Rating Action: Moody's upgrades Orkuveita Reykjavikur to Baa3
08 Sep 2021
London, 08 September 2021 -- Moody's Investors Service (Moody's) has today assigned a Baa3 long-term
issuer rating to Orkuveita Reykjavikur (OR) and concurrently withdrawn the Ba1 corporate family rating (CFR),
following the rating agency's practice for corporates transitioning to investment grade. The outlook on the rating
remains stable.
The upgrade to Baa3 principally reflects an improvement in the company's underlying credit quality, as
represented by a ba1 baseline credit assessment (BCA), upgraded from ba2, which in turn reflects the
company's strong operating performance, significant improvements in aluminium prices, and an improved
balance between earnings and liabilities denominated in foreign currencies. Financial strategy and risk
management, including the management of foreign exchange risks, is a governance consideration under
Moody's methodology for assessing ESG risks.
RATINGS RATIONALE
OR's ba1 BCA reflects (1) the company's strong market position and strategic importance to Reykjavik and
Iceland (A2 stable) as the provider of essential utility services to around 75% of Iceland's population; (2) the
low business risk profile associated with regulated activities, which account for around 55% of the company's
EBITDA and provide a good degree of cash flow predictability; and (3) low and predictable levels of capital
expenditure.
The company achieved resilient operating performance in 2020, despite headwinds associated with the with
coronavirus pandemic, and strong cash flow in the twelve months to June 2021 attributable to lower borrowing
costs and a 7% reduction in operating expenditures compared to the prior year. OR has also benefited from
significant improvements in aluminium prices since the start of 2020, which directly benefit revenues through
aluminium-linked contracts. As a result, OR's ratio of Funds From Operations (FFO) to net debt increased to
19.2% in the twelve months to June 2021. Stronger aluminium prices have also contributed to an improvement
in the credit quality of Century Aluminum Company (B3 stable), which owns Nordural, OR's largest single
customer.
OR has significantly improved its exposure to foreign exchange risks by reducing its debt denominated in
foreign currencies relative to US dollar-denominated earnings. Borrowings in foreign currencies, mainly the US
dollar, have declined from 63% of debt in December 2016 to around 40%, and Moody's expects this to
continue to fall. US dollar revenue was equivalent to 21% of 2020 EBITDA.
OR benefits from a transparent and supportive regulatory framework in its electricity distribution segment.
Iceland's National Energy Authority (NEA) followed a well-established methodology to set allowed revenues for
the 2021-26 regulatory period, which includes a post-tax real allowed return of 5.21% in 2021 that will decline
gradually over the period. The real allowed equity return, 7.25% in 2021, is higher than comparable regimes in
Europe and globally, in part reflecting high interest rates following Iceland's financial crisis. The regulatory
framework for the hot water segment, which is significantly larger than electricity distribution, is less developed,
but tariff-setting in recent years has followed the NEA's analytical approach. Tariffs for cold water and sewage
have increased steadily in recent years, and in Moody's opinion allow OR to achieve a reasonable return on
invested capital.
Liquidity is very strong, with ISK 36.0 billion of cash and equivalents and access to ISK 10.0 billion of undrawn
credit facilities as of June 2021.
OR is considered a government-related issuer under Moody's methodology because of its ownership by
municipal authorities, which include the City of Reykjavik (93.5%), the Town of Akranes (5.5%) and the
Municipality of Borgarbyggd (1%). OR's Baa3 rating incorporates one notch of uplift for potential extraordinary
support to the company's ba1 BCA. This recognises that, despite strong incentives for the owners to provide
timely financial support to OR, their ability to do so may be constrained by OR's significant debt burden relative
to the financial resources of its shareholders. Moody's would expect the central government to coordinate with
the local governments to arrange timely intervention, if necessary. On 20 August Moody's affirmed the A2

rating and stable outlook of the Government of Iceland, reflecting expectations of a solid economic recovery
and significantly stronger and more credible institutions, offset by limited diversification of the economy.
ESG CONSIDERATIONS
Orkuveita Reykjavikur's ESG Credit Impact Score is low/neutral (CIS-2), an improvement from its previous
score of moderately negative (CIS-3), reflecting improved financial risk management. The effect of ESG risks
to the rating is mitigated by the expectation that its government shareholder would support the company, if this
were to become necessary.
OR's low/neutral environmental risk (E-2 issuer profile score) reflects the company's fully renewable generation
portfolio. Heat and electricity from geothermal energy, which accounts for substantially all of OR's output, is
highly reliable and dispatchable, and is unaffected by climactic variability that affects other renewable
technologies. Despite Iceland's extreme weather, which creates risk of physical damage to OR's assets and
those of Landsnet, the transmission network owner, OR has maintained consistently high network reliability
since 2015 and has not faced material storm-related costs. Emissions of carbon and hydrogen sulphide from
OR's geothermal plants are within permitted limits and have fallen over time as OR has reinjected an
increasing share of these gases. In 2019, the company established a subsidiary to commercialise it carbon
capture technology.
OR's social risk is moderately negative (S-3), reflecting the risk, common to all regulated utilities, that public
concern over environmental, social or affordability issues could lead to adverse regulatory or political
intervention. These risks are balanced by neutral to low risks to health and safety, human capital, customer
relationships and responsible production.
Governance risks are low/neutral (G-2), a change from the previous score of moderately negative (G-3),
reflecting reductions in OR's foreign exchange risk. Because Reykjavik City owns the company and appoints
five of six directors, we view the independence of OR's board as relatively weak. However, a published
"ownership strategy" and well-defined financial policies, and the shareholders' track record of appointing nonpolitical external experts to the board, moderate the risk of political interference in the company's operations.
RATIONALE FOR STABLE OUTLOOK
The stable outlook on the rating reflects Moody's expectation that OR will maintain FFO/net debt in the high
teens, in percentage terms, with prudent liquidity.
FACTORS THAT COULD LEAD TO AN UPGRADE OR DOWNGRADE OF THE RATINGS
There could be upward pressure on the rating if OR demonstrated further reductions in foreign currency risk,
further improvement in the predictability of its key regulatory frameworks, or FFO/net debt trending toward the
mid-20s in percentage terms.
These ratings could be downgraded if OR's FFO/net debt falls persistently below the high teens, if liquidity is
insufficient to insulate the company from market risks (particularly in relation to exchange rates or aluminium
prices), or if the supportiveness of OR's regulatory frameworks diminishes.
The methodologies used in these ratings were Regulated Electric and Gas Utilities published in June 2017 and
available at https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1072530 and
Government-Related Issuers Methodolgy published in Febuary 2020 and available at
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1186207 . Alternatively, please see
the Rating Methodologies page on www.moodys.com for a copy of these methodologies.
Orkuveita Reykjavíkur (OR) is Iceland's largest multi-utility, operating its own power plants, electricity
distribution system, geothermal district heating system and providing cold water and waste services in 22
communities in the southwest of the country, covering approximately 75% of the Icelandic population. The
company is also a fibre-optic service provider, offering internet access to businesses and households. More
than 95% of the company's installed generation capacity is based on geothermal sources, while the remainder
comes from hydro. OR is the second largest electricity producer in Iceland. with a share of around 18% in total
electricity output. The company services mainly the Reykjavik city area, but is also present in southern and
western parts of Iceland.
Orkuveita Reykjavíkur is a partnership between three municipalities: the City of Reykjavik (93.5%), the Town of
Akranes (5.5%) and the Municipality of Borgabyggd (1%).

REGULATORY DISCLOSURES
For further specification of Moody's key rating assumptions and sensitivity analysis, see the sections
Methodology Assumptions and Sensitivity to Assumptions in the disclosure form. Moody's Rating Symbols and
Definitions can be found at: https://www.moodys.com/researchdocumentcontentpage.aspx?
docid=PBC_79004.
For ratings issued on a program, series, category/class of debt or security this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series,
category/class of debt, security 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 credit rating action on the support
provider and in relation to each particular credit 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
credit rating action, and whose ratings may change as a result of this credit 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.
These ratings has been disclosed to the rated entity or its designated agent(s) and issued with no amendment
resulting from that disclosure.
These ratings is solicited. Please refer to Moody's Policy for Designating and Assigning Unsolicited Credit
Ratings available on its website www.moodys.com.
Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.
Moody's general principles for assessing environmental, social and governance (ESG) risks in our credit
analysis can be found at http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1288435 .
At least one ESG consideration was material to the credit rating action(s) announced and described above.
The Global Scale Credit Rating on this Credit Rating Announcement was issued by one of Moody's affiliates
outside the EU and is endorsed by Moody's Deutschland GmbH, An der Welle 5, Frankfurt am Main 60322,
Germany, in accordance with Art.4 paragraph 3 of the Regulation (EC) No 1060/2009 on Credit Rating
Agencies. Further information on the EU endorsement status and on the Moody's office that issued the credit
rating is available on www.moodys.com.
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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CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES ARE THEIR CURRENT
OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR
DEBT OR DEBT-LIKE SECURITIES, AND MATERIALS, PRODUCTS, SERVICES AND
INFORMATION PUBLISHED BY MOODY’S (COLLECTIVELY, “PUBLICATIONS”) MAY INCLUDE
SUCH CURRENT OPINIONS. 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 OR IMPAIRMENT. SEE APPLICABLE
MOODY’S RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE
TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY’S CREDIT
RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT
LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS,
NON-CREDIT ASSESSMENTS (“ASSESSMENTS”), AND OTHER 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. AND/OR ITS AFFILIATES. MOODY’S CREDIT RATINGS, ASSESSMENTS,
OTHER OPINIONS AND PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR
FINANCIAL ADVICE, AND MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND
PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL,
OR HOLD PARTICULAR SECURITIES. MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT
FOR ANY PARTICULAR INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS, ASSESSMENTS
AND OTHER OPINIONS AND PUBLISHES ITS 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, ASSESSMENTS, OTHER OPINIONS, AND PUBLICATIONS ARE NOT
INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR
RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS OR
PUBLICATIONS WHEN MAKING AN 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.
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS ARE NOT
INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS DEFINED FOR
REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM
BEING CONSIDERED A BENCHMARK.
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 its 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 CREDIT RATING,
ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR
MANNER WHATSOEVER.
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