STANDARD | (zlgbal Credit Portal

POOR’ . ey
SPOOR'S RatingsDirect

October 20, 2010

Research Update:

Iceland-Based Utility Landsvirkjun
Rating Raised To 'BB+' On
Improved Stand-Alone Credit
Profile; Outlook Negative

Primary Credit Analyst:
Andreas Kindahl, Stockholm (46) 8-440-5907;andreas_kindahl@standardandpoors.com

Secondary Contact:
Karin Erlander, London (44) 20-7176-3584;karin_erlander@standardandpoors.com

Table Of Contents

Overview

Rating Action

Rationale

Outlook

Related Criteria And Research

Ratings List

www.standardandpoors.com/ratingsdirect 1
826902 | 300978253



Research Update:

Iceland-Based Utility Landsvirkjun Rating
Raised To 'BB+' On Improved Stand-Alone
Credit Profile; Outlook Negative

Overview

 |Iceland-based utility Landsvirkjun's business risk profile has
strengthened. At the same tine, liquidity has inproved and is no |onger
wei ghing on the rating.

« As a consequence, we are revising Landsvirkjun's stand-alone credit
profile to 'b+ from'b-".

e W are raising our long-termcorporate credit rating on Landsvirkjun to
'"BB+' from'BB'.

e The negative outlook reflects that on the Republic of Iceland.

Rating Action

On Cct. 20, 2010, Standard & Poor's Ratings Services raised its |long-term
corporate credit rating (CCR) on Iceland-based utility Landsvirkjun to ' BB+
from'BB . At the sanme tine, we affirned the 'B-1' short-term CCR The outl ook
is negative. In addition, we revised Landsvirkjun's stand-alone credit profile
(SACP) to 'b+" from'b-'.

Rationale

The upgrade reflects our view of Landsvirkjun's inmproved SACP. This is partly
due to a gradual inprovenment in the stability and predictability of the
conpany's earnings, and partly to a stronger liquidity position

In our view, Landsvirkjun's reduced exposure to inherently volatile al um num
prices--followi ng the renegotiation of a contract with one of the snelters

t hat buy power from Landsvirkjun--should result in less volatile swings in the
conpany's earnings and cash flows.

In addition, we take a positive view of Landsvirkjun's focus on inproving its
profitability, which we believe is poor. W consider profitability to be poor
due to the company's strategically inportant role as a provider of relatively
| ow cost energy to power-intensive industries.

We al so consider that Landsvirkjun's financial risk profile is likely to

i mprove, as was evident in the first half of 2010. This is based on our
assunption that profitability and cash fl ow generation will continue to

i mprove gradually in the near to nediumterm and that investrment levels wll
remain | ow. Moreover, Landsvirkjun's liquidity position has strengthened and
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is no | onger weighing on the SACP, which we now assess at 'b+'.

The 'BB+' rating on Landsvirkjun is based on the conpany's SACP, as well as on
our opinion that there is a "very high" likelihood that the government of the
Republic of Iceland (foreign currency BBB-/Negative/ A-3; |ocal currency

BBB/ Negat i ve/ A-3) woul d provide tinely and sufficient extraordi nary support to
Landsvirkjun in the event of financial distress.

In accordance with our criteria for governnent-related entities (GRES), our
view of a "very high" Iikelihood of extraordi nary government support is based
on our assessnent of Landsvirkjun's:

e "Very inportant” role for the Icel andic governnent, given Landsvirkjun's
dom nant position as the incunmbent power conpany and 64. 7% owner and
nonopol y system operator of the national transmi ssion grid;
Landsvirkjun's strategic inportance to the |cel andic econony; and its
central role in the pronotion of power-intensive industries.

* "Very strong"” link with the Icelandic state, given the state's 100%
ownershi p of Landsvirkjun and our expectation that Landsvirkjun will not
be privatized in the mediumterm the provision of ultinmate state
guarantees for all of Landsvirkjun's debt; a two-year $300 million
contingent credit facility extended to Landsvirkjun by the Central Bank
of lceland in June 2009; and the risk to the sovereign's reputation if
Landsvirkjun were to default.

Landsvirkjun's SACP largely reflects our view of the conpany's high financial
gearing and weak cash flow coverage ratios. W anticipate that the conpany's
rati o of adjusted funds fromoperations (FFO to debt will remain at just |ess
than 10% t hrough 2011, but will likely continue to inmprove gradually
thereafter. The SACP al so reflects Landsvirkjun's fair business risk profile,
which is restricted by high customer concentration, the conpany's exposure to
t he al um num sector for revenue and cash flow generation, and poor
profitability. The conpany is, however, the dom nant power producer in |celand
and has a nodern and | ow cost renewabl e generati on asset base. W also note
that Landsvirkjun operates in line with the strategic goals for the Republic
of lceland, providing relatively | ow cost energy to power-intensive

i ndustries.

Liquidity

Landsvirkjun's liquidity position has strengthened in the past few nonths and
is adequate, in our opinion. This is due to Landsvirkjun's inproved access to
fundi ng sources, as evidenced by successful debt issuance to redeem expiring
debt obligations. Mst recently, a $100 nmillion five-year bond was increased
to $150 million due to good denand fromthe investor base. W continue to
bel i eve, however, that Landsvirkjun is reliant on positive discretionary cash
flow to support its debt service requirenents in the nediumterm

On June 30, 2010, Landsvirkjun had $130 mllion in freely available cash and

$282 million available under a committed revolving credit facility that
expires in Decenber 2012, and which is free of covenants and ot her
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restrictions. Landsvirkjun also had access to a committed |cel andic krona
(ISK) 3.0 billion ($24 million) bank line until April 2013. This conpares with
about $290 nmillion of short-termdebt, of which we understand $105 nillion had
al ready been repaid by the end of Septenber 2010, with an additional $202
mllion of debt due in the following 12 nonths. W believe that the $300
mllion contingent credit facility with the Central Bank of |celand supports
Landsvirkjun's liquidity position in the near term However, the facility
expires on July 1, 2011, so use of this contingency funding would only provide
short-termrelief.

In our assessnent of Landsvirkjun's adequate liquidity position, we assune
that the conpany will address the $358 million back-up facility expiring in
Decenmber 2012 in a tinmely manner. A failure to extend the facility in due
course or a negative deviation in FFO from our base-case assunptions coul d put
pressure on the conpany's liquidity profile.

Outlook

The negative outl ook reflects our opinion that a downgrade of the |oca
currency rating on the sovereign--which currently has a negative

out | ook--would likely result in us lowering the CCR on Landsvirkjun. This is
inline with our criteria on GREs and assunmes an unchanged SACP

In addition to what we view as a stronger business risk profile, our base-case
assessnent assunes that Landsvirkjun's credit netrics should gradually
i nprove, albeit froma weak position

We coul d consider taking a positive rating action if Landsvirkjun's cash fl ow
coverage of debt and financial risk profile inmprove further--that is, by the
conpany mai ntai ni ng an adjusted FFO to-debt ratio of 10% on a sustainabl e

basi s.

However, we are likely to take a negative rating action on Landsvirkjun if we
downgrade the Republic of Iceland, and, at the sane tine, nmintain
Landsvirkjun's SACP at 'b+'.

Related Criteria And Research

 Met hodol ogy And Assunptions: Standard & Poor's Standardizes Liquidity
Descriptors For d obal Corporate Issuers, July 2, 2010

 General Criteria: Enhanced Methodol ogy And Assunptions For Rating
Governnent - Rel ated Entities, June 29, 2009

e Criteria Methodol ogy: Business Risk/Financial Risk Matrix Expanded, My
27, 2009

Standard & Poor’s | RatingsDirect on the Global Credit Portal | October 20, 2010 4



Research Update: Iceland-Based Utility Landsvirkjun Rating Raised To 'BB+' On Improved Stand-Alone Credit
Profile; Outlook Negative

Ratings List

Upgr aded; CreditWatch/ Qutl ook Action; Ratings Affirmed

To From
Landsvi rkj un
Corporate Credit Rating BB+/ Negati ve/ B-1 BB/ St abl e/ B-1
Seni or Unsecured Debt* BB+ BB
Short - Ter m Debt * B-1 B-1

*Q@uar ant eed by the Republic of Iceland.

Additional Contact:
Infrastructure Finance Ratings Europe;InfrastructureEurope@standardandpoors.com

Conplete ratings information is available to RatingsDi rect subscribers on the
A obal Credit Portal at ww. gl obal creditportal.comand RatingsDirect

subscri bers at www. ratingsdirect.com All ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client 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 Mscow (7) 495-783-4011.
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