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Rating Action: Moody's downgrades Orkuveita Reykjavikur to Ba1, stable outlook from Baa1, negative
outlook

Global Credit Research - 11 Nov 2009

London, 11 November 2009 -- Moody's Investors Service has today downgraded to Bal stable outlook
from Baal negative outlook the long term senior unsecured issuer rating of Orkuveita Reykjavikur (OR also
known as "Reykjavik Energy").

OR is a Government-Related Issuer under Moody's methodology given its 100% ownership by the City of
Reykjavik (93,5%) and other local authorities. The rating action primarily reflects the recent change in the
sovereign rating from Baal/negative to Baa3/stable prompted by the enduring fiscal, financial and monetary
challenges resulting from the crisis. The sovereign rating change also factors the divergent trends of an
improving economic outlook, severe strains on public finances and the still uncertain exit strategy from
capital controls.

OR's rating downgrade also incorporates a shift in the Baseline Credit Assessment of the company from 15
(equivalent to B2) to 16 (equivalent to B3). The still weak krona has led to a rise in the company's debt
burden, as it is principally funded in foreign currency. Conversely, most of the company's revenues are in
domestic krona which have been moderately negatively impacted by subdued domestic demand. These
factors have led to a weakening of an already stretched financial profile. Moody's also factors the rather
stressed liquidity profile of the company, although the company expects that access to domestic and some
other funding should allow it to refinance debt maturities falling due in 2010 as well as meeting maintenance
capex. Moody's also notes that the company is likely to go ahead with the completion of the Hellisheidi plant
assuming further funding is received, which should allow for increased US dollar revenues from a new
aluminium smelting contract as from 2012 following completion of the plant.

The downgrade to Bal, at one notch below that of the sovereign, reflects a moderate reduction in the high
level of institutional support that Moody's applies to OR's rating. Given the guarantee of collection from its
owners, Moody's would expect that, in the first instance, the City of Reykjavik and other municipal owners
would support the company in case of extraordinary need to pay any shortfall in interest and principal.
However should further support be needed, Moody's would expect the central government to coordinate
with the local governments to arrange timely intervention. Nonetheless given the greater level of
institutional stress as a result of the current economic weakness, Moody's has moderately reduced the level
of support to reflect the fact that were there to be large and conflicting demands on the government, timely
support may not always be forthcoming. It additionally reflects the absence of a direct guarantee from the
government in favour of the company.

The last rating action on OR was implemented on 11 December 2008 when the rating was downgraded to
Baal negative outlook from A1l.

The principal methodology used in rating OR was the Application of Joint Default Analysis for Government
Related Issuers, April 2005 available on www.moodys.com in the Rating Methodologies sub-directory under
the Research & Ratings tab. Other methodologies and factors that may have been considered in the
process of rating this issuer can also be found in the Rating Methodologies sub-directory on Moody's
website.

Orkuveita Reykjavikur based in and around Reykjavik Iceland is the country's largest multi utility providing
electricity, hot water heating, cold water and waste services to more than 50% of the Icelandic population.
The company focuses on generating environmentally-friendly energy from geothermal sources. As at FYE
2008, the company had revenues of ISK24billion.
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CREDIT RATINGS ARE MIS'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MIS 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 ARE NOT
STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT OR
FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD
PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS WITH THE EXPECTATION AND UNDERSTANDING
THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

© Copyright 2009, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY 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, INANY 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, such information is provided "as is" without warranty of any kind and MOODY'S, in particular, makes no
representation or warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability or fitness for
any particular purpose of any such information. Under no circumstances shall MOODY'S have any liability to any person
or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to, any error (negligent or
otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any of its directors, officers,
employees or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication,
publication or delivery of any such information, or (b) any direct, indirect, special, consequential, compensatory or
incidental damages whatsoever (including without limitation, lost profits), even if MOODY'S is advised in advance of the
possibility of such damages, resulting from the use of or inability to use, any such information. The credit ratings and
financial reporting analysis observations, if any, constituting part of the information contained herein are, and must be
construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any
securities. 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 INANY FORM OR MANNER WHATSOEVER. Each rating or other
opinion must be weighed solely as one factor in any investment decision made by or on behalf of any user of the
information contained herein, and each such user must accordingly make its own study and evaluation of each security
and of each issuer and guarantor of, and each provider of credit support for, each security that it may consider
purchasing, holding or selling.
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notes and commercial paper) and preferred stock rated by MOODY'S have, prior to assignment of any rating, agreed to
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