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Var Energi ASA
Update to credit analysis - Strong financial metrics mitigate
small scale ahead of contribution from growth projects

Summary
The Baa3 rating of Vår Energi ASA (Vår) reflects the company's status as the second-
largest Norwegian independent oil and gas exploration and production (E&P) company by
production, with a diversified operational footprint in Norway; strong financial profile as of
year-end 2022; a rich pipeline of growth projects that are well underway and will significantly
increase its scale by year-end 2025; and prudent financial policy and risk management
profile.

The Baa3 rating also reflects Vår’s current small scale and short proved developed (PD)
reserve life; low degree of operatorship and limited track record of project execution
capabilities as an independent E&P company, that amplifies execution risks associated to
new developments; substantial cash outflows related to growth investments and shareholder
remuneration through 2025; and longer-term risks arising from carbon transition, alongside
societal opposition to new oil field developments.

Preliminary metrics for 2022 position Vår’s strongly vis-a-vis our quantitative requirements
for the current Baa3 rating, offsetting modest production volumes in the year and a relatively
weak business profile. We expect Vår to retain solid financial metrics in 2023-24 even in a
$50-$70/barrel Brent oil price scenario and assuming flat production in 2023, followed by a
modest production increase in 2024 as key growth projects come on stream (see Exhibit 1).

Exhibit 1

Current production volumes are tracking at the lower end of our rating guidance, but expected
to increase in the next 18-24 months
Historic and projected evolution of average daily hydrocarbon production
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Source: Company reports, Moody’s Investors Service

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1359458
https://www.moodys.com/credit-ratings/Var-Energi-AS-credit-rating-867689139/summary?emsk=2&isMaturityNotDebt=0&isWithDrawnIncluded=0&emvalue=Var%20energ&keyword=Var%20energ
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Credit strengths

» Well diversified operational footprint across the Norwegian Continental Shelf (NCS)

» Stable domestic operating environment and supportive tax regime

» Demonstrated commitment to a conservative financial policy

» Strong financial profile as of year-end 2022

» Shareholders' commitment to their investment in Vår

Credit challenges

» Small scale, with evidence of a declining production profile since 2020

» Short PD reserve life of around 4.0 years

» Low degree of operatorship

» Substantial capital investments and execution risk associated to growth projects

» Exposure to risks associated to declining long-term demand for hydrocarbons and societal opposition to new oil field developments

Rating outlook
The stable rating outlook reflects our expectations that Vår will achieve larger scale and solid post-tax operating cash flow generation
at mid-cycle prices, because of successful and timely delivery on key growth projects in the next 18-24 months. The stable outlook also
reflects our expectation of continued adherence to conservative financial policies, resulting in moderate leverage levels through the
cycle.

Factors that could lead to an upgrade
The rating could be upgraded to Baa2 if Vår demonstrates its ability to:

» continue to grow and diversify its business and production profile

» sustain production towards 350 thousand barrels of oil equivalent per day (kboepd), while maintaining a reserve replacement rate
of no less than 100%

» pursue financial policies that ensure Moody's-adjusted retained cash flow (RCF)/total debt remains above 60% on a sustained basis

A rating upgrade would also require the company to maintain a strong liquidity profile and to establish a longer track record as an
independent company with a conservative financial policy.

Factors that could lead to a downgrade
The rating could be downgraded to Ba1 if:

» average production falls below 200 kboepd on a sustained basis or reserve replacement falls considerably below 100%;

» Vår’s financial profile substantially deteriorates and net Moody's-adjusted leverage increases to above 1.75x on a sustained basis

» adjusted RCF/total debt falls below 40% for an extended period

The rating could also be downgraded if the company’s liquidity profile significantly weakens.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Key indicators

Exhibit 2

Vår Energi ASA

(in USD) 2020 2021 2022 Prelim 2023 E 2024 E

Average Daily Production (kboepd) 264 246 220 208 248

E&P Debt / Average Daily Production ($/boe)  $                 22,273  $                 21,314  $                 14,675  $                 25,182  $                 21,105 

E&P Debt / Proved Developed Reserves ($/boe)  $                     16.2  $                     14.0  $                     10.4 $16.5 - $18.5 $9.0 - $12.0

EBITDA / Interest Expense 9.0x 19.7x 44.3x 12.4x 10.3x

RCF / Debt 37.9% 43.2% 110.6% 56.1% 52.1%

Projected metrics reflect our base case assumptions of $70/barrel Brent price in 2023 and of $65/barrel in 2024. Projections also incorporate natural gas prices of $14/mcf in 2023 and $11/
mcf in 2024.
Source: Moody's Financial Metrics™, Moody’s Investors Service

Profile
Vår Energi ASA (Vår) is Norway's second-largest hydrocarbon E&P company by production after Aker BP ASA (Aker BP, Baa2 stable).
Vår's asset base is located entirely on the NCS and is diversified across the Barents Sea, the Norwegian Sea and the North Sea. As of 31
December 2022, Vår's PD reserves and proved plus probable (2P) reserves were 312 million barrels of oil equivalent (mmboe) and 1,070
mmboe, respectively (stated in accordance with the Petroleum Resources Management System’s framework). Accordingly, reserve life
is equivalent to around 4.0 years in PD terms and 13 years in 2P terms, based the reported average production of 220 kboepd for 2022.

Vår is jointly indirectly owned by Italian oil major Eni S.p.A. (Eni, Baa1 negative; 63.04% stake) and by HitecVision (a Norwegian energy
infrastructure private equity firm; 20.70%); the remaining 16.26% is free float listed on the Oslo Stock Exchange since 16 February
2022.

Detailed credit considerations
Small scale and low degree of operatorship, mitigated by good asset diversification
Vår's credit profile reflects the company' currently limited scale by average daily hydrocarbon production and PD reserves, which maps
to a Ba score under our E&P methodology framework and is considerably smaller than that of key peers (see Exhibit 11). While still
commensurate with our guidance for the current rating, the reported production of 220 kboepd for 2022 has steadily decrease from
2020 levels due to natural decline and operational challenges. Nevertheless, we expect a reversal in this trend as growth projects
coming on-stream in the next 12-18 months will add to Vår's production in 2024 and beyond. Vår's reserve life of around 4.01 is short,
but moderately mitigated by its access to a large inventory of proved undeveloped reserves that will sustain future reserve replacement
needs.

Vår's operations are geographically concentrated in Norway, but diversified across four hubs (the Balder Area, the Barents Sea, the
Norwegian Sea and the North Sea) along the entire NCS. The Norwegian Sea and North Sea hubs accounted for 77% of production
in 2022 (see Exhibit 3); this concentration is however mitigated by limited single-asset reliance within each hub and by the even
distribution of Vår's 2P reserves (see Exhibit 4) by hub, which will rebalance the production profile once these reserves come into
production. Vår only operates four of its 36 producing assets, or about a fifth of production. Such low level of operatorship implies
dependence on partners' operating performance and is a source of operational risk. Positively, our analysis take into consideration the
fact that the reputable oil and gas company Equinor ASA is the operator of two-thirds of Vår's production and that the interest in non
operated fields is often sizeable, supporting Vår's influence and oversight on upcoming investments. Finally, operated projects under
development shall support an increase in Vår's operatorship towards 25% beyond 2025.
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Exhibit 3

Some concentration on the Norwegian and North Sea regions,
mitigated by limited single-asset reliance within each hub
Breakdown of 2022 production by hub

Exhibit 4

Even distribution of 2P reserves across hubs is predictive of a
longer-term balanced production mix
Breakdown of year-end 2022 2P reserves
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Vår's commodity mix is predominantly focused on liquids (about 63% of production in 2022, see Exhibit 5), even though the company
opportunistically reduced natural gas liquids (NGL) recovery to increase gas volumes and sales to take advantage of exceptionally
favourable market conditions in 2022. Although gas is more immune to carbon transition risks, a higher share of gas in the mix
generally leads to lower generation per boe (the trend has reversed since the second half of 2021 though) than more oil-focused
producers. We expect production to become more skewed towards oil in the coming two to three years because 77% of the 2P reserves
are liquids and the new fields under development are heavily weighted on oil.

Exhibit 5

Commodity mix is geared towards liquids
Breakdown of 2022 production by commodity

Oil 
56%
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37%

NGL
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Source: Company reports

Vår's reported operating costs of $13.5/boe for 2022, which are higher than Aker BP's $8.7/boe. This difference is mainly attributable
to Vår's lack of exposure to the Johan Sverdrup field, which carries very low unit operating costs. Nevertheless, we expect a number of
projects currently under development such as Baldex X, Breidablikk and Johan Castberg to contribute to a 10%-15% decline in Vår's
unit operating costs over the next two to three years.

Future production growth supported by a strong pipeline of projects, favourable tax regime in Norway and successful
exploration activities
A rich pipeline of development projects well underway will drive growth in Vår's production towards 350 kboepd and above by the end
of 2025. The growth strategy is also influenced by a domestic oil and gas tax regime that incentivises development of new fields in the
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region, especially after the amendments introduced in 2020 to sustain the industry during the latest downturn have become a more
permanent feature of the tax regime.

The planned volume growth will arise both from new developments (Johan Castberg and Breidablikk) and from redevelopment of fields
already on production (Balder Ringhorne). The company pursues a “hub-strategy” that leverages on tie-backs to existing infrastructure
and is enhanced by technical capabilities coming from the heritage of Eni and Exxon Mobil Corporation (Exxon, Aa2 stable). Vår aims
to maximise the recovery of existing production facilities and tailors the exploration and drilling activities accordingly, significantly
reducing the time occurring between oil discovery and first production. Vår has a solid track record in exploration activities, a legacy of
its ties to Eni. The 2022 exploration campaign concluded with a technical discovery rate of 57% and added around 65 million boe of
contingent resources at stable average unit exploration costs of $0.2/boe. Although this is moderately weaker than the 2021 campaign
(75% success rate; addition of 135 mmboe of contingent resources), it included the largest discovery made on the NCS in the year.

Conservative management of price and volume risks through prudent hedging policy and off-take agreements
Vår conservatively and comprehensively hedges its entire oil production by buying Brent crude put options, whose strike price which
is well above the indicated free cash flow (FCF) breakeven price of $35/boe. Liquids production is entirely sold through long-term off-
take agreements with Eni, and natural gas is sold through a combination of long-term and short-term off-take contracts to highly rated
counterparties in the energy space. Long-term off-take contracts accounts for 70% of the total while short-term off-take contracts
constitute the remaining 30%.

Vår's hedging strategy, coupled with priority access to customers and generally stable sales during periods of low demand, result in
substantial protection against price and volume risks. For instance, the company suffered only from minimal price discounts during the
peak of the coronavirus pandemic-related downturn in May/June 2020.

Strong financial profile can accommodate substantial negative FCF in a $70/barrel oil price scenario for 2023
In 2020, Vår generated Moody's-adjusted EBITDA of around $1.9 billion despite the low oil price environment, because of its extensive
hedging and lowering of unit production costs ($9.9/boe from $15.2/boe in 2019). Nevertheless, concurrent reductions in capital and
exploration commitments, coupled with a 50% dividend cut, were not enough to offset the negative impact from lower hydrocarbon
prices, resulting in negative FCF (Moody's-adjusted) of around $800 million. In 2021, higher price realisations of $70.9/boe (2020:
$37.6/boe) more than offset a 7% decline in production volumes and higher production costs, and Moody's-adjusted EBITDA more
than doubled to $4.4 billion in 2021. This translated into sizeable cash flow from operations, which comfortably covered adjusted
capital spending of $2.6 billion and dividend payments of $950 million, and led to strong positive FCF of $836 million for the year.
Although volumes reduced by another 11% year on year, Vår realised an average hydrocarbon price of $124/boe, or 75% higher than
2021 levels. Accordingly, EBITDA and FCF for the year came in strongly at $8.5 billion and $1.8 billion, respectively. Vår demonstrated
adherence to its prudent financial policy and commitment to maintain net debt/EBITDAX below 1.3x through the cycle, because it
applied nearly all of its FCF to reduce its funded debt and deferred consideration to Exxon. As a result, net debt/EBITDA and RCF/gross
debt (both Moody’s-adjusted) were 0.3x and 111%, respectively for 2022, denoting a substantial improvement from the corresponding
and already strong levels of 1.1x and 43.2% as of year-end 2021.

Financial metrics based on preliminary 2022 results position the rating strongly vis-a-vis our current guidance. We expect Vår to retain
solid financial metrics in 2023-24 even in a $50-$70/barrel Brent oil price scenario and assuming flat production in 2023, followed by
a modest increase as key growth projects come gradually on stream during 2024. Under our base scenario, which assumes $70/barrel
Brent oil price in 2023, FCF will turn temporarily, but substantially, negative to around $1.8 billion because of lower operating cash
flow and still-high outflow for taxes and dividends in relation to strong 2022 earnings, as well as growth capital investments. However,
volume additions from new projects will support a return to positive FCF from 2024 onwards. Accordingly, we project net debt/EBITDA
to be in the 1.2x-1.5x range through 2025, while RCF/debt is likely to remain consistently at around 50% over the same period.
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Exhibit 6

FCF will turn temporarily but substantially negative in 2023 under our base case scenario
Historic and projected evolution of FCF, Moody's-adjusted

-$8,000

-$6,000

-$4,000

-$2,000

$0

$2,000

$4,000

$6,000

2020 2021 2022 Prelim 2023 E 2024 E

in
 U

S
D

 M
ill

io
n
s

FFO Changes in Working Capital CapEx Dividends FCF

Projected metrics reflect our base case assumptions of $70/barrel Brent price in 2023 and of $65/barrel in 2024.
Source: Moody's Financial Metrics™, Moody’s Investors Service

ESG considerations
Vår Energi ASA's ESG Credit Impact Score is Moderately Negative CIS-3

Exhibit 7

ESG Credit Impact Score

Source: Moody's Investors Service

Vår’s ESG Credit Impact Score is Moderately Negative (CIS-3). The company's very highly negative exposure to carbon transition, and
demographic & societal trend risk factors may cause greater potential for future negative credit impact over time, but there is limited
credit impact to date because of strong corporate governance, itself underpinned by management track record and conservative
financial policies.

Exhibit 8

ESG Issuer Profile Scores

Source: Moody's Investors Service
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Environmental
Vår has a very highly negative exposure to environmental risks mainly related to carbon transition risk and natural capital. The major
drivers are the carbon transition exposure as economies pivot away from crude oil, and from liabilities related to decomissioning
obligations of upstream assets. While the company displays low CO2 emissions relative to the industry, similarly to its peers it remains
very highly exposed to the risk of falling demand for fossil fuels.

Social
Vår has a very highly negative exposure to social risks mainly related to demographic & societal trends. The major drivers are the
opposition from communities, and from increasing regulatory hurdles and public opposition to the construction of new upstream
projects. These risks are partially offset by the company's low to moderate exposure to other social risk factors such as human capital,
customer relations and responsible production.

Governance
Vår's governance risks are neutral-to-low and linked primarily to conservative financial policies. The company's priority is to retain
financial capacity, sufficient liquidity and an investment grade credit rating.

ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.

Liquidity analysis
Vår's liquidity is adequate. The company had unrestricted cash of $435 million as of 31 December 2022 and access to a $1.5 billion
revolving credit facility maturing in 2026; a $1.5 billion working capital facility due November 2024; and two unsecured revolving credit
facilities of cumulatively $600 million due March 2023. All these facilities were undrawn at the latest reporting date. Both the liquidity
and the working capital facilities are subject to a 3.5x net leverage and to a 5.0x interest coverage covenant, under which the company
has substantial headroom. Available liquidity combined with potential drawdowns under the newly EMTN programme shall adequately
cover Vår's projected funding needs for tax, capital expenditure and dividend payments over the next 12-18 months.

In 2022, Vår managed to refinanced $2.5 billion of its $3.0 billion bridge to bond facility due November 2023, thus significantly
reducing the associated refinancing risk (see Exhibit 8).

Exhibit 9

Vår's debt maturity profile is manageable following refinancing done in 2022
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Methodology and scorecard
The principal methodology used in rating Var was the Independent Exploration and Production rating methodology, published in
December 2022.

The forward-looking scorecard-indicated outcome is Ba1, one notch below the assigned Baa3 rating and reflects the company's small
scale and business profile commensurate with a Ba rating category under our methodology framework.

Exhibit 10

Rating factors
Vår Energi ASA

Scorecard Factors                

Vår Energi ASA

Energy, Oil & Gas - Independent E & P Industry Scorecard [1][2]

Factor 1 : Scale (20%) Measure Score Measure Score

a) Average Daily Production (Mboe/d) 220 Ba 220 - 230 Ba

b) Proved Developed Reserves (MMboe) 312 Ba 300 - 400 Ba

Factor 2 : Business Profile (20%)

a) Business Profile Ba Ba Ba Ba

Factor 3 : Profitability and Efficiency (15%)

a) Leveraged Full-Cycle Ratio 3.4x A 1.5x - 2.0x Ba

Factor 4 : Leverage and Coverage (25%)

a) E&P Debt / Average Daily Production $14,675 Baa $20,000 - $25,000 B

b) E&P Debt / PD Reserves boe $10.4 B $11 - $16 Ca

c) RCF / Debt 110.6% Aaa 50% - 55% Baa

d) EBITDA / Interest Expense 44x Aaa 10x - 15x Baa

Factor 5 : Financial Policy (20%)

a) Financial Policy Baa Baa Baa Baa

Rating: 

Indicated Outcome before Notching Adjustments Baa2 Ba1

Notching factor for Significant Natural Gas Operations 0 0

a) Scorecard-Indicated Outcome Baa2 Ba1

b) Actual Rating Assigned

Current 

FY 2022 Prelim

Moody's 12-18 Month Forward View

As of March 2023 [3]

[1] All ratios are based on 'Adjusted' financial data and incorporate our Global Standard Adjustments for Non-Financial Corporations [2] As of 12/31/2022, based on preliminary results
released on 16th February 2023. [3] This represents our forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Projected metrics reflect our base case assumptions of $70/barrel Brent price in 2023 and of $65/barrel in 2024. Projections also incorporate natural gas prices of $14/mcf in 2023 and $11/
mcf in 2024.
Source: Moody's Financial Metrics™, Moody’s Investors Service

Ratings

Exhibit 11

Category Moody's Rating
VAR ENERGI ASA

Outlook Stable
Issuer Rating Baa3
Senior Unsecured Baa3

Source: Moody's Investors Service
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Appendix

Exhibit 12

Select rated peers for Vår

(in USD Millions)
FYE

Dec-20

FYE

Dec-21

FYE

Dec-22 

Prelim.

FYE

Dec-20

FYE

Dec-21

FYE

Dec-22 

Prelim.

FYE

Dec-20

FYE

Dec-21

LTM

Sep-22

FYE

Dec-20

FYE

Dec-21

LTM

Sep-22

Revenue $2,869 $6,043 $9,781 $2,868 $5,640 $12,896 $3,063 $5,572 $8,512 $4,667 $7,473 $10,627

EBITDA $1,922 $4,437 $8,452 $2,214 $4,792 $11,921 $1,860 $4,157 $6,727 $2,024 $3,659 $5,308

Average Daily Production (MBOE / day) 264 246 220 211 209 308 300 375 385 320 326 321

EBITDA / Interest Expense 9.0x 19.7x 44.3x 10.0x 26.7x 48.5x 7.3x 14.5x 28.1x 4.0x 7.1x 10.2x

E&P Debt / Average Daily Production $22,273 $21,314 $14,675 $19,863 $17,731 $17,559 $19,412 $17,815 $13,918 $23,499 $25,128 $24,796

E&P Debt / Proved Developed Reserves $16.2 $14.0 $10.4 $8.2 $8.0 $11.6 $7.1 $5.6 $4.5 $9.2 $10.6 $10.3

RCF / Debt 37.9% 43.2% 110.6% 41.4% 62.6% 59.0% 28.5% 50.8% 83.7% 19.9% 29.3% 46.7%

Vår Energi ASA

Baa3 Stable

Hess Corporation

Baa3 Stable

Aker BP ASA Diamondback Energy, Inc.

Baa2 Stable Baa2 Stable

All ratios are based on 'Adjusted' financial data and incorporate our Global Standard Adjustments for Non-Financial Corporations
Source: Moody’s Financial Metrics™

Exhibit 13

Select historical and projected metrics for Vår
(In USD Millions) 2020 2021 2022 Prelim. 2023 E 2024 E

INCOME STATEMENT

Revenue 2,869 6,043 9,781 5,285 5,544

EBITDA 1,922 4,437 8,452 3,871 4,117

EBIT 215 2,732 6,335 2,233 2,096

Interest Expense 214 226 191 312 400

BALANCE SHEET

Total Gross Debt 5,886 5,243 3,230 5,230 5,230

Cash and Cash Equivalents 263 214 445 269 414

Net Debt 5,623 5,029 2,785 4,961 4,816

CASH FLOW

Funds from Operations 2,681 3,214 4,348 3,648 3,770

Change in Working Capital Items -1,207 1,152 998 -1,985 7

Cash Flow from Operations 1,474 4,366 5,346 1,662 3,778

Capital Expenditures -1,826 -2,580 -2,792 -2,789 -2,588

Dividends -450 -950 -775 -714 -1,044

Retained Cash Flow 2,231 2,264 3,573 2,933 2,726

RCF / Debt 37.9% 43.2% 110.6% 56.1% 52.1%

Free Cash Flow (FCF) -802 836 1,780 -1,841 145

FCF / Debt -13.6% 15.9% 55.1% -35.2% 2.8%

PROFITABILITY

EBIT Margin % 7.5% 45.2% 64.8% 45.2% 40.5%

EBITDA Margin % 67.0% 73.4% 86.4% 73.3% 74.3%

INTEREST COVERAGE

EBITDA / Interest Expense 9.0x 19.7x 44.3x 12.4x 10.3x

LEVERAGE

Debt / EBITDA 3.1x 1.2x 0.4x 1.4x 1.3x

Net Debt / EBITDA 2.9x 1.1x 0.3x 1.3x 1.2x

INDUSTRY SPECIFIC METRICS

Average Daily Production (kboepd) 264 246 220 208 248

E&P Debt / Average Daily Production 22,273 21,314 14,675 25,182 21,105

All ratios are based on 'Adjusted' financial data and incorporate our Global Standard Adjustments for Non-Financial Corporations. Projected metrics reflect our base case assumptions of
$70/barrel Brent price in 2023 and of $65/barrel in 2024. Projections also incorporate natural gas prices of $14/mcf in 2023 and $11/mcf in 2024.
Source: Moody's Financial Metrics™, Moody’s Investors Service

Endnotes
1 Based on proved reserves booked as of 31 December 2022 and production levels for 2022.
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