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Research Update:

Transport Group Norges Statsbaner AS 'A-/A-2'
Ratings Affirmed Despite Loss Of Concession
Contract; Outlook Negative
Overview
• Norwegian transportation group Norges Statsbaner AS (NSB) has lost the
first tender under Norway's rail liberalization program to operate the
Southern package, which represents about 5% of NSB's total EBITDA.
• We believe that the loss of the tender has somewhat weakened NSB's
competitive position, as it will be seeking to replace the earnings with
bus operations in the very competitive Nordic market.
• We are affirming the long- and short-term issuer credit ratings on NSB at
'A-/A-2', reflecting our expectation that it will maintain stronger cash
flow ratios mostly as a result of the transfer of the operating leases
related to the first tender package.
• The negative outlook reflects the risk of a one-notch downgrade if NSB
does not compensate for its loss of passenger rail market share by
strengthening its financial metrics, in particular adjusted funds from
operations to debt above 25%.

Rating Action
On Oct. 24, 2018, S&P Global Ratings affirmed its long- and short-term issuer
credit ratings on Norwegian transportation group Norges Statsbaner AS (NSB) at
'A-/A-2'. The outlook remains negative.

Rationale
The affirmation follows the recent announcement that Norwegian authorities
have awarded the tender for an eight-year concession contract (including two
one-year extension options) for the Southern package, currently operated by
NSB, to the Go-Ahead Group. The change in operator comes on the back of
efforts by the authorities to reform and unbundle Norway's rail market over
the last two years to allow competition. From December 2019, NSB will no
longer provide passenger rail services in a relatively densely populated area
of Norway, the south west of Oslo, although the impact on NSB's earnings will
be limited to 5% of the group's EBITDA annually. This includes the impact of
receiving, under the Public Purchase Contract, about 8% less subsidy from the
government. We believe that the loss of the first tender has somewhat weakened
NSB's competitive position, as it will seek to replace the earnings with bus
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operations in the very competitive Nordic market. We expect NSB's
profitability to decrease as NSB increases participation in the bus market
segment, which due to higher staff and fuel costs has a somewhat lower EBITDA
margin compared to about 15%-20% in the more stable infrastructure rail
sector. NSB's size and negotiating power will also weaken as it will no longer
be a monopoly operating one big contract.
The weakening of NSB's competitive position is partly offset by the
improvement in cash flow ratios as the contract will transfer, alongside
trains and personnel, about 6% of the existing operating leases. We now expect
over the long-term about 45% of NSB's EBITDA to originate from the potentially
more volatile and less profitable bus, freight, and tourism businesses,
compared with about 30% before the loss of the contract. As NSB is currently
increasing its exposure to more volatile cash flows, we expect NSB to maintain
stronger financial metrics at the same rating level, in particular funds from
operations (FFO) to debt above 25% after 2019. We expect that NSB could
achieve these metrics with increased earnings from other segments.
We also have more clarity on how NSB will use the significant cash balances it
maintained after the rail reform and the related unbundling of the Norwegian
rail sector. In 2017, NSB completed a demerger of its real estate company, and
the maintenance, ticketing, and sales operations were all transferred to the
Ministry of Transport and Communication. NSB's rolling stock and most of its
debt has been transferred to Norske Tog AS, a newly created rolling stock
company also owned by the Ministry of Transport and Communication. The company
plans to ramp up the investment in bus activities as well as settling down its
pension deficit in 2019.
We also believe we need to rebalance our guidance for metrics commensurate
with the rating to account for the changes in ratios following NSB's early
adoption of the IFRS16 accounting standard on operating leases. This is
because the company will recognize a lower interest expense than our
adjustment for operating leases, while there is no change in the underlying
stock of lease liabilities (see "What Do New Lease Accounting Changes Mean For
Corporate Credit Ratings?" published April 16, 2018, on RatingsDirect).
The second tender is for the Northern package, which contributes about 8% of
NSB's EBITDA. The results of this tender are expected in June 2019, with
operations under the new contract starting from June 2020. We see NSB as
well-positioned to compete for the Northern package due to its experience of
operating rail services in the harsher northern climates. Even if NSB loses
the Northern tender, it will continue operating passenger trains in at least
six out of the eight geographical service areas in Norway until its public
purchase contact finishes for NSB in December 2022 and for NSB Gjøvikbanen in
2023. NSB will also maintain its function as a passenger rail "operator of
last resort" (meaning that it would need to take over from any other operator
if it underperforms operationally or defaults).
We believe opening of the Norwegian rail market to competition may motivate
NSB to improve the efficiency of its operations and to expand, both

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

OCTOBER 24, 2018 3

Research Update: Transport Group Norges Statsbaner AS 'A-/A-2' Ratings Affirmed Despite Loss Of Concession
Contract; Outlook Negative

geographically and in new products. In response to losing market share in the
passenger train segment, we expect NSB to grow its passenger train operations
in Sweden, where its market share is currently only 3%, and expand in the bus
segment from currently about 30% of the market in Norway and 7% in Sweden,
both organically and by acquisitions. We also expect NSB to intensify its
operations in freight in both Norway and Sweden, and to grow the tourism
business in Norway. We expect NSB could also enter into new segments of
operation.
In order to become more attractive and competitive, NSB will have to improve
efficiency, including with regards to personnel. It may reduce maintenance
costs by leasing newer trains, which have lower maintenance requirements. NSB
will also have to undertake initiatives to improve punctuality and service
quality that will involve investments in, among other areas, digitalization
and offering door-to-door solutions to bring more customers to the trains. NSB
has recently bought and made available 250 small electric cars in Oslo.
In our base case for the financial years 2018-2020 (ending Dec. 31), we
assume:
• NSB will continue operating all passenger train services until December
2019, with passenger volumes rising in line with economic growth and
ticket prices growing in line with the consumer price index.
• Ticket revenue to drop in 2020 as a result of loss of the Southern
package contract, and related public purchase revenue (the government
subsidy). We assume NSB will win the Northern package contract.
• S&P Global Ratings-adjusted EBITDA margin declining to about 15% in 2020
from about 17% in 2017 due to increasing participation of bus services.
NSB plans to compensate the decline with the implementation of cost
efficiencies, which we have not factored into our forecasts.
• Investments of about Norwegian krone (NOK) 1.4 billion annually, mainly
via leasing, to support new contracts, mainly in the bus segment.
• No additional financial debt. We expect NSB to close the defined benefit
pension scheme in FY2019 and repay outstanding pension liabilities of
about NOK2 billion. NSB's obligations will consist only of operating
leases for the rolling stock from Norske Tog and some financial leases
for the bus operations. We assume an average contract length of eight
years. NSB to adopt the IFRS16 leasing standard in 2018, resulting in the
transfer of all financial leases on its balance sheet as of this year.
Based on our assumptions, we arrive at the following weighted-average credit
measures in 2018-2020:
• Adjusted FFO to debt of 27%-30%; and
• Adjusted debt to EBITDA of 2.5x-3.0x.
We believe that, after the reform, NSB will continue to benefit from a high
likelihood of extraordinary government support in the event of financial
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distress.
The 'A-' rating on NSB incorporates three notches of uplift from its
stand-alone credit profile of 'bbb-'. This is based on our view of a high
likelihood that the government of Norway will provide sufficient and timely
extraordinary support to NSB if needed. This reflects our assessment of the
group's:
• Important role for the Norwegian government as the country's incumbent
provider of passenger rail services and main railway freight operator.
Although NSB's influence will diminish with increased competition, it
will still play an important role.
• Very strong link with its sole owner, the Norwegian government. We base
this view on the existing mechanisms and capacity of the government to
provide support to NSB, and the government's ownership classification of
NSB in Category 3 (a company delivering commercial objectives and other
specific goals). The assessment is also supported by our understanding
that the state is not contemplating the privatization of NSB in the
medium to long term.
The imminent liberalization of the rail market in Europe, and the opening of
previously national markets to competition, could result in a diminished role
for NSB in Norway but increased presence and revenue generation
internationally. Should market liberalization be more rapid or detrimental to
NSB, we could reconsider our assessment of the likelihood of extraordinary
state support.

Liquidity
The short-term corporate credit rating is 'A-2'.
We assess NSB's liquidity as strong, with sources exceeding uses by more than
1.5x over the 12 months to June 30, 2019, and by more than 1.0x in the
following 12 months. The cash balance includes proceeds received in the first
quarter of 2017 from a real estate subsidiary, ROM Eiendom AS, which was spun
off against the intercompany loan provided by NSB to the subsidiary. The
company plans to use the significant cash balances partly to settle down its
pension deficit in 2019.
Our liquidity assessment is supported by NSB's sound relationship with banks
and generally prudent risk management. The company repaid its last financial
debt, Swiss franc (CHF) 325 million in Nov. 15, 2017, and has no more
outstanding debt and no refinancing risk. Therefore, we believe the company
will maintain strong liquidity.
In the 12 months to June 30, 2019, we expect the following sources of cash:
• Cash and cash equivalents totalling about NOK4.78 billion;
• Undrawn committed overdraft facility of NOK50 million available until
October 2020. In March 2018, NSB cancelled NOK2 billion RCF available
until April; and
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• FFO that we forecast at approximately NOK1.6 billion.
Over the same period, we expect the following principal liquidity uses:
• Capital investments of about NOK2.5 billion, mainly via operating leases;
and
• Dividends of about NOK180 million.

Outlook
The negative outlook reflects that we could lower the rating by one notch if
NSB continues losing its market to competition and increases its reliance on
riskier activities to supplement the lost earnings, without being adequately
compensated by stronger credit ratios. We are monitoring the outcome of the
second tender for the Northern package in 2019. We could lower the ratings by
one notch even if NSB retains the Northern package but sees a weakening of
credit metrics, in particular adjusted FFO to debt falling below 25%.
We could also
extraordinary
our view, but
stake in NSB,

lower the ratings if we assessed that the likelihood of
government support had weakened. This is currently unlikely, in
could happen if the government were to dispose of a substantial
for example through an IPO.

We could revise the outlook back to stable if NSB maintained its markets share
in passenger rail, including operation of the Northern contact, or its
expansion in other segments, for example in buses, results in sufficient
earnings growth to compensate for the losses in the rail segment, with its
credit metrics stabilizing.

Ratings Score Snapshot
Corporate Credit Rating: A-/Negative/A-2
Business risk: Satisfactory
• Country risk: Very low
• Industry risk: Intermediate
• Competitive position: Satisfactory
Financial risk: Significant
• Cash flow/Leverage: Significant
Anchor: bbbModifiers
• Diversification/portfolio effect: Neutral/undiversified (no impact)
• Capital structure: Neutral (no impact)
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• Financial Policy: Neutral (no impact)
• Liquidity: Strong (no impact)
• Management and governance: Satisfactory (no impact)
• Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile (SACP): bbb• Group credit profile: bbb• Likelihood of government support: High (+3 notches from SACP)
• GRE Link: Very strong
• GRE Role: Important

Related Criteria
• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings
, April 7, 2017
• General Criteria: Rating Government-Related Entities: Methodology And
Assumptions, March 25, 2015
• Criteria - Corporates - General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers, Dec. 16, 2014
• Criteria - Corporates - Industrials: Key Credit Factors For The
Transportation Cyclical Industry, Feb. 12, 2014
• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
• General Criteria: Country Risk Assessment Methodology And Assumptions,
Nov. 19, 2013
• Criteria - Corporates - Industrials: Key Credit Factors For The
Transportation Infrastructure Industry, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology: Ratios And
Adjustments, Nov. 19, 2013
• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013
• General Criteria: Group Rating Methodology, Nov. 19, 2013
• General Criteria: Methodology: Management And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012
• General Criteria: Stand-Alone Credit Profiles: One Component Of A Rating,
Oct. 1, 2010
• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Related Research
• Norway-Based Norges Statsbaner Downgraded To 'A-/A-2' On Weaker Credit
Ratios After Rail Reform; Outlook Negative, May 5, 2017

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

OCTOBER 24, 2018 7

Research Update: Transport Group Norges Statsbaner AS 'A-/A-2' Ratings Affirmed Despite Loss Of Concession
Contract; Outlook Negative

• Norway-Based Norges Statsbaner 'A+' Rating On CreditWatch Negative On
Details Of Rail Reform Implementation, Oct. 25, 2016
• Norwegian Railway Operator Norges Statsbaner ASA Downgraded To 'A+' On
Rail Reform Implementation; Outlook Negative, Feb. 11, 2016
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Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.capitaliq.com. All ratings affected by this rating action
can be found on S&P Global Ratings' public website at
www.standardandpoors.com. Use the Ratings search box located in the left
column. Alternatively, call one of the following S&P Global Ratings numbers:
Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Moscow 7 (495) 783-4009.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

OCTOBER 24, 2018 8

Copyright © 2018 by Standard & Poor’s Financial Services LLC. All rights reserved.
No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. Ratingrelated publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication
of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.
S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.
S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.
STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT

OCTOBER 24, 2018 9

