Rating Action: Moody's upgrades Landsvirkjun's ratings to Baa2/Ba1; stable
outlook
Global Credit Research - 01 Jul 2015
No action on Orkuveita Reykjavikur's B1 rating with a positive outlook

London, 01 July 2015 -- Moody's Investors Service, ("Moody's") has today upgraded the guaranteed debt ratings
of Landsvirkjun, including the backed senior unsecured rating of the $2.5 billion EMTN programme to
(P)Baa2/(P)P-2 from (P)Baa3/(P)P-3 and the ratings of the debt issued thereunder to Baa2 from Baa3, all
benefitting from a guarantee of collection from the Government of Iceland (Baa2 stable). Concurrently, Moody's
has upgraded the company's long-term unguaranteed ratings, including the ratings of the $1 billion EMTN
programme to (P)Ba1 from (P)Ba2 and the company's senior unsecured debt ratings to Ba1 from Ba2.
Landsvirkjun's (P)NP short-term rating of the unguaranteed $1 billion EMTN programme was affirmed. All ratings
have a stable outlook.
There is no action on the ratings of Orkuveita Reykjavikur. An overview of this entity is provided later on in this
press release.
RATINGS RATIONALE
-LANDSVIRKJUN
Today's rating action follows Moody's upgrade of Iceland's government bond rating to Baa2 with a stable outlook
from Baa3 with a stable outlook (please refer to Press Release, published on 29th June 2015 for more information
https://www.moodys.com/research/--PR_327549).
Given its 100%-ownership by the Government of Iceland, Landsvirkjun is considered a government-related issuer
(GRI) under Moody's methodology. Moody's believe that extraordinary financial support to Landsvirkjun from the
Icelandic government would be forthcoming if needed. The upgrade of both the guaranteed and unguaranteed debt
ratings reflects Moody's view that the government's ability to support Landsvirkjun has strengthened.
The "very high" support assumption incorporated in Landsvirkjun's ratings reflects the high level of commitment
that the government has shown in the past by the provision of guarantees of collection to support the company's
debt and the strategic importance of Landsvirkjun to Iceland, given the company's position as the country's
dominant power producer and the role it plays in the provision of electricity to the aluminium smelting industry,
which directly contributes to about 40% of Icelandic exports.
Moody's notes that guarantees of collection do not offer bondholders the same degree of protection as a timely
payment guarantee. There is a potential risk of non-timely repayment should the company fail to meet its
obligations, as exhaustive administrative and legal procedures must be followed before the shareholders are
obliged to pay. However, given Landsvirkjun's strategic role for Iceland and other incentives for the shareholders
(such us its liability for penalty interest), Moody's expects that the state would intervene in a timely fashion and
provide financial or other assistance to ensure timely payments under the guaranteed bonds.
The company's ratings incorporate an uplift for potential government support to its standalone credit quality (BCA),
which Moody's continues to assess at b1. Landsvirkjun's BCA factors in positively (1) the company's dominant
position in the Icelandic energy market; (2) its low-cost renewable generation asset base and minimal levels of
capital expenditure; and (3) its ability to generate relatively stable cash flows. However, the company's
assessment is constrained by (1) Landsvirkjun's still high financial leverage; (2) its concentrated exposure to a
comparatively small number of counterparties, mainly in the aluminium industry; (3) its degree of exposure to
aluminium prices in a weak commodity market; (4) its foreign exchange risk; and (5) a considerable proportion of
outstanding debt linked to floating interest rates.
Landsvirkjun's (P)Ba1/(P)NP unguaranteed ratings incorporate three notches of uplift from the company's BCA of
b1 to reflect the high level of commitment that the Government of Iceland has shown in the past to support
Landsvirkjun's debt and the strategic importance of the company to the Icelandic economy.

The (P)Baa2/(P)P-2 guaranteed ratings reflect the additional credit support provided by the guarantee of collection
from its owner and the expectation that the state is highly likely to intervene in a timely fashion and provide
financial or other assistance to support notes issued thereunder if needed to ensure timely payments.
RATIONALE FOR STABLE OUTLOOK
The stable outlook on Landsvirkjun reflects the stable outlook on Iceland. It also reflects Moody's view that a likely
improvement of the BCA by one notch will not by itself lead to an upgrade of the final ratings.
WHAT COULD CHANGE THE RATING UP/ DOWN
An improvement in the Government of Iceland's rating would be required before Moody's would consider an
upgrade of Landsvirkjun's backed senior unsecured ratings that benefit from a guarantee of collection from the
state. Additionally, Moody's would consider an upgrade of the unguaranteed debt ratings if (1) Landsvirkjun
continues to demonstrate the ability to withstand significant volatility in commodity and financial markets and
maintain its strong operational performance; and (2) the company makes substantial progress in reducing its
leverage.
The guaranteed ratings would be downgraded if the rating of the Government of Iceland is downgraded. Equally,
the unguaranteed ratings would come under downward pressure if Moody's were to revise the current assumption
of a very high probability of timely support from the government. Downward rating pressure could also arise as a
result of (1) a substantial deterioration in Landsvirkjun's operating performance, which would cause financial
metrics to materially deviate from Moody's expectations or considerably increase funding requirements; and/or (2)
if it appears likely that the company's available liquidity were not sufficient to insulate it from market risks,
particularly in relation to sudden movements in exchange rates, aluminium prices or interest rates.
CORPORATE PROFILE
Landsvirkjun is Iceland's dominant power producer, responsible for around 72% of Iceland's total electricity
production of 18.1 TWh in 2014. The company currently operates 14 hydropower plants, 2 geothermal plants and 2
wind turbines with total installed capacity of 1,960 MW. It provides 100% renewable energy for domestic users via
electricity sales to public utilities, although the majority of sales are to power intensive industries, mostly for
aluminium smelting, under long-term take-or-pay contracts. Additionally, Landsvirkjun is the majority owner
(64.7%) of Landsnet, which owns and operates the country's electricity transmission system and is a fully
regulated company.
PRINCIPAL METHODOLOGY
The principal methodology used in these ratings was Unregulated Utilities and Unregulated Power Companies
published in October 2014. Other methodologies used include the Government-Related Issuers methodology
published in October 2014. Please see the Credit Policy page on www.moodys.com for a copy of these
methodologies.
- ORKUVEITA REYKJAVIKUR
There is no action on the B1 issuer rating with a positive outlook of Orkuveita Reykjavikur. The rating reflects
Moody's expectation that the company will continue to improve its financial position and strengthen its standalone
credit profile, which would be required before Moody's would consider an upgrade of the company's issuer rating.
Orkuveita Reykjavikur is considered a government-related issuer (GRI) because of its ownership by subsovereign entities, which include the City of Reykjavik (93.5%) and its Icelandic municipal partners, the Town of
Akranes (5.5%) and the Municipality of Borgarbyggd (1%). The company's B1 rating incorporates two notches of
uplift for potential extraordinary support to the company's baseline credit assessment (BCA) of b3. However, there
is not direct ownership from the Government of Iceland in this entity, therefore, the company's ratings are not
directly affected by the upgrade of Iceland's government bond ratings.
REGULATORY DISCLOSURES
For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class
of debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance
with Moody's rating practices. For ratings issued on a support provider, this announcement provides certain
regulatory disclosures in relation to the rating action on the support provider and in relation to each particular rating
action for securities that derive their credit ratings from the support provider's credit rating. For provisional ratings,

this announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in
relation to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where
the transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner
that would have affected the rating. For further information please see the ratings tab on the issuer/entity page for
the respective issuer on www.moodys.com.
For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this rating
action, and whose ratings may change as a result of this rating action, the associated regulatory disclosures will
be those of the guarantor entity. Exceptions to this approach exist for the following disclosures, if applicable to
jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated entity.
The following information supplements Disclosure 10 ("Information Relating to Conflicts of Interest as required by
Paragraph (a)(1)(ii)(J) of SEC Rule 17g-7") in the regulatory disclosures made at the ratings tab on the
issuer/entity page on www.moodys.com for each credit rating:
Moody's was not paid for services other than determining a credit rating in the most recently ended fiscal year by
the person that paid Moody's to determine this credit rating.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related rating
outlook or rating review.
Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures for
each credit rating.
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including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability
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arising from or in connection with the information contained herein or the use of or inability to use any such
information.
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Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”),
hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes
and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of
any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating services rendered by it fees
ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address
the independence of MIS’s ratings and rating processes. Information regarding certain affiliations that may exist
between directors of MCO and rated entities, and between entities who hold ratings from MIS and have also
publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading “Investor Relations — Corporate Governance — Director and Shareholder
Affiliation Policy.”
For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or
Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By
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debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to
retail clients. It would be dangerous for “retail clients” to make any investment decision based on MOODY’S credit
rating. If in doubt you should contact your financial or other professional adviser.
For Japan only: MOODY'S Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of MOODY'S
Group Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned subsidiary of
MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a
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