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Research Update:

Norwegian Power Generator Statkraft Ratings
Affirmed At 'A-/A-2'; Outlook Stable

Overview

• Statkraft AS' 2017 financial performance was stronger than we had
expected due to a significant disposal that led to an increased cash
position and lower debt.

• Although Statkraft's credit metrics are well above our guidance for the
current rating, we consider that the company's creditworthiness continues
to be constrained by its financial policy and future investment ambitions.

• We are affirming our 'A-/A-2' ratings on Statkraft.

• The stable outlook reflects our assumption that the cash flow generation
from Statkraft's hydropower segment will remain strong over the next two
years, thanks to the stable and predictable nature of the segment's
operations.

Rating Action

On July 13, 2018, S&P Global Ratings affirmed its 'A-/A-2' long- and
short-term issuer credit ratings on Norway-based hydro producer Statkraft AS.
We also affirmed our 'A-/A-2' long- and short-term issuer credit ratings on
Statkraft SF and Statkraft Energi AS. The outlook on all three entities is
stable.

At the same time, we affirmed our 'A-' rating on Statkraft AS' senior
unsecured debt.

Rationale

The affirmation follows Statkraft's improved financial metrics in 2017, on the
back of a number of divestments and debt reduction, as well as EBITDA growth
from Norwegian hydro, which accounts for roughly 75% of group EBITDA. It also
takes into account that, although Statkraft's credit metrics are well above
our guidance for the current rating, the company's creditworthiness is
constrained by its financial policy and the management's investment ambitions.
Statkraft management has indicated a number of potential significant
investments within its core business areas, including renewables like
hydropower, onshore wind, solar, district heating, and other renewable energy
technologies.

Statkraft's credit metrics improved across the board in 2017. The company's
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S&P Global Ratings-adjusted EBITDA increased to Norwegian krone (NOK) 15.2
billion from NOK14.1 billion in 2016, mainly as a result of higher power
prices and contributions from market activities. Adjusted capital expenditures
(capex) decreased to NOK3.5 billion (from NOK5.2 billion in 2016) and
dividends increased to NOK3 billion in 2017 from NOK230 million in 2016,
according to our estimates. As a result of the numerous divestments during the
year, adjusted debt decreased to NOK28.2 billion in 2017 from NOK35.6 billion
in 2016. As a result, adjusted funds from operations (FFO) to debt was at
35.1% for 2017, materially up from 22.2% in 2016, and adjusted debt to EBITDA
was at 1.9x, down from 2.5x in 2016.

Statkraft also recorded a strong performance in the first quarter of 2018, as
well as gains from the disposal of its offshore wind business of NOK5.1
billion. Average electricity prices were up 24% from the first quarter of 2017
and generation was up 23%. This resulted in an increased adjusted EBTIDA of
NOK6.9 billion (from NOK5.1 billion in first-quarter 2017), as well as a steep
decrease in adjusted net debt to NOK16.9 billion (from NOK35.8 billion at end
of first-quarter 2017.

Statkraft remains the third-largest power generation company in the Nordic
region. We consider its highly competitive, low-cost, and flexible hydropower
production--with a cash cost of €9.83 per megawatt hour (/MWh)--as a key
strength, placing it far down on the merit order (meaning the electricity sold
by Statkraft is competitive compared with other generators in the market, even
when market prices are low). This cash cost compares well with average
Nordpool power prices of €29.4/MWh in 2017 and €38.6/MWh in the first quarter
of 2018. Statkraft's large water reservoir capacity, which is also Europe's
largest at about 40TWh, gives the group a comparatively high degree of
flexibility, although it can lead to volatility when hydro levels are low.
Statkraft's European flexible-generation segment contributed 75% of the
group's underlying EBITDA in 2017.

We expect Statkraft's financial risk will be supported by its improved
financial metrics and reduced debt following sizable disposals during 2017 and
in the first quarter of 2018. The company has finalized its new dividend
policy of distributing 85% of profit from the Norwegian hydropower business
and 25% of profit from other business activities. In our base case, we assume
credit metrics commensurate with an intermediate financial risk profile,
including FFO to debt above 40% over our two-year outlook horizon. That said,
we do not consider the company is committing to maintaining these ratios at
that level over the medium term.

Statkraft is 100% owned by Norway (AAA/Stable/A-1+). We consider that 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. The ratings benefit from two notches of uplift from the
SACP, based on 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
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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, based on full ownership and our belief
that the risk of privatization is remote as the government stipulates in
law that the hydropower assets should remain at least two-thirds publicly
owned. Although Statkraft's board of directors is formally independent,
and management is relatively autonomous, we believe the government
retains a strong influence on high-level strategic decision-making.

Our base case assumes:
• Real GDP growth for Norway of 1.3% in 2018 and 1.5% in 2019.

• EBITDA margins of roughly 30% annually.

• Capex of roughly NOK5 billion annually.

• Dividends of 85% of profit from Norwegian hydropower business and 25% of
profit from other business activities, equating to roughly NOK6 billion
in 2018 and 2019.

Based on these assumptions, we arrive at the following credit measures:
• FFO to debt in excess of 40% in both 2018 and 2019, depending on
potential investments.

• Debt to EBITDA around 1x.

• Positive discretionary cash flow to debt over the forecast period.

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 12
months started March 31, 2018. We believe sources will cover uses even if
EBITDA were to decline by 30%. We also take into account 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.

We estimate Statkraft's principal liquidity sources for the 12 months from
March 31, 2018, as:
• Cash and cash equivalents of NOK18.7 billion as of March 31, 2018;

• An unused committed multicurrency facility of NOK9.2 billion maturing in
2023; and

• Annual FFO of about NOK10 billion.

We estimate the company's uses of liquidity over the same period as:
• Annual capex of about NOK5 billion; and

• Debt maturities of about NOK1 billion.
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Outlook

The stable outlook reflects our assumption that the cash flow generation from
Statkraft's hydropower segment will remain strong over the next two years,
thanks to the stable and predictable nature of the segment's operations. The
stable outlook also reflects our anticipation that Statkraft's potential new
investments will remain in line with the company's existing strategy to invest
within its core business. We believe that the current level of very strong
ratios won't be sustained in the medium term because of these potential
investments. We anticipate that the company will instead return to ratios in
line with a 'bbb' SACP--that is, FFO to debt of 20%-25%, in line with its
stated rating target, versus above 40% currently.

We also expect that Statkraft's relationship with the Norwegian government
will remain stable.

Downside scenario

We could lower the ratings if Statkraft's business risk profile faces strain,
for example from significant investments in geographical areas that bear
higher risks than investments to date. In addition, we could lower the ratings
if investments or shareholder returns lead to credit measures not commensurate
with the ratings. This could be the case if we believe that FFO to debt were
to fall and stay below 20%.

Upside scenario

Prospects for a higher rating are constrained by current investment
uncertainties, including their long-term impact on Statkraft's financial
ratios. We could raise the rating if Statkraft had more visibility on its
long-term investment plan and a commitment to a higher rating.

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: Intermediate
• Cash flow/Leverage: Intermediate

Anchor: bbb+
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Modifiers
• Diversification/Portfolio effect: Neutral

• Capital structure: Neutral

• Liquidity: Strong

• Financial policy: Negative (-1 notch)

• Management and governance: Satisfactory

• Comparable rating analysis: Neutral

Stand-alone credit profile: bbb
• Sovereign rating: AAA/Stable/A-1+

• Likelihood of government support: Moderately high (+2 notches)

Issue Ratings--Subordination Risk Analysis

Capital structure

Statkraft's reported debt was at NOK40 billion as of December 2017.
Essentially all the debt is issued by the parent company Statkraft AS.

Analytical conclusions

The issue rating on Statkraft's senior unsecured debt is 'A-', in line with
the issuer credit rating, as no significant elements of subordination risk are
present in the capital structure.

Related Criteria

• Criteria - Corporates - General: Reflecting Subordination Risk In
Corporate Issue Ratings, March 28, 2018

• 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: Methodology: Industry Risk, Nov. 19, 2013

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

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

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 13, 2018   6

Research Update: Norwegian Power Generator Statkraft Ratings Affirmed At 'A-/A-2'; Outlook Stable



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

• General Criteria: Group Rating Methodology, 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

Ratings List

Ratings Affirmed

Statkraft AS
Statkraft SF
Statkraft Energi AS
Issuer Credit Rating A-/Stable/A-2

Statkraft AS
Senior Unsecured A-

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.capitaliq.com. All ratings affected by this rating action
can be found on 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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