
   

Press Release 

Rating Action:  Moody’s revises Landsvirkjun outlook to 

positive from stable 

Moody’s Investors Service, (Moody’s) has today revised Landsvirkjun’s rating outlook to positive from stable. Concurrently, Moody's 

has affirmed all the company’s un-guaranteed ratings, including the (P)Ba2/(P)NP ratings of the $1 billion EMTN programme and 

the company’s Ba2 senior unsecured debt ratings. In addition Moody’s has affirmed the (P)Baa3/(P)P-3 backed senior unsecured 

rating of the $2.5 billion EMTN programme and the Baa3 ratings of the debt issued thereunder, all benefitting from a guarantee of 

collection from the Government of Iceland (Baa3 stable). 

RATINGS RATIONALE 

The change of outlook to positive acknowledges the progress Landsvirkjun has made with regard to improving its business 

fundamentals and strengthening its financial profile over recent past and the increased likelihood that the company will meet 

Moody’s ratio guidance for a Ba1 rating of the unguaranteed debt in the next 12 to 18 months. 

The majority of Landsvirkjun's energy generation is sold to power intensive industrial customers through long-term take-or-pay US 

dollar-denominated contracts that provide valuable foreign currency earnings, but at the same time expose the company to an 

additional source of volatility as half of its contracted volume is directly linked to aluminium prices. 

Moody’s recognise that Landsvirkjun’s financial profile has steadily improved over the last years, underpinned by solid operating 

performance and management efforts to reduce exposure to commodity and financial market risks. In particular, after the 

renegotiation of the long term contract with Rio Tinto in 2010, the implementation of a prudential pricing strategy for new signed 

contracts and consistent hedging activities, revenue from power sales has started to decouple from aluminium prices. Moreover, 

the company has also made progress to reduce the mismatch between its foreign currency income and its debt servicing 

obligations, as well as decreasing the proportion of liabilities with floating interest rates.  

Since Landsvirkjun is 100% owned by the state, Moody's considers the company to be a government-related issuer. Therefore, its 

rating is determined by an assessment of its standalone credit quality (expressed as a baseline credit assessment, or "BCA"), and 

factors pertaining to the likelihood of extraordinary support being provided by the Government of Iceland in the event this was 

needed to avoid a payment default. 

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) considerable foreign exchange risk; and (5) a significant proportion of 

outstanding debt linked to floating interest rates. 

The company’s (P)Ba2/(P)NP unguaranteed ratings incorporate two notches of uplift from the company’s BCA of b1 to reflect the 

high level of commitment that Iceland has shown in the past to support Landsvirkjun’s debt and the strategic importance of 

Landsvirkjun to the Icelandic economy.   

The (P)Baa3/(P)P-3 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. 
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RATIONALE FOR POSITIVE OUTLOOK 

The positive rating outlook reflects Moody’s expectation that Landsvirkjun will continue to improve its financial profile, continue to 

reduce leverage and exposure to market risks and prudently manage its liquidity position and capex program. 

WHAT COULD CHANGE THE RATING UP/ DOWN 

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 demonstrates a funds from operation (FFO)/ total debt ratio greater than 10% on a consistent and sustainable basis, 

while continuing to make progress in reducing leverage. Additionally, an improvement in the Government of Iceland 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.   

Given the positive outlook, downward rating pressure on the unguaranteed ratings is not anticipated in the near term but could 

develop as a result of (1) a substantial deterioration in Landsvirkjun’s operating performance, which would cause financial metrics 

to materially deviate from Moody's expectation 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. The unguaranteed ratings would also come under downward pressure if 

Moody’s were to revise the current assumption of a very high probability of timely support from the government. Equally, the 

guaranteed ratings would be downgraded if the rating of the Government of Iceland is downgraded.  

PRINCIPAL METHODOLOGY 

The principal methodologies used in rating Landsvirkjun were Unregulated Utilities and Unregulated Power Companies, published 

in October 2014, and Government-Related Issuers, also published in October 2014. Please see the Credit Policy page on 

www.moodys.com for a copy of these methodologies.  

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.  
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. (“MIS”) AND ITS AFFILIATES ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE 

FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH PUBLICATIONS 

PUBLISHED BY MOODY’S (“MOODY’S PUBLICATIONS”) MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF 

ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET 

ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS 

DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS 

AND MOODY’S OPINIONS INCLUDED IN MOODY’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS 

MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S 

ANALYTICS, INC. CREDIT RATINGS AND MOODY’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT 

RATINGS AND MOODY’S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR 

SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR 

INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT 

EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR 

PURCHASE, HOLDING, OR SALE.  

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL 

INVESTORS TO CONSIDER MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS IN MAKING ANY INVESTMENT DECISION.  IF IN DOUBT YOU SHOULD 

CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER. 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION 

MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR 

STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY 

PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT.  

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or 

mechanical error as well as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts 

all necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be 

reliable including, when appropriate, independent third-party sources. However, MOODY’S is not an auditor and cannot in every instance independently 

verify or validate information received in the rating process or in preparing the Moody’s Publications.  

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any 

person or entity for any indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information 

contained herein or the use of or inability to use any such information, even if MOODY’S or any of its directors, officers, employees, agents, 

representatives, licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited to: (a) any loss of 

present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a particular credit rating 

assigned by MOODY’S. 

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any 

direct or compensatory losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful 

misconduct or any other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond 

the control of, MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers, arising from or in connection with the 

information contained herein or the use of or inability to use any such information. 

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR 

PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER. 

MIS, 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 MIS have, prior to assignment of any rating, 

agreed to pay to MIS 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 “Shareholder Relations — Corporate Governance — 

Director and Shareholder Affiliation Policy.” 
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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 
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