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Statnett SF
Update to credit analysis following FY2018 results

Summary
Statnett SF's (Statnett, A2/P-1 stable) credit profile benefits from one of the most well-
established and transparent regulatory environments within Europe for its monopoly
electricity transmission operations in Norway. Statnett has good cash flow visibility through
(1) key principles of the regulatory framework lasting for a minimum of five years; and (2)
the existing framework providing for the timely recovery of onshore investment costs and a
relatively stable return on assets, with the methodology governing the latter now applying
until at least December 2023.

Statnett's credit profile is constrained by the relatively high level of leverage, as measured
by Net Debt / Fixed Assets of 67% at December 2018, as its result of its large investment
programme in recent years. However, following the (1) group's improved cost efficiency; (2)
the delivery of key investment projects (principally two subsea interconnectors) on schedule;
and (3) reduced tax liabilities over the next few years, we expect the group to be more
comfortably positioned against our ratio guidance for the existing rating despite capex levels
remaining material over the period to 2021.

Statnett's A2 rating incorporates three notches of uplift for potential support from the
Norwegian government (Aaa stable) from its baseline credit assessment (BCA) of baa2. The
government of Norway has demonstrated a strong record of supporting Statnett's large
investment programme in recent years.

Exhibit 1

Statnett expected to have some financial flexibility now that the peak of the investment
programme has been reached with key projects on schedule
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Statnett's RAB on schedule (2019 and 2021 respectively).
Source: Moody's Investors Service estimates
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Credit strengths

» Monopoly electricity transmission operations, whose revenues are regulated under a well-established and transparent regime,
underpin very low business risk profile

» Increased cash flow visibility from key principles of the revenue cap framework lasting for a minimum of five years and the existing
framework providing for the timely recovery of onshore investment costs and a relatively stable return on assets

» Strong support by Statnett's owner, the Norwegian government (Aaa stable), with the company playing a key strategic role in
fulfilling government policy objectives

Credit challenges

» Relatively high level of leverage over the period to 2021 as a result of the continued sizeable investment programme that we expect
to be majority debt-funded

» Execution risk, albeit reducing, associated with delivering this investment programme, in particular with respect to potential delays
to the subsea interconnectors to Germany and the UK, given that investment costs only start to be recovered the year the assets
become operational under the regulatory framework. We note that both projects to date are at or ahead of schedule for entering
Statnett's regulated asset base (RAB)

Rating outlook
The stable outlook reflects our expectation that Statnett will manage the demands of its large capital expenditure programme such
that the company will continue to meet the minimum ratio guidance over the medium term including Funds From Operations (FFO) /
Net Debt of at least 8% and Net Debt to Fixed Assets not above the low 70s in percentage terms.

Factors that could lead to an upgrade

» An upgrade of Statnett's rating is unlikely in the short to medium term as the rating is constrained by the continued material
investment levels which will keep leverage relatively high

» Over the long term, upward pressure for the rating could develop if, (1) the growth capex programme is substantially complete;
and (2) Statnett exhibits improved cash flow based debt metrics, expressed as FFO to Net Debt comfortably in the low teens in
percentage terms, and lower levels of leverage, expressed as net debt to fixed assets not above the low 60s in percentage terms
(both on a sustained basis)

Factors that could lead to a downgrade

» Negative pressure on Statnett's rating could arise if weaker than anticipated financial performance causes FFO/Net Debt to
fall below 8% or Net Debt to Fixed Assets rises above the low 70s in percentage terms, without prospect of a speedy recovery.
This could be the result of material capex overruns or delays in the completion of projects and/or further increase in planned
investments. Material adverse changes in the regulatory framework or a material reduction in Statnett's cost efficiency score in
the forthcoming assessment that results in a significant reduction in Statnett's allowed revenue, could also exert downward rating
pressure.

» Under our methodology for government related issuers (GRI), Statnett's ratings are not likely to be affected in the event of a limited
deterioration in Norway's creditworthiness. However, the company's ratings may be affected by changes in our assessment of the
likelihood of government support. This could be the result of a change in the government's ownership levels or strategy for the
company, neither of which we expect in the medium term.

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

Statnett's leverage, as measured by Net Debt / RAB, to decrease once NordLink enters Statnett's RAB in 2019
 12/31/2014 12/31/2015 12/31/2016 12/31/2017 12/31/2018 2019-proj. 2020-proj.

FFO Interest Coverage 4.6x 6.5x 6.3x 5.5x 6.5x 5.8x 5.0x

Net Debt / Fixed Assets 61.7% 58.2% 64.5% 69.7% 66.6% 67.6% 67.7%

Net Debt / Regulated Asset Base 74.8% 70.4% 81.0% 96.4% 94.7% 80.7% 79.0%

FFO / Net Debt 10.0% 14.0% 10.6% 8.4% 11.3% 10.3% 10.0%

RCF / Net Debt 10.0% 12.5% 9.2% 7.4% 10.5% 9.3% 7.7%

Over / (under) recovery of allowed revenue (post-tax)
1 -455 -324 -752 -491 279

Underlying FFO / Net Debt (excluding post-tax impact of 

over / (under) recovery of revenues)

11.3% 14.6% 13.1% 9.9% 10.6%

Note: (1) Statnett's reported cash flow based metrics under IFRS over the 2013-17 period have been adversely affected by a give back of over-recovered revenue. For the projections,
since the cumulative over-rcovery at 31 December 2018 is negligible, NOK59 million - less than 0.2% of Statnett's RAB), reported IFRS based metrics should closely reflect underlying
performance. (2) All figures and ratios are calculated using Moody's estimates and standard adjustments. Moody's Forecasts (f) or Projections (proj.) are Moody's opinion and do not
represent the views of the issuer. Periods are Financial Year-end unless indicated. LTM = Last Twelve Months.

Source: Moody's Financial Metrics TM.

Profile
Statnett is the owner of around 98% of Norway's high-voltage electricity grid, by book value, and has a strategic position as the
country's sole electricity transmission system operator. Statnett is 100% owned by the government of Norway (Aaa stable), through
the Ministry of Petroleum and Energy, and is regulated by the Norwegian Water Resources and Energy Directorate (NVE). Statnett's
revenues in 2018 were NOK9.1 billion (€0.92 billion).

Exhibit 3

Breakdown of revenue from regulated activities
2018 revenue in NOK million

Tariff revenue fixed element 
consumption
56%

Tariff revenue fixed element generation
19%

Tariff revenue energy element
12%

Congestion revenue
11%

Other rental income
2%

Note: Total operating revenue from regulated activities: NOK8,651 million. The exhibit excludes Income from other owners in the regional and main grids (-NOK271 million in 2018).
Source: Company reports

Detailed credit considerations
Stable and predictable cash flows generated under one of the most well-established and transparent regulatory
frameworks in Europe
Statnett operates under a stable, transparent and well-established regulatory framework which provides timely recovery of onshore
investment costs and a stable return on assets. Regulation is by way of a revenue cap regime set by the regulator (Norwegian Water
Resources and Energy Directorate, NVE) with revenues set for the forthcoming year in November. Therefore, the regulatory framework
is not time limited; there is no regulatory period, it rolls forward with updated parameters (e.g. interest rates, inflation and RAB) each
year. Statnett therefore has increased certainty and visibility of cash flows compared to other European transmission system operators
(TSOs) who are exposed to periodic reviews, a credit positive.
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Exhibit 4

Statnett scored 'Aa' for regulatory framework reflecting well-established and transparent regulatory framework
Stability and predictability of regulatory regime by country as scored under Moody's Regulated Electric Gas Networks methodology

Aaa Aa A Baa

Great Britain
1 Czech Republic Belgium - Flanders Belgium - Wallonia

Finland Estonia Poland

France Germany Slovenia

Ireland (RoI & NI) Portugal Spain

Italy

Netherlands
2

Norway
3

Notes: (1) Only onshore network operators, excludes OFTOs (Aa); (2) Excludes Gasunie and TenneT (both A); (3) Excludes Solveig (Baa); (4) As of April 2019.
Source: Moody's Investors Service

Statnett is typically able to recover around half of its capex costs within 5 years of the invesment being complete. This primarily results
from the methodology used to set allowed returns resulting in a relatively stable WACC (6.1-6.6% over the 2014-18 period) and
network operators earning a return on assets from 1 January in the year new investments become operational, resulting a negative time
lag for investments cost recovery for phases of/projects started and completed within a calendar year.

Given the limited changes to the allowed returns methodology effective from 1 January 2019, discussed below, we expect the WACC
to continue to be relatively stable, at or slightly below the level of recent years, till 2023 when the updated methodology must apply
until (as a minimum). Indeed, we note that a return of 5.7-6.0% over these years would be at or above the level received by most other
European electricity TSOs.

Exhibit 5

Statnett's headline allowed returns is expected to remain relatively stable and be at or above those of other European electricity TSOs over
next few years
Allowed returns for European electricity TSOs (nominal, pre-tax)
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Notes: (1) In the prior regulatory period in Finland (RP3, 2012-15) the WACC was set in real, post-tax terms - figures converted to nominal pre-tax terms to facilitate comparison. (2) In
Austria, for the current regulatory period (2018-22) the TSO earns a return of 4.88% on existing assets and 5.2% on new assets. (3) In France the WACC has been shown in calendar year
but actually applies from August (year t-1) - July (year t). (4) In Germany only an allowed equity return is set. The cost of debt feeds through into the overall cost efficiency assessment.
Source: Regulatory data; Moody's Investors Service estimate

Modest cut in allowed returns from 2019 manageable; review reflected evolutionary changes of a well-established
methodology
Following a two-year review of the allowed returns methodology that had applied since 2013, the NVE's Final Determination published
in December 2018 resulted in only minor changes to this methodology, all identical to those outlined in its Draft Determination
published in June 2018, from 1 January 2019 with the updated methodology applying until at least 2023.

As outlined in our note following publication of the Draft Determination, we view the changes as broadly credit neutral with the
modest WACC reduction, c. 40 basis points, both expected and in line with evolutionary changes of the regulatory framework. We
believe the limited changes reflects that the NVE was one of the first European regulators to place greater emphasis on the cost of
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embedded debt and reduce the weight on prevailing government bond yields, in the continued low interest rate environment, when
setting the WACC.

The changes in methodology were confined to two specific aspects of the allowed returns calculation. The aforementioned reduction
of the risk-free rate by 100 basis points used in the cost of equity calculation to a level still above many other European peers (reducing
the WACC by 51 basis points in 2019) which was only partial offset by a change in the computation of the credit spread in the cost of
debt calculation (required with the ban on shadow ratings in the region but made transparent in the process).

Exhibit 6

Majority of parameters used in WACC calculation will apply until at least 2023
Highlighted values denote changes to methodology applied from 1 January 2019

Parameter Fixed
1
 / Variable

2
2013A 2014A 2015A 2016A 2017A 2018A 2019E 2020E 2021E

Gearing Fixed 60% 60% 60% 60% 60% 60% 60% 60% 60%

Risk free rate (real) Fixed 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 1.5% 1.5% 1.5%

Inflation rate
3 Variable 1.70% 2.18% 2.25% 2.53% 2.33% 1.98% 2.20% 2.00% 2.00%

Asset beta Fixed 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35

Equity beta Fixed 0.875 0.875 0.875 0.875 0.875 0.875 0.875 0.875 0.875

Market risk premium Fixed 5% 5% 5% 5% 5% 5% 5% 5% 5%

Equity risk premium Fixed 4.375% 4.375% 4.375% 4.375% 4.375% 4.375% 4.375% 4.375% 4.375%

Tax rate Variable 28% 27% 27% 25% 24% 23% 22% 22% 22%

Cost of equity (nominal, post-tax) 8.58% 9.06% 9.13% 9.41% 9.21% 8.85% 8.08% 7.88% 7.88%

Risk-free rate (nominal)
4 Variable 2.59% 2.19% 1.44% 1.18% 1.48% 1.87% 2.0% 2.1% 2.2%

Credit spread
5 Variable 0.97% 0.56% 0.75% 1.00% 0.65% 0.63% 0.84% 0.84% 0.84%

Cost of debt (nominal, pre-tax) 3.56% 2.75% 2.19% 2.18% 2.13% 2.50% 2.84% 2.94% 3.04%

WACC (nominal, pre-tax) 6.90% 6.61% 6.32% 6.32% 6.12% 6.10% 5.85% 5.80% 5.86%

Notes: (1) Fixed for at least 5 years, i.e. until end 2023, as Energilovsforskriften states main principles of WACC calculation fixed for at least 5 years and NVE's Final Determination published
in 2018 reset the 5-year period from January 2019. (2) WACC estimates assume 2% inflation over forecast horizon; no change in credit spread, discussed below, from latest 12-month
moving average; and a slight increase in swap spreads over time; (3) The inflation rate used in the WACC calculation is a moving average of 4 years inflation: last 2 years historic inflation
rate and 2 years forecast (Jan forecast in t+1); (4) The risk-free rate is calculated off the average 5-year swap rate in the last calendar year. (5) The credit spread is the annual average credit
spread on 5-year bonds issued by power sector based on a weighted average (by number of issuers) of three series, Kraft 1-3. The 0.84% estimate shown in the table is the weighted 12-
month moving average to March 2019 of these series.
Source: NVE; Moody's Investors Services estimates

The updated allowed returns methodology still provides Statnett with some protection from the current low real interest environment
(a fixed risk free rate of 1.5%, adjusted for inflation, is used to set the cost of equity - it was 2.5% over 2013-18). Statnett's current
100% efficiency score from cost benchmarking also reduces the risk of cost overruns against regulatory allowances.

Reduced divergence between net PP&E and RAB will result in Statnett's actual cash returnbeing higher despite the lower
headline allowed return
Whilst Statnett's headline allowed return have been in line with other European electricity TSOs, see Exhibit 5, Statnett's only receives
this on its regulated asset base (RAB), operational assets, which has been materially lower than that its net PP&E in recent years. This
differential has been increasing due to the build up of assets under construction as Statnett nears the completion of its two subsea
interconnectors, discussed below in the capex programme. At December 2018, Statnett's RAB was only 70% of its net PP&E whereas
we expect this level to rise to the low-to-mid 90s in percentage terms in the early 2020s after both subsea interconnectors have
entered its RAB. The higher allowed revenue from the material increase in both regulatory return and regulatory depreciation stemming
from the uplift in the RAB will support Statnett's cash flow metrics.
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Exhibit 7

Statnett has only received the WACC on a declining proportion of its net PP&E in recent years; however, trend expected to reverse as
subsea interconnectors enter RAB in 2019 and 2021 as planned
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Other scheduled updates to the regulatory framework expected to have negligible impact on Statnett
Statnett expected to retain 100% cost efficiency score when results of new assessment published
Statnett continues to be measured as 100% cost efficient in regulatory benchmarks which means that Statnett's revenue cap for a
given year is equal to the cost basis for the year in question. If the NVE deems Statnett's efficiency to be lower, this would reduce the
revenue cap by an amount equal to the cost base, excluding transmission losses, multiplied by 60% of the efficiency reduction.

However, the last cost efficiency study was undertaken in 2012/13, compared to annual assessments for Norwegian electricity
distribution companies. We expect that the Council of European Energy Regulators (CEER) will publish the results of its latest cost
efficiency study of participating European electricity TSOs by the end of June 2019. We expect the NVE to re-opine on Statnett's
efficiency after this study has concluded. We believe that Statnett will retain its 100% score at this juncture, which it has had since
2003. This reflects that (1) the baseline is the ‘average’ not the ‘frontier’ efficient grid company; and (2) Statnett’s improved cost
performance.

Statnett recently completed an extensive cost-efficiency programme delivering a 17% improvement in cost efficiency between 2013
and 2018, compared to a stated target of 15% over the period. 1 These savings were achieved through (1) actively adjusting projects
in order to implement new technologies; (2) employing standardised solutions; and (3) utilising economies of scale in the contractor
market, with Statnett reporting a 18% and 12% reduction in the cost of power lines and substations respectively. Statnett report that
total costs fell by NOK7.1 billion of which NOK4.5 billion related to investment costs. In actual NOK, influenceable operating expenses
in 2017 were roughly at the same level as in the years 2012 and 2013 despite the material increase in the asset base over the period.
Overall, the company estimate that the cost efficiency programme will reduce grid tariffs by around 5% over the 2016-25 period,
equivalent to their total tariff revenues in 2016.

We note, Statnett has set a goal of keeping grid tariffs for general consumption flat (“levelling out”) after 2023 and is currently
establishing a framework for a new cost efficiency-improvement initiative to maintain and improve its level of cost efficiency compared
to other European electricity TSOs.

NVE's expected to issue a consultation in June 2019 suggesting further refinements to regulatory framework for Norwegian electricity
networks
We expect the NVE to issue a public consultation in June 2019 suggesting further refinements to some specific elements of the
regulatory framework governing all Norwegian electricity networks, i.e. Statnett and all the distribution system operators (DSOs), 142
at December 2017.
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Calculation of allowed regulated revenue

Statnett's revenue cap is the sum of seven components.

1. 40% Cost Base. This is the sum of:

a. Inflation adjusted operating and maintenance (O&M) costs (O&M from year n-2 uplifted for inflation in the two
years since)

b. Depreciation in the current year

c. Regulatory return; RAB * WACC

2. 60% Cost Norm = Cost base * Efficiency score

3. Transmission Losses = Transportation losses in grid in year n-2 * Nordic system price in year n (removing almost all price risk
for Statnett)

4. 60% of Cost of Energy Not Supplied (CENS). Can be positive or negative

5. Cost of System Services = 40% of actual costs and 60% cost norm applies. Can be positive or negative.

6. Transit costs. Pass through costs

7. Property taxes. Determined by the municipalities. Pass through costs

We expect any changes to be minor and not to materially affect Statnett's credit quality. For example, a higher share of Cost Norm
in the revenue cap does not impact Statnett provided it retains its 100% efficiency score, our base case as outlined above. Similarly,
mooted changes to CENS affect the distribution of the costs borne by consumer groups rather than Statnett's allowed revenue.

The most significant possible changes would be a (1) shift towards a totex based approach for setting cost allowances, from the
traditional opex and capex split, as has been seen in other European frameworks; and (2) changes to eligibility criteria for including
assets in the RAB, e.g including assets under construction. Given the material differential between PP&E and RAB, due to the large
work-in progress associated with the interconnectors as outlined above, any such change for the latter would be credit positive for
Statnett.

We note that the NVE has already announced that it intends to change how system operating costs allowances in the period 2018-19
are set. In these years, the allowance comprises a 60% weighting on average system operating costs over the prior 10 years (2008-17)
and a 40% weighting on actual costs. After 2019, the regulator is considered abandoning the approach of using a weighted average of
historical costs during the reference period and actual system operating costs after 2019 (the 'norm-based regulation' approach). We
expect system operation costs to increase from 2020 due to the commissioning of the NordLink and NSL interconnectors.

Investment programme remains material over period to 2021, although peak has now passed and key projects on schedule
reduce execution risk
Statnett's investment levels have materially increased in recent years due to its investments onshore, primarily, and in two subsea
interconnectors. The onshore capex programme relates to the construction of new lines, and the substantial strengthening and
uprating of existing lines. The upgrades will support additional construction of hydro and wind generation capacity, relieve existing
congestion and help power Norway's offshore oil and gas extraction activities. Final investment decisions on the subsea interconnectors
to Germany (NordLink) and the UK (North Sea Link, NSL) were taken in 2015 and once these links are operational they will reduce the
Nordic power surplus, supporting Nordic power prices, and improve security of supply in the region.

2017 was the peak of the Statnett's investment cycle, where capex amounted to 30% of Statnett's RAB - the highest level amongst
our European rated universe. Investments will nevertheless remain material over the period to 2021 when both interconnectors are
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scheduled to be completed. We expect Statnett capex to be around NOK35-40 billion over the next five years, compared to a RAB of
NOK41 billion at December 2018, with its share of total project cost on the two interconnectors being €1.5-2.0 billion (c. NOK14-18
billion). This continued large investment programme, coupled with the interconnectors only feeding into the RAB once they are
operational, means that we expect the RAB to almost double again by 2023.

Exhibit 8

Statnett's peak of investment cycle has now passed but investment levels remain material over period to 2021; significant further RAB
growth expected when Nord Link and NSL enter RAB
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Greatest source of execution risk is delays to interconnectors, though this risk has reduced
Any capex programme of this scale carries execution risk. However, execution risk is higher when a couple of large complex projects
account for a substantial part of this expenditure.

We view expenditure on the onshore network, the majority of Statnett's planned capex over the next five years, as having limited
execution risk. This reflects the fact that, whilst some projects are of a similar size to the interconnectors (e.g. the Western Corridor
voltage upgrade now has an estimated cost of NOK6.0-6.8 billion, previously NOK7.1-8.5 billion), Statnett is able to start recovering
costs as soon as each phase of the project is operational rather than waiting until the full project is completed. Therefore, for most
onshore projects, we expect Statnett to start recovering costs either in the year the expenditure is incurred or shortly afterwards as
most projects will be started and completed within a short period of time.

By contrast, the subsea interconnector projects (NordLink and NSL) carry elevated execution risk. They are multi-year projects which
are expected to enter Statnett's RAB later this year and in 2021 respectively. In recent years, Statnett's has been incurring capex,
increasing leverage, but is unable to start recovering these costs until the projects are commissioned. We consider delays, rather than
cost overruns, as the greatest source of credit risk to Statnett. This reflects that NOK7-9 billion of additional debt, Statnett’s guidance
on its share of costs for each project, will weaken financial metrics if there are no associated cash inflows by c. 1.1-1.2% on FFO / Net
Debt in 2019 if NordLink only enters Statnett's RAB in 2020. Whilst any cost overruns on the interconnectors accentuate the increase
in leverage this will primarily be a timing effect. This is because any cost overruns can be passed through in full and the interconnectors
are excluded from future cost efficiency assessments under the current regulatory framework. Potential delays to NordLink rather than
NSL are expected to have a more material impact on metrics as NordLink is expected to come online whilst investment levels are still
material.

We understand that both interconnectors are at or slightly ahead of schedule for entering Statnett's RAB. In their 2018 annual report,
Statnett provided the following update on each project:

» NordLink - (1) placement of the subsea cable between Norway and Germany was finalised in the Norwegian territory in 2018 and
placement of the cable in the Danish and Germany territory has started; and (2) testing of the converter station at the Ertsmyra
substation has started and is expected to be complete in 2019.
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» North Sea Link - (1) in 2018 the first part of the subsea cable was put in place; and (2) construction work for the converter station in
Kvildal and Blyth in England has started.

We note that Statnett's investment costs associated with NordLink are due to enter the company's RAB in 2019 but that the latest
timetable for the project shows energy exchange starting in December 2020 and trial operation of the link operation completed in
March 2021. This divergence arises because Statnett's revenue cap is based on the company's financial and technical report, which
is based on the company's audited annual report. Under the regulatory framework, there are no special rules regarding when an
asset can be activated that limits the accounting standards (NGAAP and IFRS, latter used by Statnett). Consequently, once the asset
can be activated, a decision taken by the company that has to be approved by its auditor, the associated investment costs must be
transferred from work-in progress to net PP&E and thus enter the RAB. Trial operation of the whole link happens later due to further
(reinforcement) work required on the German side of the link we understand.

Increased financial flexibility
Following the (1) aforementioned group's improved cost efficiency; (2) the delivery of key investment projects (principally two subsea
interconnectors) on schedule; and (3) reduced tax liabilities, we expect the group to be more comfortably positioned against our ratio
guidance for the existing rating, as shown in Exhibit 1, despite capex levels remaining material over the period to 2021.2

Reflecting this increased financial flexibility and the further moderation in planned investment levels, we expect Statnett's dividend
payout ratio to revert to 50% (from 25%) from accounting year 2019 onwards. We expect dividends to be around NOK1-1.3 billion
per annum over the period to 2023, compared to around NOK0.3 billion in recent years, with RCF / Net Debt being around 2% points
below FFO / Net Debt over this period.

Once both NordLink and NSL have entered the RAB we expect Net Debt / RAB to fall from around 100% currently to around 75% by
2021. With further moderations in Statnett's planned capex programme expected in the 2020s, we expect Statnett's financial profile to
be materially stronger at this juncture.

Significant rating uplift from ownership by Government of Norway
Statnett's A2 rating incorporates a three-notch uplift for potential state support from its standalone credit quality (or baseline credit
assessment (BCA)) of baa2. This is based on the credit quality of the government of Norway (Aaa stable) and our assessment of high
dependence between Statnett and the government and a strong likelihood of Statnett receiving support.

The Norwegian government has demonstrated a strong track record of supporting Statnett's large investment programme in recent
years. In December 2013, when planned investment levels first rose materially (although still well below current levels), the government
approved a (1) NOK3.25 billion equity injection paid in 2014; (2) no dividend for the 2013 accounting year; and (3) a reduced dividend
payout ratio of 25% of net income, from 50%, after adjusting for over/under recovery of allowed revenues in that year, for the 2014-16
accounting years. In the 2017 State budget the government extended the reduced dividend payout ratio for a further two years stating:
“the government considers a predictable dividend policy important in this period (of high investments) and therefore proposes to prolong the
25% dividend policy by another 2 years”.

The government's stated strong commitment to develop Norwegian infrastructure supports our view that it has no plans to privatise
Statnett.

Liquidity analysis
We view Statnett as having good liquidity. We expect the stable and predictable cash flows generated by its transmission business
(FFO expected to be around NOK5 billion in both 2019 and 2020) to cover Statnett's cash outflows over 2019-20, including (1) modest
dividend payments (NOK1.5-1.6 billion, with the majority in 2020); (2) limited debt repayments (totalling c. NOK3 billion, with c.
NOK2 billion in 2019) and (3) some of its capex requirements (NOK18 billion, with the majority in 2019).

We expect Statnett to use (1) its large cash and cash equivalents balance (NOK3.75 billion at 31 December 2018); (2) the €200 million
undrawn portion of the committed €300 million loan from the European Investment Bank associated with the NordLink cable; and
(3) its NOK8.0 billion revolving credit facility (RCF), which matures in January 2023 and contains no financial covenants, to back its
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remaining capex requirements. This is in line with Statnett's policy of maintaining sufficient liquidity reserves to fund operations and
investments over a twelve-month period without needing access to the capital market.

Rating methodology and scorecard factors
We assess Statnett using Moody's rating methodologies for Regulated Gas and Electric Networks, published in March 2017, and
Government-Related Issuers, published in June 2018.

Exhibit 9

Statnett SF - Rating Factors Grid

Regulated Electric and Gas Networks Industry Grid [1][2]   

Factor 1 : Regulatory Environment and Asset Ownership Model (40%) Measure Score Measure Score

a) Stability and Predictability of Regulatory Regime Aa Aa Aa Aa

b) Asset Ownership Model Aaa Aaa Aaa Aaa

c) Cost and Investment Recovery (Ability and Timeliness) A A A A

d) Revenue Risk Aa Aa Aa Aa

Factor 2 : Scale and Complexity of Capital Program (10%)

a) Scale and Complexity of Capital Program B B Ba Ba

Factor 3 : Financial Policy (10%)

a) Financial Policy Baa Baa Baa Baa

Factor 4 : Leverage and Coverage (40%)

a) FFO Interest Coverage (3 Year Avg) 6.1x Aa 5x - 6x A

b) Net Debt / Fixed Assets (3 Year Avg) 67.0% Baa 67% - 69% Baa

c) FFO / Net Debt (3 Year Avg) 10.1% Ba 9% - 11% Ba

d) RCF / Net Debt (3 Year Avg) 9.1% Baa 7% - 9% Baa

Rating:

Scorecard-indicated Outcome from Grid Factors 1-4 Baa2 Baa1

 Rating Lift 0 0 0 0

a) Scorecard-indicated Outcome from Grid Baa2 Baa1

b) Actual BCA Assigned baa2

Government-Related Issuer Factor

a) Baseline Credit Assessment baa2

b) Government Local Currency Rating Aaa / stable

c) Default Dependence High

d) Support Strong

e) Final Rating Outcome A2

Current 

FY 12/31/2018

Moody's 12-18 Month Forward View

As of April 2019 [3]

Note: (1) All ratios are based on 'Adjusted' financial data and incorporate Moody's Standard Adjustements for Non-Financial Corporations. (2) As of 12/31/2018. (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 divestitures.

Source: Moody's Financial Metrics TM

Ratings

Exhibit 10
Category Moody's Rating
STATNETT SF

Outlook Stable
Issuer Rating A2
Senior Unsecured A2
ST Issuer Rating P-1

Source: Moody's Investors Service

10          3 May 2019 Statnett SF: Update to credit analysis following FY2018 results

https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1059225
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1104983


MOODY'S INVESTORS SERVICE INFRASTRUCTURE AND PROJECT FINANCE

Moody’s related publications

» Statnett SF: Draft determination credit neutral - modest WACC reduction expected with evolutionary changes in regulatory
framework, July 2018 (1132292)

» Norwegian Regulated Electricity Networks: New report proposes cut in allowed returns; credit negative if these proposals are
adopted, June 2017 (1079756)

» Nordic Electric Networks: Comparison of Transmission and Distribution Regulation across the Region, June 2016 (1027935)

» Statnett SF: Demands of large investment programme manageable, April 2016 (1014530)
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Appendix

Exhibit 11

Peer comparison table

(in USD millions) FYE FYE FYE FYE FYE FYE FYE FYE FYE FYE FYE FYE

Dec-2016 Dec-2017 Dec-2018 Dec-2016 Dec-2017 LTM Dec-2016 Dec-2017 LTM Dec-2016 Dec-2017 Dec-2018

Revenue 767 860 1,064 2,249 2,468 2,701 10,438 11,402 12,275 3,146 4,492 5,041

EBITDA 409 476 654 1,693 1,814 1,933 403 865 990 1,061 1,729 1,978

Total Debt 3,519 4,451 4,903 9,346 11,744 9,689 3,038 3,450 3,356 8,525 10,538 11,561

Net Debt 3,181 4,186 4,502 8,421 9,356 9,204 1,748 1,761 1,369 8,359 10,472 11,552

(CFO  Pre-W/C + Int.) / Int. Expense 6.3x 5.5x 6.5x 11.4x 12.6x 12.7x 5.8x 4.4x 4.1x 5.3x 6.9x 7.0x

Net Debt / Fixed Assets 64.5% 69.7% 66.6% 64.3% 60.9% 61.2% 39.7% 32.6% 25.8% 58.9% 58.6% 60.6%

FFO / Net Debt 10.6% 8.4% 11.3% 14.3% 15.1% 15.1% 17.6% 15.9% 16.9% 9.8% 13.5% 13.0%

RCF / Net Debt 9.3% 7.4% 10.5% 9.2% 9.7% 9.5% 11.6% 9.1% 7.7% 6.6% 11.1% 10.6%

Debt / EBITDA 8.8x 9.3x 8.0x 5.8x 6.1x 5.1x 7.9x 3.8x 3.5x 8.4x 5.7x 6.0x

A2 Stable (BCA baa2 stable) Baa2 Stable Baa1 Stable A3 Stable (BCA baa2 stable)

Statnett SF Terna - Rete Elettrica Nazionale S.p.A. Eurogrid GmbH TenneT Holding B.V.

Source: Moody’s Financial Metrics™. All figures & ratios calculated using Moody’s estimates & standard adjustments. FYE = Financial Year-End. LTM = Last Twelve Months. RUR* = Ratings under
Review, where UPG = for upgrade and DNG = for downgrade.

Exhibit 12

Statnett's adjusted debt breakdown

(in NOK Millions) Dec-2014 Dec-2015 Dec-2016 Dec-2017 Dec-2018

As Reported Debt 24,643 28,289 32,633 38,463 45,249

Pensions 869 249 207 354 313

Operating Leases 204 228 292 288 344

Non-Standard Adjustments -3,184 -5,032 -2,844 -2,701 -3,451

Moody's-Adjusted Debt 22,532 23,734 30,288 36,404 42,455

Source: Moody’s Financial Metrics™. All figures are calculated using Moody’s estimates and standard adjustments.

Exhibit 13

Statnett's adjusted EBITDA breakdown

(in NOK Millions) Dec-2014 Dec-2015 Dec-2016 Dec-2017 Dec-2018

As Reported EBITDA 2,602 3,411 3,285 3,778 5,140

Pensions 9 -295 83 98 115

Operating Leases 51 57 73 72 86

Non-Standard Adjustments -11 -8 -10 -19 -25

Moody's-Adjusted EBITDA 2,651 3,165 3,431 3,929 5,316

Source: Moody’s Financial Metrics™. All figures are calculated using Moody’s estimates and standard adjustments.
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Exhibit 14

Statnett's selected historic Moody's adjusted financials

NOK Millions Dec-2014 Dec-2015 Dec-2016 Dec-2017 Dec-2018

INCOME STATEMENT

Revenue 5,389 5,747 6,446 7,103 8,651

EBITDA 2,651 3,165 3,431 3,929 5,316

EBIT 1,457 1,491 1,224 1,464 3,264

Interest Expense 555 543 544 634 800

Net Income 676 768 575 716 2,050

BALANCE SHEET

Total Debt 22,532 23,734 30,288 36,404 42,455

Cash & Cash Equivalents 2,424 2,290 2,911 2,163 3,475

Net Debt 20,108 21,444 27,377 34,241 38,980

Total Liabilities 28,707 32,173 37,126 44,946 54,359

Net PP&E 32,571 36,857 42,457 49,119 58,560

Total Assets 41,116 45,636 50,866 58,793 70,312

Regulated Asset Value (RAV) 26,873 29,566 33,797 35,536 41,235

CASH FLOW

Funds from Operations (FFO) 2,019 2,996 2,892 2,883 4,410

Cash Flow from Operations (CFO) 2,881 2,176 3,137 3,477 3,751

Cash Dividends - Common -321 -357 -350 -326

Retained Cash Flow (RCF) 2,019 2,675 2,535 2,533 4,084

Capital Expenditures -5,658 -5,585 -7,612 -10,723 -8,246

Free Cash Flow (FCF) -2,777 -3,730 -4,832 -7,596 -4,821

FFO / Net Debt 10% 14% 11% 8% 11%

RCF / Net Debt 10% 12% 9% 7% 10%

FCF / Net Debt -14% -17% -18% -22% -12%

PROFITABILITY

EBIT Margin % 27% 26% 19% 21% 38%

EBITDA Margin % 49% 55% 53% 55% 61%

INTEREST COVERAGE

FFO Interest Coverage 4.6x 6.5x 6.3x 5.5x 6.5x

LEVERAGE

Debt / EBITDA 8.5x 7.5x 8.8x 9.3x 8.0x

Net Debt / EBITDA 7.6x 6.8x 8.0x 8.7x 7.3x

Net Debt / Fixed Assets 62% 58% 64% 70% 67%

Net Debt / RAV 75% 73% 81% 96% 95%

Debt / Book Capitalization 63% 62% 67% 71% 70%

Source: Moody’s Financial Metrics™. All figures and ratios are calculated using Moody’s estimates and standard adjustments. Moody's Forecasts (f) or Projections (proj.) are Moody's opinion and
do not represent the views of the issuer. Periods are Financial Year-End unless indicated. LTM = Last Twelve Months.
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Endnotes
1 Statnett's total impactable operating costs regarding weighted maintenance objects show a 17% improvement from the 2013 budget to what was realised

in 2018. In actual NOK, influenceable operating expenses in 2017 were roughly at the same level as in the years 2012 and 2013 despite the material
increase in the asset base over the period.

2 Statnett decided during 2018 to change the treatment of maintenance costs for tax purposes, including retrospectively back to 2013, with Norwegian
tax rules allowing for the tax deductibility of all maintenance costs as they incur. This materially reduces current tax liabilities over the next few years,
benefitting FFO / Net Debt by over 1% percentage point per annum, as well as reducing the rate of further growth in leverage.
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