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Research Update:

Landsvirkjun Local Currency Rating Cut To
'BBB-' On Weaker Sovereign; Outlook Negative

Rationale

On Dec. 18, 2008, Standard & Poor's Ratings Services lowered its | ong-term and
short-termlocal currency ratings on |Icel and-based electricity generation and
transm ssi on conmpany Landsvirkjun to 'BBB-' and 'A-3', respectively, from
"BBB+' and 'A-2'. At the sane tinme, Standard & Poor's affirned its long-term
'"BBB-' and short-term'A-3" foreign currency ratings on Landsvirkjun. The
out | ook remains negati ve.

The rating actions reflect our view that Landsvirkjun's owner, the
Republic of Iceland (foreign currency: BBB-/Negative/A-3; |ocal currency:
BBB+/ Negative/ A-2), has less ability than previously assuned to provide tinmely
financial support to Landsvirkjun.

The state owns 100% of Landsvirkjun. Together with the conpany's previous
owners--the City of Reykjavik and the town of Akureyri--the state provides
guarantees for the collection of debt. The guarantees are ultimate, and in
view of the deterioration in the credit rating on the Republic of Ilceland, we
consi der that the sovereign's ability to provide support to Landsvirkjun, if
needed, has reduced.

Standard & Poor's anal yzes Landsvirkjun using its criteria for
government-rel ated entities. The ratings on Landsvirkjun are now based on a
t op- down net hodol ogy--conpared with the previous approach of ratings
equal i zation--which reflects: Landsvirkjun's 100% ownership by the state; the
fact that there is no nediumterm prospect that Landsvirkjun will be
i ncorporated and privatized; its strategic inportance to the |celandic
econony; its central role in the pronotion of power-intensive industries; and
the risk to the sovereign's reputation if Landsvirkjun were to default. W
expect that existing and new debt obligations will continue to benefit from
t he governnent guarantee and be grandfathered if the conpany's status changes.

The stand-al one credit quality on Landsvirkjun is assessed to be in the
"B category and reflects an extrenely weak and highly | everaged financi al
risk profile; customer concentration risks; and exposure to inherently
vol atil e alum num prices. The stand-alone credit quality also reflects
Landsvirkjun's dom nant position in the lIcelandic electricity market,
ownership of the transmission grid, and its nodern asset base.

Liquidity
Landsvirkjun's liquidity position is currently adequate, but coul d weaken
dependi ng on how the fair value of its derivative positions changes, and
whet her Landsvirkjun could be required to post coll ateral

Landsvirkjun currently has $80 million in cash and $290 nmillion available
under a $400 million credit facility (excluding the |cel andi c banks
participation in the facility). This conpares with short-termdebt of $171
mllion.
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Outlook

The negative outl ook on the | ocal and foreign currency corporate credit
ratings on Landsvirkjun reflects the negative outl ook on the sovereign
ratings, as well as Landsvirkjun's weak financial risk profile. Gven that

i ncorporation and privatization appear unlikely in the near to nmediumterm we
expect the ratings and outl ook on Landsvirkjun to be linked to the sovereign
rating as long as we deemthe conmpany to be of high strategic inportance to

| cel and.

Ratings List

Downgr aded
To From
Landsvi rkj un
Corporate Credit Rating
Local Currency BBB-/ Negati ve/ A-3 BBB+/ Negative/ A-2

Rati ngs Affirned

Landsvi rkj un
Corporate Credit Rating
Forei gn Currency BBB- / Negati ve/ A- 3

Landsvi rkj un
Seni or Unsecured BBB-/ Negat i ve

Additional Contacts:
Peter Kernan, London (44) 20-7176-3618;peter_kernan@standardandpoors.com
Industrial Ratings Europe;CorporateFinanceEurope@standardandpoors.com

Ratings information is available to subscribers of RatingsDirect, the

real -ti me Web-based source for Standard & Poor's credit ratings, research, and
ri sk analysis, at ww. ratingsdirect.com It can also be found on Standard &
Poor's public Wb site at www. st andar dandpoors. con sel ect your preferred
country or region, then Ratings in the left navigation bar, followed by Credit
Rati ngs Search. Alternatively, call one of the followi ng Standard & Poor's
nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow (7) 495-783-4017.

www.standardandpoors.com/ratingsdirect 3

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



Copyright © 2008 Standard & Poor's, a division of The McGraw-Hill Companies, Inc. (S&P). S&P and/or its third party licensors have exclusive proprietary rights in the data or
information provided herein. This data/information may only be used internally for business purposes and shall not be used for any unlawful or unauthorized purposes.
Dissemination, distribution or reproduction of this data/information in any form is strictly prohibited except with the prior written permission of S&P. Because of the
possibility of human or mechanical error by S&P, its affiliates or its third party licensors, S&P, its affiliates and its third party licensors do not guarantee the accuracy,
adequacy, completeness or availability of any information and is not responsible for any errors or omissions or for the results obtained from the use of such information. S&P
GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE
OR USE. In no event shall S&P, its affiliates and its third party licensors be liable for any direct, indirect, special or consequential damages in connection with subscriber's or
others use of the data/information contained herein. Access to the data or information contained herein is subject to termination in the event any agreement with a third-
party of information or software is terminated.

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities designed to preserve the independence and objectivity
of ratings opinions. The credit ratings and observations contained herein are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or
sell any securities or make any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or other opinion
contained herein in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard & Poor's may have
information that is not available to Ratings Services. Standard & Poor's has established policies and procedures to maintain the confidentiality of non-public information
received during the ratings process.

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or third parties participating in marketing
the securities. While Standard & Poor's reserves the right to disseminate the rating, it receives no payment for doing so, except for subscriptions to its publications.
Additional information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they have been assigned. No sharing of

passwords/user IDs and no simultaneous access via the same password/user ID is permitted. To reprint, translate, or use the data or information other than as provided
herein, contact Client Services, 55 Water Street, New York, NY 10041; (1)212.438.9823 or by e-mail to: research_request@standardandpoors.com.

Copyright © 1994-2008 Standard & Poor's, a division of The McGraw-Hill Companies. Al Rights Reserved. The McGraw-Hill Companies

Standard & Poor’s RatingsDirect | December 18, 2008 4



	Research:
	Rationale
	Liquidity

	Outlook
	Ratings List


