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Norwegian municipal finances weakened by high interest rates and inflation

High interest rates and cost inflation had a negative impact on Norwegian municipal budgets, debt and

cash balances in 2023, according to recently published data. Operating margins fell across the sector,
ANALYSTS d high interest costs weighed h bal Gross debt level ined under control, but risi
Anine Gulbrandsen and high interest costs weighed on cash balances. Gross debt levels remained under control, but rising
+4797501657 costs and significant cash outflows resulted in material increases in nearly all municipal net debt

anine.gulbrandsen@nordiccreditrating.com . . . . . .. ..
burdens. In this report, we look at the implications for the country's 35 largest municipalities.

Sean Cotten
+46735600337

sean.cotten@nordiccreditrating.com

Earlier this month, the central bank decided to maintain its key policy rate at 4.5%, and indicated that
itis likely to remain at that level for some time. The decision reflects ongoing efforts to reduce inflation
to the bank's 2% annual target. We believe that this will force municipalities to focus on spending
priorities and take a cautious approach to debt-financed investment in the remainder of 2024.

OPERATING MARGINS SUFFER FROM HIGH OPERATING COSTS

Rising costs weighed heavily on all municipal operating performances in 2023, when the average
operating margin in the sector fell to 5.3% from 7.6% in the two previous years, according to publicly
available data. Our analysis takes into account consolidated operating margins (excluding
depreciation) and focuses on cash flows.

The impact of rising costs was most pronounced among the smallest municipalities (populations under
2,000). However, municipalities of all sizes (as defined by the KOSTRA system, through which
municipalities and counties submit financial information to Statistics Norway) ended 2023 with
material declines in operating margins. Among the 35 largest municipalities (populations over 30,000),
operating expenses rose by 7.7%, outpacing average income, which rose by only 5.5%. As a result, the
average operating margin fell by 2pp to 5.2%. Oslo, which operates as both a municipality and a county,
had the smallest year-on-year margin decline of 1.2pp.

Figure 1. Operating margin by municipal population, 2020-2023 Figure 2. Change in operating margin*, 2023 vs 2022
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Source: Statistics Norway (SSB) and NCR. Group 17: The eight municipalities with the
highest tax revenues/person. Source: SSB and NCR. *Municipalities with a population over 30,000 according to KOSTRA.

All but five of the largest municipalities reported weaker operating margins in 2023 than in 2022, with
an average decline of 2pp across the sample. The most notable outliers reversed recent trends.
Lorenskog in Akershus county was the only municipality with a significant improvement in operating
margin during 2023, partly reversing a 3.9pp decline in 2022. Conversely, an increase in operating
expenses in Moss in @stfold county resulted in a 6.3pp decline in operating margin in 2023 after steady
improvements in recent years. Karmgy in Rogaland county also reported a material deterioration in
operating margin and was the only municipality to report a negative operating margin in 2023.
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Figure 3. Operating margins of the 35 largest Norwegian municipalities, 2022-2023
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Source: SSB and NCR.

Municipal operating margins in Akershus county are among the strongest in Norway. Nordre Follo,
Lorenskog, Ullensaker (including Oslo airport) and Asker municipalities lie within a comfortable
commuting distance from Oslo city centre. Two other municipalities in Akershus, Beerum and
Lillestrsm, had among the leading operating margins in 2023, though well below their 2022 levels.
With the exception of Sandnes, the largest municipalities in Rogaland county, namely Stavanger,
Haugesund and Karmgy, had among the weakest operating margins in 2023. The Rogaland
municipalities were also among those with the largest year-on-year decline in operating margin in
2023.

NET DEBT BURDENS INCREASE DUE TO CASH OUTFLOWS

Among all municipalities, the average gross debt burden (gross debt as a proportion of operating
revenues) fell to 105.6% at end-2023 from 106.3% a year earlier. However, the decline was primarily
among small municipalities with populations under 30,000. Among the 35 largest municipalities, the
average gross debt burden increased by 1.9pp. In addition, net debt burdens increased by an average
3.9pp among all municipalities and by 5.1pp among the largest 35.

We interpret the relatively small changes in gross debt as an indication that municipalities were
focused on maintaining debt levels at a time of rising operational and financial costs. However, this
was from a starting point of relatively high debt levels due to investment to meet policy goals and
strong population growth.

Figure 4. Gross debt burden by population size, 2022-2023
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Figure 5. Net debt burden by population size, 2022-2023
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Source: SSB and NCR. Group 17: the eight municipalities with the highest tax
revenues/person.
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Source: SSB and NCR.

Despite a 5.5% increase in operating revenues, the largest municipalities' gross debt burdens increased
to an average 114% of operating revenue in 2023 (from 112% in 2022). Among our sample, total gross
debt increased by 8% in 2023 and net debt by 12%. The disparity in gross and net debt burdens is
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Figure 6. Change in gross debt burden*, 2023 vs 2022
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explained by a 14% reduction in cash balances due to higher spending. Many municipalities are also
using financial reserves and reducing costs and investments where possible without affecting service
levels. Among the largest municipalities, only 10 increased financial reserves as a proportion of
operational revenues in 2023. Among the sample, average financial reserves fell 0.9pp to 12.1% of
revenues in the course of the year.

Figure 7. Change in net debt burden*, 2023 vs 2022
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Source: SSB and NCR. *Municipalities with a population over 30,000.

Norwegian municipalities are not allowed to take on debt to support operational performance. This
was borne out by a relative lack of debt growth in 2023. In addition, rising interest costs reduce the
attractiveness of debt-financed investments for municipalities and their subsidiaries. Nearly a third of
the largest municipalities reduced their gross debt burden in 2023. Due to the impact of reduced cash
balances, only three municipalities also reduced their net debt burden.

Molde municipality in Mgre og Romsdal county saw the largest reduction in debt burden in its peer
group in 2023. The city's improved operating revenues were more than offset by higher expenses, but
still outpaced the increase in gross debt and reduced its gross debt burden to 129% from 144% a year
earlier. Halden municipality in @stfold county saw its gross debt burden increase to 153% from 142%,
leaving it with the third highest gross debt burden in our sample behind only Lgrenskog and
Ullensaker in Akershus county. Halden's 145% net debt burden placed it atop our sample as of end-
2023.

Figure 8. Gross and net debt burden for the 35 largest Norwegian municipalities, 2023
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Source: SSB and NCR.

Municipal cash balances vary in the size. Ringsaker in Innlandet county and Lillestrgm in Akershus
county each have cash balances of over 30% of operating revenues, nearly twice the 16% average of
our sample. Conversely, Fredrikstad in @stfold county and Tromsg in Troms county had cash balances
of less than 5% of revenues as of end-2023.
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INTEREST BURDENS INCREASE AS PROPORTION OF OPERATING REVENUES

As aresult of a sharp rise in interest rates in recent years, growing interest burdens present a challenge
to all municipalities. The proportion of interest costs to operating revenues increased among
municipalities by an average of about 70% in 2020-2023 (see Figure 9). The average interest burden
across all municipalities increased to 3.9% at end-2023 from 2.3% a year earlier and only 1.5% in 2021.
Municipalities and their subsidiaries have offset some of the rise in interest costs by earning interest
income on their financial holdings and relatively large cash balances. As a result, the net interest
burden increased to 2.3% of operating margins, a somewhat less dramatic increase from 1.4% in 2022
and only 1% in 2021.

Figure 9. Gross interest burden by population size, 2020-2023 Figure 10. Net interest burden by population size, 2020-2023
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Figure 11. Change in gross interest burden*, 2023 vs 2022 Figure 12. Change in net interest burden*, 2023 vs 2022
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Oslo reported the lowest increase in gross interest burden in 2023. The city also reported the second-
lowest interest burden in 2023, behind Sandefjord in Vestfold county. We assume that Oslo benefits
from interest rate hedging and more advanced financial management than other municipalities, given
the size and complexity of its finances. Stavanger maintained a steady net interest burden in 2023,
despite a below-average cash position at the end of the year.

Molde, which reported the largest reduction in gross debt, also reported the largest increase in interest
burden in 2023. The city's gross interest burden of 7.9% in 2023 (4.9% in 2022) was the highest among
the largest municipalities. Only Alesund in Mgre og Romsdal county (6.3%), had a gross interest burden
of over 6% in 2023.
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NCR-RATED NORWEGIAN LOCAL AND REGIONAL GOVERNMENTS

The following table summarises NCR's ratings on Norwegian local and regional governments as of 16
May 2024.

Figure 13. NCR ratings on Norwegian local and regional governments
Agder Fylkeskommune

Long-term issuer rating AAA
Outlook Stable
Subfactors:

Sovereign creditworthiness aaa
Local and regional government institutions Strong
Entity-specific assessment Strong
Other adjustments n/a

See NCR rating reports for details.

RELEVANT RESEARCH

() Norwegian counties face financial strain amid rising costs, 15 Feb. 2024.

(i) Nordic Credit Rating publishes its final methodology for local and regional governments, 14
Feb. 2024.

RECENT RATING ACTIONS

() Norway's Agder county assigned 'AAA'long-term issuer rating; Outlook stable, 5 Apr. 2024.
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DISCLAIMER

Disclaimer © 2024 Nordic Credit Rating AS (NCR, the agency). All rights reserved. All information and data used by NCR in its
analytical activities come from sources the agency considers accurate and reliable. All material relating to NCR's analytical
activities is provided on an "as is" basis. The agency does not conduct audits or similar warranty validations of any information
used in its analytical activities and related material. NCR advises all users of its services to carry out individual assessments for
their own specific use or purpose when using any information or material provided by the agency. Analytical material
provided by NCR constitutes only an opinion on relative credit risk and does not address other forms of risk such as volatility
or market risk and should not be considered to contain facts of any kind for the purpose of assessing an issuer's or an issue's
historical, current or future performance. Analytical material provided by NCR may include certain forward-looking
statements relating to the business, financial performance and results of an entity and/or the industry in which it operates.
Forward-looking statements concern future circumstances and results and other statements that are not historical facts,
sometimes identified by the words "believes", "expects", "predicts”, "intends", "projects”, "plans”, "estimates", "aims", "foresees",
"anticipates", "targets", and similar expressions. Forward-looking statements contained in any analytical material provided by
NCR, including assumptions, opinions and views either of the agency or cited from third-party sources are solely opinions and
forecasts which are subject to risk, uncertainty and other factors that could cause actual events to differ materially from
anticipated events. NCR and its personnel and any related third parties provide no assurance that the assumptions underlying
any statements in analytical material provided by the agency are free from error, nor are they liable to any party, either
directly or indirectly, for any damages, losses or similar, arising from use of NCR's analytical material or the agency's analytical
activities. No representation or warranty (express or implied) is made as to, and no reliance should be placed upon, any
information, including projections, estimates, targets and opinions, contained in any analytical material provided by NCR, and
no liability whatsoever is accepted as to any errors, omissions or misstatements contained in any analytical material provided
by the agency. Users of analytical material provided by NCR are solely responsible for making their own assessment of the
market and the market position of any relevant entity, conducting their own investigations and analysis, and forming their
own view of the future performance of any relevant entity's business and current and future financial situation. NCR is
independent of any third party, and any information and/or material resulting from the agency's analytical activities should
not be considered as marketing or a recommendation to buy, sell, or hold any financial instruments or similar. Relating to
NCR's analytical activities, historical development and past performance does not safeguard or guarantee any future results or
outcome. All information herein is the sole property of NCR and is protected by copyright and applicable laws. The information
herein, and any other information provided by NCR, may not be reproduced, copied, stored, sold, or distributed without NCR's
written permission.
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