
INFRASTRUCTURE AND PROJECT FINANCE

CREDIT OPINION
20 June 2017

Update

RATINGS

Statkraft AS
Domicile Norway

Long Term Rating Baa1

Type LT Issuer Rating - Fgn
Curr

Outlook Stable

Please see the ratings section at the end of this report
for more information. The ratings and outlook shown
reflect information as of the publication date.

Contacts

Philip Cope 44-20-7772-5229
Analyst
philip.cope@moodys.com

Paul Marty 44-20-7772-1036
Senior Vice President
paul.marty@moodys.com

Statkraft AS
Update after announcement of new dividend policy

Summary Rating Rationale
Statkraft AS's (Statkraft's) Baa1/P-2 ratings are underpinned by the company's strong market
position as Norway's leading power generator, with a large proportion of low marginal cost
hydropower production. Whilst Statkraft has earnings volatility associated with Nordic power
prices and volatile hydro output this is partially mitigated through the company's control
over many of the country's reservoirs and the majority of the company's long-term contracts
with power-intensive Nordic industries, running through 2020 and representing around 40%
of annual mean Nordic hydropower production, at prices above current market levels.

The rating positively reflects the measures taken by Statkraft to protect credit quality given
the continued low price environment. These include: (1) scaling back planned investment
levels; (2) divesting minority stakes in UK offshore wind farms; (3) launching a cost efficiency
programme; and (4) reducing the dividend payout ratio.

Exhibit 1

European flexible generation still profitable despite continued low power price environment due
to low marginal cost of hydro assets
All figures in €/MWh
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Statkraft's cash cost

Notes: (1) 'Full cost including depreciation' includes property tax and depreciation but excludes sales costs, overhead, net
financial items and tax. Values based on normal production from power prices under Statkraft's management in Norway, Sweden,
Germany and the UK; (2) the vast majority of Statkraft's output from its European flexible generation fleet is sold in Norway; (3)
Moody's estimates for 2017-21 reflect our published estimates in July 2016 that 1-year baseload Nordic power price will trade
within a €20-24/MWh range over the 2017-21 period
Source: Annual reports; Moody's estimates

Statkraft's Baa1 rating incorporates a two-notch uplift from its standalone credit quality
taking into its 100% ownership by the Norwegian government (Aaa stable). Government
support was most recently evidenced in May 2017 by the reduction in the dividend payout
ratio (from 85% to 25%) for all Statkraft's non Norwegian hydropower earnings

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1073761
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Credit Strengths

» Leading European low marginal cost hydro generator

» Contracted generation provides degree of earning stability through 2020

» Significant flexibility to manage pace and scale of investment programme, and track record of utilising this since December 2015,
to protect credit quality

» Strong support by Statkraft's owner, the Norwegian government, results in a two-notch uplift from its stand-alone credit quality

Credit Challenges

» Material exposure to power prices reflecting (1) the fixed, albeit low, cost nature of its generation fleet; and (2) the estimated
35TWh per annum of unhedged output from its European operations in a typical year

» Increased earnings volatility post 2020 unless existing long-term contracts, c20TWh, are replaced as they expire

Rating Outlook
The stable outlook reflects our expectation that Statkraft will continue to meet the guidance for the current rating given the measures
taken to protect credit quality. These include: (1) scaling back planned investments levels; (2) divesting minority stakes in UK offshore
wind farms; (3) launching a cost efficiency programme; and (4) reducing the dividend payout ratio. Our guidance for the current rating
is:

» FFO interest coverage of over 4x;

» Funds From Operation (FFO) / Net Debt at least in the high teens to early twenties in percentage terms; and

» Retained Cash Flow (RCF) / Net Debt comfortably in the low double digits in percentage terms.

Factors that Could Lead to an Upgrade

» Upward rating pressure would likely require a material and sustained recovery in power prices in Norway, which we do not
currently anticipate before the end of this decade.

» However, positive pressure could develop on the Baa1 ratings in the longer term if:

– the company achieved FFO / Net Debt at least in the mid twenties and RCF / Net debt in the high teens, both in percentage
terms, on a sustainable basis; OR

– there was a significant increase in government support for the company

Factors that Could Lead to a Downgrade

» Negative pressure could develop if:

– the company's financial profile were to deteriorate such that metrics fell below the guidance for the current rating where, for
example, lower revenues as a result of a reduction in achieved power prices more than offset the measures taken to protect
credit quality

– the government were to significantly reduce its ongoing support for Statkraft

» We note, however, that the current rating could accommodate a limited fall in the Norwegian government's rating.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Key Indicators

Exhibit 2

Key Indicators

 31/12/2016 31/12/2015 31/12/2014 31/12/2013 31/12/2012

(CFO  Pre-W/C + Interest) / Interest 5.4x 4.8x 6.0x 6.5x 6.4x

(CFO  Pre-W/C) / Net Debt 19.8% 17.8% 31.8% 25.7% 23.8%

RCF / Net Debt 19.2% 4.0% 31.5% 16.7% 11.8%

(CFO  Pre-W/C) / Debt 16.2% 14.2% 21.4% 20.8% 20.6%

RCF / Debt 15.7% 3.2% 21.2% 13.5% 10.2%

All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations. For definitions of Moody's most common ratio terms
please see the accompanying User's Guide.
Source: Moody's Financial Metrics

Detailed Rating Considerations
Flexible asset base and contracted generation provides degree of earning stability through 2020
Absent a significant recovery in power prices, we estimate that contracted generation will account for around 40% of Statkraft's
EBITDA over the next few years. A material proportion of earnings comes from around 18.5-20TWh of long-term market contracts
with power-intensive Nordic industries. The majority of these contracts, which run through 2020 and account for up to c.40% of
annual mean Nordic hydropower production, were put on at the start of the decade when prevailing power prices were significantly
higher. Statkraft's small but growing international business, which accounted for 6% of 2016 output, also benefits from the majority of
volumes having long-term power purchase agreements (PPAs).

Exhibit 3

Contracted generation expected to account for around half of Statkraft's EBITDA over next few years; majority from long-term contracts
with power-intensive Nordic industries

Source: Statkraft

Whilst prevailing hydrological conditions in the Nordics will create year-to-year volatility in Statkraft's metrics, with years of
particularly high inflow and hydropower production in the Nordics, as was seen in 2015, placing acute pressure on metrics, Statkraft's
ability to store water for up to three years in some reservoirs, allied to the long-term contracts, means it is better placed than some
peers to manage this risk. Also, with Europe's largest reservoir capacity (~40TWh), Statkraft is able to optimise production relative to
power prices and water inflows and achieve higher average prices over time. For example, the group held back Nordic hydropower

3          20 June 2017 Statkraft AS: Update after announcement of new dividend policy

https://www.moodys.com/research/Financial-Statement-Adjustments-in-the-Analysis-of-Non-Financial-Corporations--PBC_181430
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_78480


MOODY'S INVESTORS SERVICE INFRASTRUCTURE AND PROJECT FINANCE

production in late 2015, when the NordPool average system price in Q3 was €13.3/MWh due primarily to extreme hydrological
conditions, and released this in 2016 (resulting in a 15-20% increase in Nordic hydropower production between 2015 and 2016) when
the average system price was higher (28% higher than in 2015). Collectively, this resulted in reported EBITDA from European flexible
generation increasing by 36% in 2016 to NOK10.1 billion.

Exhibit 4

NordPool spot prices heavily influenced by prevailing hydrological conditions
All prices in €/MWh
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Material power price exposure remains however
Despite the high levels of contracted generation Statkraft remains exposed to prevailing power prices; particularly given its
predominantly fixed, albeit low cost, generation fleet. Indeed, with around 35-40TWh of unhedged European output in a typical year,
we estimate a €1/MWh change in European power prices equates to a cNOK350 million change in group EBITDA, around 2.5-3%
of reported underlying earnings in recent years. This material exposure to lower commodity prices, in conjunction with abnormal
hydrological conditions in 2015 which led Statkraft to defer some production from 2015 to 2016, explains the large movement in
EBITDA between 2015 and 2016 given the majority of group EBITDA is derived from Statkraft's European flexible generation.

Exhibit 5

Statkraft has upheld EBITDA despite a decline in European power prices but material power price exposure remains
Reported underlying EBITDA including share of profit from equity accounted investments
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With hydrological conditions and reservoir levels now broadly in line with historical norms, and our assumption that NordPool 1-year
forward baseload power prices will trade around current levels over the next five years (€20-24/MWh with the lowest prices seen in
2018 and 2019), we expect Statkraft's earnings from European flexible generation to be between NOK7-8.5 billion per annum over the
2018-21 period. A continued low power price environment reflects our assumption that (1) commodity prices will remain weak for the
remainder of the decade; (2) anaemic demand growth from traditional surplus; (3) a growing Nordic power surplus as more renewables
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come online; and (4) the impact of the planned material increase in Nordic export capacity will not be felt until 2020 when most of
these new interconnectors are scheduled to come online.

We note the impact on Statkraft's cash flows based metrics, such as FFO and, in particular, RCF, is substantially lower than the change
in EBITDA from a €1/MWh change in the realised price of the unhedged European output. This reflects the very high marginal tax rate
on Norwegian hydropower output (58.3% in 2017) and the group's 85% dividend payout ratio on Norwegian hydropower earnings.
Taking these two factors together, at a group level, we estimate that the change in RCF is less than 10% of the change in EBITDA.

Measures taken to support credit quality means impact of challenging operating environment manageable
Between 2012-15 Statkraft significantly increased capex levels (averaging NOK9 billion per annum over this period) as it sought to
diversify cash flows through an ambitious expansion strategy outside of the Nordics, primarily in international hydropower (and mainly
in Latin America). However, with the low power price environment, and the reversal of the planned dividend cut in late 2015, Statkraft
has significantly scaled back its investment ambition for the forthcoming five year period over the last 18 months. With the reduction
in the pace and scale of international hydro expansion and Statkraft exiting offshore wind, we expect over 80% of group EBITDA will
continue to be generated in the Nordics.

Exhibit 6

Statkraft has scaled back investment ambition over the last 18
months
Reported planned investment ambition over the next five years in NOK
billion

Exhibit 7

Increased proportion of Statkraft's investments will now be in
Norway
Split of planned investment ambition over the next five years by geography
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In March 2017 Statkraft announced it had agreed to sell its 25% interest in the Dogger Bank offshore wind project. Statkraft has three
other minority participations in UK offshore wind farms and will start a formal divestment process later this month for two of these,
Sheringham Shoal and Dudgeon. Based on plausible sale proceeds, we expect FFO / Net Debt metrics to improve by 3-5 percentage
points in 2018 upon successful execution of a sale of these projects (Tritton Knoll position continues to be evaluated).

Exhibit 8

Overview of Statkraft's remaining minority stakes in UK offshore wind farms and recent transactions

Project Description Possible peer Peer sale price

Sheringham Shoal - 40% stake

- 317MW

- Commissioned Q4 2012

- Achieved revenue: 2ROCs/MWh + wholesale 

(c£130/MWh)

Lincs

- 270MW

- Commissioned Oct 2013

- Achieved revenue: 2ROCs/MWh + wholesale 

(c£130/MWh)

- Centrica sold 50% stake in Lincs in Jan 17 with 

£3.6m/MW proceeds

- Applying same multiple would suggest proceeds 

of c£450 million

Dudgeon - 30% stake

- 402MW

- Commissioning due Q4 2017

- Achieved revenue: CfD striker price £150/MWh

Burbo Bank

- 258MW

- Commissioning due H1 2017

- Achieved revenue: CfD striker price £150/MWh

- DONG sold 50% stake in Burbo Bank in 2016 with 

£5m/MW proceeds

- Applying same multiple would suggest total 

proceeds of c£600 million

Tritton Knoll - 750-900MW

- 50% stake

- Seeking CfD before FID

- CfD strike price of £90/MWh expected by Moody's

Statkraft has co-lent its 30% share of the project finance debt in Dudgeon already
Source: Moody's Investors Services
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Statkraft's financial profile will be further strengthened by realisation of the anticipated NOK800 million annual savings, compared to a
2015 baseline, from a performance improvement plan launched in 2016. Around NOK150 million of these savings have been realised as
of Q1 2017 and Statkraft report the programme remains on track.

Low exposure to decarbonisation risk
Following Norway signing and ratifying the Paris Agreement in June 2016 (and since Norway made no new submission, its INDC
automatically became its IDC), Norway has committed to the same target as the EU of reducing greenhouse gas emissions by at least
40% from 1990 levels by 2030 with the country additionally setting the goal of achieving climate neutrality by 2030. These targets are
designed to significantly decarbonise the region’s economies.

We believe that Statrkaft has a low exposure to carbon transition risks compared to peers, given the very low cost and low carbon
emission nature of its power generation fleet. In 2016 96.7% of Statkraft’s power production came from renewable energy with the
overwhelming majority from hydropower (92.6%; residual 3.5% wind, 3.3% gas and 0.5% biogas).

Moody’s framework for assessing the risk associated with decarbonisation in this industry is set out in Carbon Transition Brings Risks
and Opportunities for Unregulated Utilities (19 October 2016).

Final rating incorporates two notches uplift for 100% ownership by the Government of Norway
Statkraft's Baa1 ratings incorporate two notches of uplift from its baa3 BCA under Moody's Government-Related Issuers (GRI)
Methodology, published in October 2014.

We view the likelihood of the Norwegian government providing Statkraft with support as strong. This reflects the strong indication of
support and a general alignment of consensus between the major political parties that the company will remain 100% government
owned, evidenced by a June 2014 White Paper on state ownership. We also note that under the Norwegian Industrial Licencing Act,
only majority (two-thirds) publicly owned companies can own power plants or waterfall rights and hold their licence in perpetuity, “to
ensure that hydropower resources are managed in the best interests of the general public.”

Government support was most recently evidenced by the announced reduction in Statkraft's long-standing dividend payout ratio of
85% to 25% for all non-Norwegian hydropower earnings (85% retained for latter). Whilst we estimate non-Norwegian hydropower
earnings will only account for around 15-20% of group EBITDA over the rest of the decade, given the high marginal tax rate on
Norwegian hydropower production (58.3% in 2017), the saving at the profit after tax level is somewhat higher. We expect the new
dividend policy to be ratified later this month in a revised Norwegian state budget.

Under our GRI methodology we view the level of dependence as moderate, reflecting the moderate degree to which Statkraft and the
government depend on the same customer base, and the low level of common credit risks that could cause a default.

Liquidity Analysis
Statkraft's liquidity is strong even without realising any further disposals. The group has a significant cash balance, NOK12.4 billion
of cash and cash equivalents at 31 March 2017 following a €500 million issuance in March 2017, and a fully undrawn NOK11 billion
containing no financial covenants and not maturing until at least 2021. These along with annual operating cash flows of around
NOK8-8.5 billion in both 2017 and 2018 will comfortable cover immediate calls on Statkraft’s liquidity over the next 12-18 months.
The latter are represented by (1) long-debt maturities of just over NOK8 billion over the remainder of 2017 and 2018 (with most
in 2017); (2) an investment programme that is expected to average NOK5-8 billion per annum over the coming five years; and (3)
dividend payments (NOK2.4 billion announced for 2017).

Corporate Profile
Statkraft is the largest generator of hydro-powered electricity in Europe and the second-largest power producer in the Nordic region.
In 2016, Statkraft produced 66.0 TWh of electricity from its 17.4 GW of installed capacity. The company generates the majority of its
EBITDA from its Nordic electricity production and sales but also benefits from its industrial holdings as well as the consolidation of its
66.6% ownership in Skagerak Energi, a regional utility active in the generation, networks and district heating sectors in Norway.

Statkraft AS is wholly owned by Statkraft SF, which in turn is wholly owned by the Norwegian state.
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Exhibit 9

Nordic hydropower accounts for majority of 2016 total production
Power production and heat production

European flexible generation
81%

International hydropower
7%

Wind power
3%

District heating
1%

Industrial ownership
8%

Source: Annual report

Rating Methodology and Scorecard Factors
The BCA of baa3 is derived from Moody's methodology for Unregulated Utilities and Power Companies (May 2017), under which we
assess Statkraft as a power company.

Exhibit 10

Statkraft AS - Rating Factor Grid

Unregulated Utilities and Unregulated Power Companies Industry Grid [1][2]   

Factor 1 : Scale (10%) Measure Score Measure Score

a) Scale (USD Billion) A A A A

Factor 2 : Business Profile (40%)

a) Market Diversification Ba Ba Ba Ba

b) Hedging and Integration Impact on Cash Flow Predictability Baa Baa Baa Baa

c) Market Framework & Positioning Ba Ba Ba Ba

d) Capital Requirements and Operational Performance A A A A

Factor 3 : Financial Policy (10%)

a) Financial Policy Baa Baa Baa Baa

Factor 4 : Leverage and Coverage (40%)

a) (CFO  Pre-W/C + Interest) / Interest (3 Year Avg) 5.4x Baa 7x - 8.5x Baa

b) (CFO  Pre-W/C) / Net Debt (3 Year Avg) 22.3% NA 21% - 24% NA

c) RCF / Net Debt (3 Year Avg) 16.8% NA 12% - 15% NA

d) (CFO Pre-W/C) / Debt (3 Year Avg) 17.1% Ba 18% - 21% Ba

e) RCF / Debt (3 Year Avg) 12.9% Ba 12% - 15% Ba

Rating: 

a) Indicated Rating from Grid Baa3 Baa3

b) Actual BCA Assigned baa3

Government-Related Issuer Factor

a) Baseline Credit Assessment baa3

b) Government Local Currency Rating Aaa

c) Default Dependence Moderate

d) Support Strong

e) Final Rating Outcome Baa1

Current 

As of 12/31/2016

Moody's 12-18 Month Forward 

View

As of  June 2017 [3]

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments fro Non-Financial Corporations. [2] As of 31/12/2016. [3] This represents Moody's
forward view, not the view of the issuer, and unless noted in the text, does not incorporate significant acquisitions and divestures.
Source: Moody's Financial Metrics
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Ratings

Exhibit 11
Category Moody's Rating
STATKRAFT AS

Outlook Stable
Issuer Rating Baa1
Senior Unsecured Baa1
Other Short Term (P)P-2

Source: Moody's Investors Service
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