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Research Update:

Norwegian Power Company Statkraft Outlook
Revised To Stable On Resilient Performance;
Affirmed At 'A-/A-2'

Overview

• In our view, Statkraft AS has proven its ability to generate solid
earnings during difficult market conditions.

• In addition, as we anticipated, Statkraft has continued to implement
measures to support its financial position, including capital expenditure
cuts, divestments, and a cost-savings program.

• We are therefore revising our outlook on Statkraft to stable from
negative and affirming our 'A-/A-2' ratings on the company.

• The stable outlook reflects our expectation of stable earnings and credit
metrics, with funds from operations to debt above 20%.

Rating Action

On July 3, 2017, S&P Global Ratings revised its outlook on Norwegian
government-owned power company Statkraft AS to stable from negative. At the
same time, the 'A-' long-term and 'A-2' short-term corporate credit ratings
were affirmed.

Rationale

The outlook revision stems from Statkraft's stronger earnings in 2016 than we
expected and credit metrics in line with our forecast, with funds from
operations (FFO) to debt above 20%. The resilience in earnings has been
supported by Statkraft's proven ability to optimize its production of flexible
hydropower through the management of its large hydro reservoirs. This was
achieved by instantaneously adjusting production levels to changes in demand
and power prices, as shown in 2016 when production increased as power prices
strengthened.

In addition, the company's financial position has been supported by ongoing
measures, including the reduction of capital expenditure to Norwegian krone
(NOK) 5 billion-NOK6 billion (about €530 million) annually from NOK7
billion-NOK8 billion, primarily by postponing investments in international
markets. Statkraft also sold its U.K. offshore wind Dogger Bank projects (a
25% interest in 4.8 gigawatts) in March 2017, which generated a NOK256 million
gain, and its cost-savings program is on track to reduce costs by NOK800
million annually by 2018.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 3, 2017   2

1878249 | 302360840



At year-end 2016, Statkraft posted sales of about NOK51 billion and EBITDA of
about NOK14 billion, after our adjustments, and a record high 66 terrawatt
hours (TWh) of power generation.

Statkraft remains the third-largest power generation company in the Nordic
region. We consider its highly competitive, low-cost and flexible hydro power
production--with a cash cost of €7.29 per megawatt hour(/MWh)--as a key
strength, placing it far down on the merit order. This cash cost compares well
with average Nordpool power prices of €22/MWh-€25/MWh expected in 2017.
Statkraft's large water reservoir capacity, which is also Europe's largest at
about 40TWh, gives the group a comparatively high degree of flexibility.
Statkraft's European flexible-generation segment contributed 73% of the
group's EBITDA in 2016.

In addition, Statkraft's stable cash flows from fixed-price long-term
industrial supply contracts, corresponding to about 40% of annual mean
production of Nordic hydropower (18.5TWh–20TWh), protect it from short-term
price fluctuations by lending additional predictability to cash flows. These
contracts start expiring after 2020, which is beyond our outlook horizon, but
we expect they will be renegotiated, albeit most likely at lower levels.

Statkraft has a small share of district heating through 29 facilities in
Norway and Sweden that produce about 1TWh annually and represented 2% of
EBITDA in 2016. It also has significant plant and geographic diversity from
businesses outside the Nordics, including wind power in the U.K., although
there are plans to divest all remaining offshore U.K. wind assets. Further
potential divestments in the U.K. include a 30% stake in Dudgeon, 40% in
Sheringham Shoal, and 50% in the Triton Knoll project. We do not include these
divestments in our base case because the size and timing are uncertain. We
expect continued commitment to onshore wind assets with the current Norwegian
1,000MW Fosen project on track to be commissioned in 2018 and 2020 (Statkraft
owns 52.1%). The wind segment contributed 1% to EBITDA in 2016.

Further geographic diversity includes gas-fired power stations and hydropower
assets in Germany, and hydropower assets in Albania, India, Turkey, South
America, and Southeast Asia through SN Power, Statkraft's joint venture with
state-owned Norfund. In our view, these markets pose a higher risk than those
in the Nordic region, which could constrain Statkraft's business risk profile
in the future. The international power segment represented 9% of EBITDA in
2016.

We expect Statkraft's financial risk will be supported by its measures to
reduce capital expenditures, in addition to the ability to postpone growth
investments if needed. Furthermore, we foresee Statkraft receiving continued
support from its owner, the Norwegian government, in the form of a flexible
dividend policy. Therefore, in our base case, we assume credit metrics
commensurate with a significant financial risk profile, including FFO to debt
above 20% over our two-year outlook horizon. This ratio was 22.2% in 2016 and
we expect it will marginally decrease in 2017, partly due to lower power
prices and therefore also lower production levels.
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We believe there is a moderately high likelihood that the Norwegian government
would provide timely and sufficient extraordinary support to Statkraft in the
event of financial distress, reflecting our assessment of Statkraft's:
• Important role for the government, 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 with the government, which owns Statkraft, and our belief
that the risk of privatization is remote. Although Statkraft's board of
directors is formally independent and its management is relatively
autonomous, we believe the government retains a strong influence on
high-level strategic decision-making.

In our base case for Statkraft, we assume:
• Power prices in 2017-2019 will remain at €22/MWh-€25/MWh in the Nordic
region.

• Stable earnings of about NOK50 billion, supported by the ability to
adjust hydro power production to demand and power prices.

• Successful delivery of planned capital projects and annual cost savings
of NOK800 million by 2018.

• Capital expenditure of NOK5 billion-NOK6 billion in 2017-2018.
• Dividends of about NOK3.4 billion in 2017 and 2018.

Based on these assumptions, we arrive at the following credit measures:
• FFO to debt of 21%-22% in 2017 and 2018.
• EBITDA of NOK14.5 billion-NOK13 billion in 2017 and 2018.

Liquidity

We consider Statkraft's liquidity to be strong, supported by our view that its
liquidity sources will exceed its funding needs by at least 1.5x during the
next 12 months. We believe sources will cover uses even if EBITDA were to
decline by 30%. We also consider the group's strong relationships with banks
and its high standing in credit markets. Covenants attached to Statkraft's
borrowing arrangements relate mainly to restrictions on debt at material group
subsidiaries and to the government's ownership. Statkraft's borrowing
arrangements do not contain any financial covenants.

Principal liquidity sources:
• Reported cash balances of NOK10 billion as of March 31, 2017, although
part of this is restricted cash;

• An unused committed multi-currency facility of NOK10.1 billion maturing
in 2022; and

• Annual FFO of about NOK8 billion.

Principal liquidity uses:
• Significant annual capital expenditures of NOK5 billion-NOK6 billion by
our estimates;

• Debt of about NOK8 billion maturing in the next 12 months, followed by
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about NOK1 billion over the subsequent 12 months; and
• Payable dividends of about NOK3.4 billion over the next 12 months
followed by about NOK3.4 billion over the subsequent 12 months.

Outlook

The stable outlook on Statkraft reflects our expectation of stable earnings
and credit measures in line with our base case, with FFO to debt above 20%. We
assume that Statkraft's ability to adapt its hydropower production to current
power prices, high share of power generation under long-term contracts, and
cost-cutting program will help stabilize its performance. We also take into
consideration the flexibility of Statkraft's investment levels.

Upside scenario

We could raise the ratings if we observe Statkraft's credit measures
improving, with FFO to debt in excess of 25% on a sustainable basis. This
could occur, for example, through lower net investments, provided that these
could lead to a sustainably stronger financial position or
higher-than-expected contributions from business activities.

Downside scenario

We could lower our ratings if Statkraft's credit measures were weaker than our
current projections, with FFO to debt below 20% without prospects for
recovery. This could stem from renewed deterioration in the market
environment, which could also lead to higher-than-expected business risk or
investment levels.

Ratings Score Snapshot

Corporate Credit Rating: A-/Stable/A-2

Business risk: Strong
• Country risk: Very low
• Industry risk: Moderately high
• Competitive position: Excellent

Financial risk: Significant
• Cash flow/Leverage: Significant

Anchor: bbb

Modifiers
• Diversification/Portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Financial policy: Neutral (no impact)
• Liquidity: Strong (no impact)
• Management and governance: Satisfactory (no impact)
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• Comparable rating analysis: Neutral (no impact)

Stand-alone credit profile : bbb

Group credit profile: a-
• Entity status within group: Core (no impact)

Related government rating: AAA
• Likelihood of government support: Moderately high (+2 notches from SACP)

Related Criteria

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings
, April 7, 2017

• General Criteria: Rating Government-Related Entities: Methodology And
Assumptions, March 25, 2015

• Criteria - Corporates - General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers, Dec. 16, 2014

• Criteria - Corporates - Industrials: Key Credit Factors For The
Unregulated Power And Gas Industry, March 28, 2014

• General Criteria: Country Risk Assessment Methodology And Assumptions,
Nov. 19, 2013

• Criteria - Corporates - General: Corporate Methodology: Ratios And
Adjustments, Nov. 19, 2013

• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• General Criteria: Group Rating Methodology, Nov. 19, 2013
• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
• General Criteria: Methodology: Management And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

• General Criteria: Stand-Alone Credit Profiles: One Component Of A Rating,
Oct. 1, 2010

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009
• Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each
Issue, April 15, 2008

Ratings List

Ratings Affirmed; Outlook Action
To From

Statkraft AS
Statkraft SF
Statkraft Energi AS
Corporate Credit Rating A-/Stable/A-2 A-/Negative/A-2

Statkraft AS
Senior Unsecured A- A-
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Additional Contact:

Infrastructure Finance Ratings Europe; InfrastructureEurope@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at spcapitaliq.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the left column. Alternatively, call one of the following S&P Global
Ratings numbers: Client Support Europe (44) 20-7176-7176; London Press Office
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;
Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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