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Summary:

Statkraft AS

Credit Rating: A-/Stable/A-2

Rationale

The ratings on Norwegian state-owned utility Statkraft AS, the third-largest Nordic power generator, reflect

Standard & Poor's Ratings Services' assessment of the group's stand-alone credit profile (SACP) at 'bbb', which is

based on a "strong" business risk profile and a "significant" financial risk profile. They further reflect our opinion

that there is a "moderately high" likelihood that the Norwegian government would provide timely and sufficient

extraordinary support in the event of financial distress. As a result, the ratings benefit from two notches of uplift

from the SACP.

Statkraft's business risk profile is underpinned by the group's dominant market position in Norway and leading

position in the Nordics, its competitive and flexible hydropower generation asset base, and its prudent strategy of

selling forward its electricity generation output. Moderating factors, in our view, include the inherent volatility of

Statkraft's earnings' generation as a result of its exposure to weather-dependent hydropower, volatile wholesale

power prices, and potential chronic oversupply of power in the Nordic region over the medium term, as well as a

significant investment program that is partly weighted toward higher risk emerging markets.

The group's financial risk profile is primarily constrained by what we view as an aggressive dividend policy and our

expectation of negative free operating cash flow (FOCF) in the next few years, owing to a large investment program.

These weaknesses are mitigated by our expectation of ongoing financial support from its 100% owner, the

Norwegian state, and strong financial flexibility through the 4.17% shareholding in E.ON AG (A/Negative/A-1).

We also recognize that the group's investment plans are flexible, and that it could postpone growth-related

investments during difficult times.

Statkraft is 100% state owned. We believe that there is a "moderately high" likelihood that the Norwegian

government will provide timely and sufficient extraordinary support to Statkraft in the event of financial distress.

This is based on our assessment of Statkraft's:

• "Important" role, in light of its vast domestic hydropower resources, which we view as highly strategic to

Norway's power supply. Another strategic objective for Statkraft is to secure and develop Norway's competencies

within the renewable energy sector; and

• "Strong" link based on full state ownership and our belief that the risk of privatization is remote. Although

Statkraft's board of directors is formally independent, and management is relatively autonomous, we believe the

government retains a strong influence over high-level strategic decision making.

S&P base-case operating scenario

In our base-case assessment, we anticipate that Statkraft's adjusted EBITDA in 2012 will remain relatively

unchanged from about Norwegian krone (NOK) 11 billion (€1.45 billion) in 2011. We assume that pressure on

Nordic power prices will be mitigated by higher production volumes, higher volumes from long-term contracts, and

the group's active hedging strategy.
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The lower Nordic power prices are primarily the result of milder weather, higher hydro reserves, and pressure on

carbon dioxide prices. These factors are likely to continue to pressure power prices in the near term. At the same

time, high hydro reservoir capacity will also support Statkraft's hydropower production volumes, and we believe

that Statkraft's position as a flexible low-cost power producer will support solid profitability, with an EBITDA

margin in the 45%-50% range over the near term.

Statkraft has embarked on an ambitious capital expenditure program, where it aims to invest NOK70

billion-NOK80 billion between 2011 and 2015. Up to 50% of these investments are directed toward hydropower

projects in emerging markets, mainly in Southeastern Europe, but also in Asia and South America (through its

60%-owned subsidiary SN Power, not rated). Although these investments carry project risks, they are nevertheless

mitigated by Statkraft's extensive use of local partners in the investment phase.

S&P base-case cash flow and capital-structure scenario

In our base-case assessment, we assume that Statkraft's funds from operations (FFO) will largely follow EBITDA

development in 2012, and thus remain relatively unchanged from the about NOK9 billion in 2011. We anticipate,

however, that Statkraft's large investment program, together with high dividend payments, will lead to large

negative discretionary cash flows over the next few years. We think this deficit is likely to be financed by additional

debt because the government is unlikely to increase additional equity in the short term--although we do not exclude

such an action over the medium to long term. As a result, debt could increase significantly over the next few years,

although we think the magnitude would depend on Statkraft managing to fully execute its investment plan.

Nevertheless, we expect the group will be able to maintain an adjusted FFO-to-debt ratio of between 18%-20%

throughout the forecast period, as we also note that the investment plans are flexible.

Liquidity

The short-term rating is 'A-2'. We consider Statkraft's liquidity to be "strong" under our criteria, supported by our

view that Statkraft's liquidity sources will exceed its funding needs by about 1.5x in the next 12 months, and that

the group has a strong relationship with banks and high standing in credit markets.

As of March 31, 2012, we estimate Statkraft's liquidity sources to be close to NOK29 billion. These include:

• Cash balances of NOK7.8 billion, although part of this was restricted cash;

• An unused committed multicurrency facility of NOK12 billion maturing in 2017; and

• Annual FFO of about NOK9 billion.

We estimate Statkraft's liquidity needs over the next 12 months to be about NOK20 billion, including:

• Significant capital expenditures (including investment in associates) of more than NOK10 billion annually in the

next three years;

• Dividends of about NOK5.0 billion annually, which are in line with the Norwegian government's aggressive

dividend policy of 75%-100% of reported net profit; and

• Debt maturities of about NOK5 billion.

Furthermore, financial flexibility is supported by the minority share in E.ON AG, which is listed on the Frankfurt

stock exchange. At the beginning of June 2012, the stake was valued at about €1.2 billion (NOK9.2 billion) based

on the E.ON share price.

Covenants attached to Statkraft's borrowing arrangements relate mainly to restrictions regarding indebtedness at
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material group subsidiaries and to government ownership.

Outlook

The stable outlook reflects our expectation that Statkraft's financial risk profile will remain in line with our

expectations for the ratings and that the group will actively manage its investments to protect its credit measures.

Taking into account the ongoing support from the government, we consider a ratio of FFO to debt of 18%-20% to

be consistent with the current ratings.

The ratings could come under pressure as a result of a gradual deterioration of Statkraft's business risk profile over

the longer term. This could result from the group's significant investment program and the attached execution risks.

In addition, we note that the program will be partly implemented in what we regard as high-risk countries.

We could also lower the ratings if a lengthy period of low electricity wholesale prices or poor hydro-availability

resulted in a weaker-than-expected earnings' performance, or if we see that the likelihood of government support

decreasing. The latter could result from a significant dilution of state ownership--a possibility that we view as

unlikely, even over the long term.

Ratings upside could materialize if there is an unexpected change to the group's financial strategies and targets,

which would include a focus on maintaining higher credit metrics than those currently factored into the ratings. We

would consider a ratio of adjusted FFO to debt of more than 25% on a sustainable basis as commensurate with a

higher stand-alone credit profile.

Additional Contact:
Infrastructure Finance Ratings Europe; InfrastructureEurope@standardandpoors.com
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