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Germany’s municipal utilities face heavy market turmoil and transition of their 
business models in 2022/2023 resulting in increased dependence on their 
municipal shareholders. A massive slump in demand, shifting patterns in 
consumption, volatile prices, intensified competition, changed regulatory 
frameworks and limited room for cost savings will squeeze profitability.  

The country’s 50 biggest municipal utilities face significant future capital 
expenditure to accelerate the development of smart cities and the transition 
to more sustainable energy and public regional transport systems. Europe’s 
leading utilities are benefiting from diversified access to capital and energy 
markets across the value chain, innovative customer-specific platforms and 
advanced renewable energy expansion. High investments, reduced state 
support and the worsening access to European energy exchanges and OTC 
trading business due to significantly elevated collateral deposits will drive 
further consolidation in the sector. Spikes in energy prices, lower demand, 
less state support and substantial transition costs will further erode credit 
metrics and reduce financial flexibility. This puts pressure on municipal 
utilities to arrange future sustainability-linked funding.  

Scope Hamburg (Scope) has assessed the principal credit metrics of the 50 major 
German municipal utilities with a turnover of at least EUR 300m (median 2021 of 
EUR 800m) for the period 2019-2021 to analyse the most important trends. Three 
quarters of the utilities benefit from high cross-municipal and horizontal 
diversification. Operating cashflow generation from regulated activities is largely 
predictable as it is recurring.  

Municipal utilities face high combined capex amounting to EUR 8-10bn a year. The 
most important capex items will include the expansion of CO2-free wind, solar, bio-
methane and hydrogen power generation, and investment in storage and 
distribution infrastructure. The utilities will have to invest further for the transition 
towards autonomous regional public transport, refurbishment of social housing, and 
the development of smart cities.  

Unhedged energy sales and reduced demand will leave their mark, squeezing 
utilities’ profitability and swallowing up liquidity buffers through 2024. Federal 
government, states and municipal shareholders are temporarily increasing financial 
support to prevent the recession from constraining public-supply mandates and 
slowing the transitions to more sustainable energy and transport services 

The most important credit metrics of German municipal utilities deteriorated 
between 2019-2021. The utilities’ median Scope-adjusted EBITDA-margin fell to 
7.8% in 2021 from 10.1% in 2019. The median leverage rose to 5.2x from 3.7x over 
the same period. Operating net cashflow/net capex coverage worsened to 0.6x in 
2021 from 0.8x in 2019 indicating that high capex needs were met only through 
additional external (municipal) funding. Credit metrics have deteriorated further in 
2022 and we expect this worsening to continue in the medium-term.   
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Increasing pressure on profitability 

 

The highly integrated business models of municipal utilities reflect the sector’s 
low inherent risks and high stability thanks to dominant exposure to regulated 
energy and water infrastructure and largely state-protected local public transport 
operations and social housing activities. The business risk profiles are supported 
by the strong visibility in regional monopolistic positions and less cyclical markets 
leading to stable cash flows. State support and increased interest-bearing 
liabilities will accelerate the ramp-up of renewable energy production and 
storage, autonomous mobility, smart energy efficient building and waste 
recycling transition. 
 
The operating profitability of the major municipal utilities, as measured by the 
SaEBITDA-margin, decreased to 7.8% in 2021 from 10.1% in 2019, and we 
expect a further margin compression to 7.1% in 2022 (figure 1). Deteriorating 
operating margins are a reflection of reduced energy and (public transportation) 
mobility consumption, price risks and lower proceeds from the sale and renting 
of housing, either related to the corona pandemic or to Russia’s war in Ukraine. 
In addition, the transformation of municipal utilities to zero carbon emissions, 
smart city development and socio-economic supply mandate have left their mark.  
 
The increasing market shares of global technology groups and European market 
leaders with sustainable power production and digital cross-industry contracting 
products will further increase the pressure on the business models of municipal 
utilities. Market leaders have competitive advantages in capital, EEX markets 
and OTC transactions access, professional bespoke energy procurement and in 
(unhedged) cyclical demand strategies, and lower liquidity/deposit risks vis-á-vis 
the smaller local municipal utilities.  

       
Figure 1: major municipal utilities: significant revenue increase from 2022, 
but continuing lower profitability   

 
Source: Scope: medians for the major 50 municipal utilities  
 
State bailout framework such as i) special assets arranged by federal 
government, ii) absorption of windfall profits tax, iii) increased regionalisation 
funds, and iv) reduced value-added tax may largely compensate for customer 
default and demand risks. Extreme cost increases accompanied by limited 
customer-specific and consumption-dependent electricity, gas and heat price 
caps (tenor April 2024) are leading to inevitable price jumps (gas increase by an 
average of 200%, electricity of 70-80%) of municipal utilities from January 2023 
onwards.  
 
Sustainably lower passenger volumes related to the pandemic, shifts to 
individual mobility and more remote working have resulted in lower sales of 
subscription tickets. Increasing staff and energy costs will unlikely be fully 

Scope-adjusted EBITDA-margin 
has fallen continuously in the 
period 2019-2022e 

Competitive disadvantages and 
downturn risks affect 
profitability  

Lower profitability due to 
reduced demand, high transition 
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compensated by revenues from nationwide public transportation tickets – the 
temporary nine-euro ticket and now the planned public transportation ticket with 
a monthly subscription of EUR 49 (“Deutschland Ticket”) scheduled for 
introduction from Q2 2023.  
 
We expect the negative trend in operating profitability of municipal utilities to 
continue on durably lower demand, substantial costs incurred for the energy and 
mobility transition, lower regulatory margin – avoided network fees, reduced 
equity interest rates (WACC) – less state support, increased competitive 
pressure and cost-saving constraints in the medium-term.  

 
Leverage will deteriorate due to accelerated transition of the 
business models  
 
Leverage will have increased to around 5.8x in 2022 (5.2x in 2021) from 3.7x in 
2019 (figure 2). State support is to be phased out in the medium-term. The 
municipal utilities’ leverage (SaD/EBITDA) is driven by elevated annual 
combined net capex of around EUR 8-10bn (2021 EUR 7.5 bn) in the short- to 
medium-term to realize the “CO2 net zero strategies” of the federal states and the 
major domestic cities by 2035.  
 
Major capex will be allocated to the expansion of i) wind and solar farms and 
(geothermal, river) heat pumps, ii) sewage and industrial waste heat, iii) biomass- 
and hydrogen-fired heat and power plants and storage, iv) distribution and 
autonomous local transport infrastructure, v) social housing refurbishment, and 
vi) development of smart and CO2-free cities and metropolitan areas. Accelerated 
transition investments will burden the financial structure. 
 
Figure 2: major municipal utilities: leverage and interest cover worsens 
 

 
 

                Source: Scope: medians for the major 50 municipal utilities  
 
The ownership structure of municipal utilities together with high capital intensity, 
regulatory framework and the low cash flow share of value-added services limit 
the adaptability of the business models.  
 
We expect lower state support in the medium-term. In 2020/2021, the share of 
municipalities supported by shareholder loans was 12% in the sample, while 64% 
of municipal utilities received state bailout funds, with a further 40% receiving 
capital injections or benefitting from dividend waiver. In November 2022 the 
federal state North Rhine-Westphalia provided bridge loans (bailout fund) 
amounting to EUR 5bn via maximal municipal tranches of each EUR 50m to 
compensate continuing negative energy price effects to end 2023. Debt 
protection metrics – calculated as EBITDA interest coverage – are expected to 
deteriorate in 2023 and beyond due to increased debt and used credit lines for 
margin (future) call requirements and ongoing rising interest costs. 

 

Leverage likely to weaken to 
6.0x-6.5x range sustainably  
in the medium-term  
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Reduced supportive regulated cash flows 
 
Operating cash flows in 2021/2022 have been negatively affected by continuing 
mobility losses, adverse weather conditions (2022) and (unhedged) energy 
contribution resulting from a twentyfold increase in electricity wholesale (August 
2022) and peak gas prices,  supply chain defaults and changes in the regulatory 
framework (figure 3). The coverage of net capital expenditure with operating cash 
flow heavy deteriorated and the worsening is expected to continue in the 
medium-term.  
 

Figure 3: major municipal utilities: finance needs for accelerated 
transition are negatively affect cash flows  

 
Source: Scope: medians for the major 50 municipal utilities 

 
The supply mandates of German municipal utilities are highly dependent on 
natural gas- and lignite-fired power production, mobility fleets, network 
operations, domestic gas stock and French electricity and gas imports. 
Financially distressed municipal utilities have been supported by amendments of 
the regulatory framework (“Energiesicherungsgesetz (EnSiG)”) and special 
funds under public law. Short-term debt maturities and (initial) margin deposits  
are mainly covered with available unrestricted cash funds and up-sized 
committed credit lines (share of 50-70% in our sample).  
 
We expect syndicated bank loans, shareholder loans, liquidity swaps and 
available sustainability-linked contingent credit lines to cope with pricing volatility 
and finance hedged energy contracts in 2022/2023. Refinancing and funding of 
increased investments including collateral deposits are no major concern to 
municipal utilities thanks to their status as government-related entities.  

 
The question is whether current state bailout provisions and increased 
(municipal) credit lines avoid imminent liquidity gaps and help to leave positive 
marks on municipal utility credit risks. 

 
Will state bailout provisions increase sustainable credit 
quality of municipal utilities? 
 
German municipal utilities are highly dependent on state bailout funds to cover 
their energy and mobility (transition) capex – and will remain so for the 
foreseeable future – as well as to live up to the public supply mandate. The lower 
credit quality increases the importance of future shareholders equity injections 
and sustainability-linked funding to increase the necessary financial flexibility.  
 

Operating cash flows may not 
cover high transition capex and 
compensate lower state 
investment incentives     

State-guaranteed supply 
mandates with limited support 
in the medium-term 

Turn towards flexible capital 
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and transition risks 
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purchase, hold or sell securities. Past performance does not necessarily predict future results. Any report issued by Scope 
is not a prospectus or similar document related to a debt security or issuing entity. Scope issues credit ratings and related 
research and opinions with the understanding and expectation that parties using them will assess independently the 
suitability of each security for investment or transaction purposes. Scope’s credit ratings address relative credit risk, they 
do not address other risks such as market, liquidity, legal, or volatility. The information and data included herein is protected 
by copyright and other laws. To reproduce, transmit, transfer, disseminate, translate, resell, or store for subsequent use 
for any such purpose the information and data contained herein, contact Scope Ratings GmbH at Lennéstraße 5 D-10785 
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