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Research Update:

Norwegian Utility Statkraft AS Outlook To

Stable From Negative On Expected Capital
Increase; 'A-/A-2' Ratings Atfirmed

Overview

« The governnment of Norway has announced its intention to support
state-owned utility Statkraft AS with a Norwegi an krone 14 billion
capital increase to help fund the group's sizable investnent program

* W are revising our outlook on Statkraft to stable from negative.

» The stable outlook reflects our view that Statkraft's credit netrics are
likely to remain within our expectations for Statkraft's stand-al one
credit profile, which we currently assess at 'bbb'.

Rating Action

On Nov. 30, 2010, Standard & Poor's Ratings Services revised its outl ook on
Nor wegi an state-owned utility Statkraft AS to stable fromnegative. At the
sane tinme, the "A-' long-termand 'A-2' short-termcorporate credit ratings
were affirmed.

Rationale

The rating actions reflect the Norwegi an government's recent announcenent that
it has subnmitted a proposal to parliament (Stortinget) to strengthen
Statkraft's capital base with a Norwegian krone (NOK) 14 billion (about €1.7
billion) equity injection. The Ki ngdom of Norway (AAA/ Stable/A-1+) owns 100%
of Statkraft. The proposal is |likely to be discussed and voted on in
Stortinget within the com ng weeks. W believe there is a strong |ikelihood
that the announced capital injection will be conpleted. Should the capita

i ncrease unexpectedly fail, we would expect nanagenent to inplenment other
nmeasures, such as anmending its investnment plan and making divestnents, to
strengthen Statkraft's financial profile.

A successful equity increase could, in our view, lead to a sustained, albeit
nodest inprovenent of Statkraft's financial risk profile. W believe that
Statkraft is likely to upsize its investment programin the com ng years,
which is likely to largely counterbal ance the positive contribution to credit
metrics resulting fromthe capital increase.

The ratings reflect Statkraft's position as the third-Iargest Nordic power
generator, its conpetitive and fl exi bl e hydropower generation asset base, and
full state ownership. W also view positively the Norwegi an governnent's
recent announcenent that it intends to contribute NOK14 billion to Statkraft
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through a capital increase. This, we believe, is a strong comitnent of
ongoi ng support fromthe governnent and will, if inplenented, allow Statkraft
to inplement its large investnment program wi thout damaging its financial risk
profile.

These factors are offset by the inherent volatility of Statkraft's earnings
generation as a result of its exposure to hydropower and whol esal e power
prices, a significant investnent program high tax rates, and the group's
aggressive dividend policy. Furthernore, large minority stakes in electric
utilities limt Statkraft's access to cash flow fromthese hol di ngs, and sone
of its growth investnents are in higher-risk countries, in our view, which
could wei gh on our assessnent of the group's business risk profile.

The group's | arge nunber of hydropower stations and huge reservoirs mtigate

the significant share of weather-sensitive hydropower in its power generation
portfolio. In addition, Statkraft has hedged a | arge proportion of its power

out put through bilateral contracts with industrial clients or through the

Nor di ¢ power exchange.

We currently assess Statkraft's stand-alone credit profile at 'bbb'. In our
opinion, there is a "noderately high" l|ikelihood that the government of the

Ki ngdom of Norway woul d provide tinely and sufficient extraordi nary support to
Statkraft in the event of financial distress.

In accordance with our criteria for governnent-related entities, our view of a
"nmoderately high" |ikelihood of extraordi nary government support is based on
our assessnent of Statkraft's:

* "lInmportant” role for the Norwegian econony, in light of its vast donestic
hydr opower resources, which we view as highly strategic to Norway's power
supply; and

o« "Strong" link with the Norwegi an governnent, its owner, and our view that
the risk of privatization is renote.

For the 12 nmonths ended Sept. 30, 2010, the ratio of adjusted funds from
operations (FFO) to debt inproved to 28% from 18% as of fiscal year ended Dec.
31, 2009. This largely reflects inproved profitability in the first nine
nont hs of 2010, particularly in the first quarter. Operating incone in the
near termis likely to be pressured by |ow hydro reserves in Norway, resulting
i n | ower hydroproduction vol unes.

Short-term credit factors

The short-termrating is "A-2'. W consider Statkraft's liquidity to be
adequate. As of Sept. 30, 2010, the conpany reported on-bal ance-sheet cash and
short-terminvestnents of about NOK5.7 billion, access to an unused NOK5
billion multicurrency revolving credit facility maturing in 2012, an unused
NOK3 billion multicurrency revolving credit facility maturing in 2013, and
NOK400 million in uncommtted bank lines. This conpared with short-term debt
of NOK6.9 billion as of the sane date. W believe Statkraft will look to
extend its credit facilities in the com ng quarters to mitigate refinancing
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ri sks.

Statkraft has a policy of holding liquidity (cash and comritted credit |ines)
to cover at least six nonths' of outflows, including the annual dividend
paynment, without external financing. Furthernore, financial flexibility is
strongly supported by the group's holding of a minority share in E. ON AG
(A/Stable/A-1), which is listed on the Frankfurt stock exchange. The stake was
val ued at about €1.9 billion (NOK15 billion) as of today's date, using the
current E.ON share price.

Covenants attached to Statkraft's borrowi ng arrangenents relate mainly to
restrictions regardi ng i ndebtedness at group subsidi aries and gover nment
guar ant ees and owner shi p.

Outlook
The stable outlook reflects our expectation that Statkraft's credit profile
will stabilize as a result of the NOK14 billion capital increase. W would

consi der an FFO-to-debt ratio of 15% 20% and only noderately negative cash
flows after dividend paynents to be consistent with the current ratings.

The ratings could conme under pressure as a result of concerns over a gradua
deterioration of Statkraft's business risk profile over the |onger term which
could result fromthe conpany's still-significant investment programwith its
attached execution risks. In addition, we note that the programw |l be partly
i npl enented in higher-risk countries. W would al so consider a negative rating
action if a prolonged period of low electricity whol esal e prices or poor hydro
availability were to result in a weaker-than-expected earni ngs perfornmance, or
if we see that the likelihood of governnent support were decreasing.

Any upside to the ratings would likely be the result of an unexpected change
to its financial strategies and targets, which would include a focus on

mai nt ai ni ng hi gher-than-expected credit metrics than currently factored into
t he ratings.
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