and zero-carbon generation. The group's latest plan (covering
2026 to 2030) includes 4 GW of installed renewable capacity and 63% zero-carbon generation by 2030, supported by planned
renewable investment of €3 billion. We believe ESB has good line of sight on reaching around 3.7 GW by 2030, based on awarded
subsidies and committed investment decisions on new projects (Exhibit 9).

Given the long lead times for delivering new renewable projects (particularly offshore wind) from the development pipeline, ESB is
likely to fall short of its prior 5 GW target. Absent inorganic growth or a sustained increase in commodity prices, we do not expect
generation and trading earnings to grow at the same pace as regulated network earnings over the period to 2030.

As a result, we expect the quality of group earnings to improve, driven by a higher contribution from regulated networks and a growing
share of contracted earnings in the generation segment. These developments will also contribute to reducing ESB's carbon transition
risk.

Exhibit 8 Exhibit 9
ESB's EBITDA from network activities will exceed €2 billion by 2030 Renewable generation organic growth may fall short of the 5 GW
Networks EBITDA evolution by 2030 target
ESB Renewable capacity, installed and perspective
mESBN (base case) = NIE Networks = ESBN (high case uplift) mOffshore wind ~ mOnshore wind  WHydro  mSolar  mBattery
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Sources: CRU and ESB “Committed or awarded subsidy” data based on 2024 published information
Source: ESB

Endnotes

With the exception of €9.7 million in miscellaneous distribution opex items.

1
2 See Northern Ireland Electricity Network's significant capex plans will only modestly raise parent ESB's leverage, 7 March 2024
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