STANDARD RaTiINGSDIRECT®

&POOR’S

April 18, 2008

Research Update:
Landsvirkjun Ratings Lowered To

'A' And 'AA-' On Iceland
Downgrade; Outlook Negative

Primary Credit Analyst:
Peter Kernan, London (44) 20-7176-3618;peter_kernan@standardandpoors.com

Secondary Credit Analysts:
Karin Erlander, London (44) 20-7176-3584;karin_erlander@standardandpoors.com
Mark Schindele, Stockholm (46) 8-440-5918;mark_schindele@standardandpoors.com

Table Of Contents

Rationale
Outlook

Ratings List

www.standardandpoors.com/ratingsdirect 1

Standard & Poor's. All rights reserved. No reprint or dissemination without S&P?s permission. See Terms of 643605 | 300978253
Use/Disclaimer on the last page.



Research Update:

Landsvirkjun Ratings Lowered To 'A' And
'AA-' On Iceland Downgrade; Outlook
Negative

Rationale

On April 18, 2008, Standard & Poor's Ratings Services lowered its long-term
foreign currency rating on |cel and-based electricity generation and
transm ssi on conpany Landsvirkjun to 'A from'A+ and its long-termloca
currency rating on the conpany to 'AA-' from'AA . W affirned the "A 1
short-termforeign currency and ' A-1+ short-term|local currency ratings. The
outl ook on the long-termratings is negative.

At the same time, Standard & Poor's lowered its senior unsecured debt
ratings on Landsvirkjun to 'A" from'A+ . The outlook on the debt ratings is
negati ve.

We al so renoved all the ratings from Credi tWAtch with negative
i mplications, where we placed themon April 1, 2008, mirroring the CreditWtch
pl acenent of the ratings on the Republic of Icel and.

The rating actions follow the downgrade of the Republic of Iceland
(foreign currency A/ Negative/A-1; local currency AA-/Negative/A-1+). (Pl ease
refer to the related article titled "Research Update: I|celand Sovereign
Rati ngs Lowered On External Funding Risks; Qutl ook Negative" published Apri
17, 2008, on RatingsDirect.)

The ratings on Landsvirkjun reflect the ultinmte guarantee for all its
exi sting and new debt obligations provided by the utility's owner, the
Republic of Iceland; the conpany's dom nant position in the Icelandic
electricity market (generating 75% of supplies and controlling the
transm ssion grid); and its nodern asset base. Waknesses include custoner
concentration (with three custonmers accounting for about 65% of Landsvirkjun's
revenues) as well as exposure to foreign exchange, alum num price, and
interest rate risks. The ratings are al so constrained by Landsvirkjun's highly
| everaged financial position

The ratings on governnent-guaranteed debt are |linked to the sovereign
ratings and reflect our expectations that existing and new debt will continue
to benefit from governnent guarantees and woul d be grandfathered if the
conpany's status changes. Fornmally, the guarantee is ultinmate. That said,
Standard & Poor's expects the governnent to provide tinely financial support
if needed. Qur expectation is based on Landsvirkjun's strategic inportance to
electricity supply, the company's central role in the pronotion of
power -intensive industry in Iceland, and the sovereign reputation risk if
Landsvirkjun were to default.

Al t hough progress of government plans to nmerge Landsvirkjun with two
ot her state-owned distribution conpanies and to incorporate the combi ned group
has been linmted, we expect the government guarantee to be abolished for new
debt issued after incorporation
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Landsvirkjun's heavy capital expenditure programis largely conplete,
with investnents relating to the $1.1 billion Karahnjukar plant gradually
decreasi ng over the next two years. At the sane tinme, internally generated
cash flow shoul d inprove as the hydro plant starts generating earnings.

Liquidity

Landsvirkjun's liquidity position is adequate. At the end of March 2008,
liquid assets totaled $350 mllion). At the same time, Landsvirkjun has access
to an undrawn committed credit facility of about $350 million, maturing in
2012. This conpares with short-termdebt maturities of about $230 million in
2008 and $60 million in 2009.

Outlook

The negative outl ook on the | ocal and foreign currency corporate credit
ratings reflects the negative outl ook on the sovereign ratings as well as our
expectation that government support could decrease in the longer term which
woul d adversely affect Landsvirkjun's credit quality and result in the ratings
reflecting the company's significantly weaker standal one qualities. However,
this risk has dimnished foll ow ng the inauguration of a new governnent | ast
year. Ratings downside could also come froma weakeni ng of the conpany's
financial structure, debt protection neasures, or business profile.

The negative outl ook on the senior unsecured debt ratings mrrors the
outl ook on the sovereign ratings. This reflects our expectation that existing
and new debt will continue to benefit fromthe governnent guarantee and be
grandfathered if the conpany's status changes. In the absence of any signs of
reduced willingness or ability to honor liabilities in a tinmely manner, the
rati ngs on the debt should nove in line with those on the sovereign

An upgrade is unlikely in the mediumterm
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To From
Landsvi rkj un
Foreign currency corporate credit rating
Al Negativel/ A-1 A+/ Wat ch Neg/ A-1

Local currency corporate credit rating
AA-/ Negativel A- 1+ AA/ Wt ch Neg/ A- 1+

Seni or unsecur ed debt
Al Negati ve A+/ VWt ch Neg
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Ratings information is available to subscribers of RatingsD rect, the

real -tinme Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at ww.ratingsdirect.com It can also be found on Standard &
Poor's public Wb site at www st andardandpoors. com sel ect your preferred
country or region, then Ratings in the left navigation bar, followed by Credit
Ratings Search. Alternatively, call one of the followi ng Standard & Poor's
nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice Hotline
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow (7) 495-783-4017. Menbers of the nedia
may al so contact the European Press Ofice via e-mail on:

nmedi a_eur ope@t andar dandpoor s. com
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