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Research Update:

Statkraft AS Upgraded To 'A-', Oft
CreditWatch On Likelihood Of Government
Support; Outlook Negative

Overview

« W recently revised our nmethodol ogy for rating governnent-rel ated
entities.

e W are raising our long-termcorporate credit rating on Norway-based
utility Statkraft ASto "A' from'BBB+ , and renoving it from
CreditWatch, where it was previously placed with positive inplications.

e The negative outl ook reflects our expectation of a weakening of
Statkraft's business and financial risk profile over the near to medi um
term due to the conpany's expanded i nvestnent program

Rating Action

On Cct. 22, 2009, Standard & Poor's Ratings Services raised its |long-term
corporate credit rating on Norway-based utility Statkraft ASto 'A"' from
"BBB+', and renoved it from CreditWatch, where it was placed on June 30, 2009
with positive inplications. At the sane tine, the short-termcredit rating was
affirmed at ' A-2'. The outl ook is negative.

We al so raised the long-termcorporate credit rating on the parent
conpany, Statkraft SF, to 'A-' from'BBB+ , and renmoved it from CreditWtch
where it was al so placed on June 30, 2009, with positive inplications. The
short-termcredit rating was affirmed at 'A-2'. The outlook is negative.

Rationale

The upgrade reflects our revised nethodol ogy for rating governnent-rel ated
entities and our opinion that there is a "noderately high" |ikelihood that the
Nor wegi an government will provide tinely and sufficient extraordi nary support
to Statkraft in the event of financial distress.

This is based on our assessment of Statkraft's:

e "Inportant” role, based on the conpany's vast donestic hydropower
resources, which are viewed as highly strategic to Norway's power supply.
Anot her strategic objective for Statkraft is to secure, and devel op
Norway' s conpetencies within renewabl e energy.

e "Strong" link, based on the full state ownership of Statkraft, and in our
view renote risk of privatization. Although Statkraft's board of
directors is formally independent, and the managenment is relatively
aut ononmous, we believe that the governnment retains a strong influence
over high-level strategic decision naking.
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We consider Statkraft's business risk profile to be strong, reflecting the
group's position as the third-largest Nordic power generator; its conpetitive,
| ow cost hydropower generation; its holdings in downstreamelectric utilities;
and its 100% state ownership. These factors are offset by Statkraft's
significant financial risk profile resulting fromthe inherent volatility in
t he conpany's generation earnings and an aggressive dividend policy; a
significant investnent program partly directed into higher-risk countries;
and large mnority stakes in electric utilities, which limt access to cash
fl ow.

Statkraft has asked its sharehol der, the Norwegian Mnistry of Trade and
I ndustry, for a Norwegian krone (NOK) 8 billion capital injection, alongside a
request for a |l ess aggressive dividend policy, targeting dividends between
50% 75% of net profit (fromthe current 75% 100% . W expect these neasures,
if inmplemented, to strengthen Statkraft's equity by about NOK27 billion until
2015, partly offsetting the negative effects of the conpany's expanded
i nvestment program which will be partly debt-funded. As indicated in the
draft state budget for 2010, a pending review of Statkraft's proposal appears
to be linked to a review of the conmpany's strategy, which is being
si mul taneously undertaken by the ministry. At this point, the extent to which
the governnent is prepared to support Statkraft through the proposed neasures
remai ns unclear, as well as any strategic inplications fromthe review W
will closely nonitor related devel opments and their ultimate inmpact on
Statkraft's stand-alone credit profile, which is currently assessed at ' BBB'.

Short-term credit factors
The short termrating is "A-2'. W consider Statkraft's liquidity to be
adequate. As at June 30, 2009, the conmpany had an on-bal ance-sheet cash and
liquidity position of NOK19.3 billion, access to an unused NOK5 billion
mul ti-currency revolving credit facility maturing in 2012, an unused NOK3
billion multi-currency revolving credit facility maturing in 2013, and NOK400
mllion in unconmitted bank |ines. This conpares with short-term debt of
NCOK10.4 billion at the same date. The build-up of a significant cash position
at the end of the second quarter of 2009 was due to the 2008 dividend of NOK10
billion which will be paid out during the second hal f of 2009. The
extraordinarily high dividend is expected to be paid in installnments in July,
Sept enber, and Decenber, to mininmze the strain on Statkraft's liquidity.
Statkraft's cash flow generating ability will be tenpered by its
anbi ti ous investnent program which includes significant capital expenditure,
as well as potential acquisitions of ownership stakes in minority-owned
downst ream operati ons. Free operating cash flow generated in the 12-nonth
peri od ended June 30, 2009 was strong at NOK12.5 billion. However, the
announced increase in capital spending is likely to result in weaker free
operating cash flow over the near to mediumterm Covenants in Statkraft's
borrowi ng arrangenments relate mainly to restrictions regarding indebtedness at
group subsidiaries. Sone covenants also relate to governnent guarantees and
owner shi p.
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Outlook

The negative outl ook reflects our anticipation of a weakening of Statkraft's
busi ness and financial risk profile over the near to mediumterm due to the
conpany's expanded investnent program which will be partly debt funded, and
which is partly directed to higher-risk countries.

The ratings could be | owered shoul d any neasures to strengthen
Statkraft's capitalization fail to sufficiently offset the inpact of the
pl anned increase in investnent on the conpany's stand-al one credit profile.
They could also be |owered following a | onger period of low electricity
whol esal e prices, resulting in a weaker-than-expected earnings performance, as
wel | as on signs of any weakeni ng of governnment support.

W nay revise the outlook to stable, should Statkraft receive adequate
financial support fromits sharehol der to undertake its planned investnent
program or should the size and scope of the program be significantly
noder at ed.

Related Research

Enhanced Met hodol ogy And Assunptions For Rating Government-Rel ated Entities,
June 29, 2009
Principles O Corporate And Government Ratings, June 26, 2007
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