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Germany’s municipal utilities face slimmer profit margins and growing 
pressure on credit quality as they contend with shifting patterns in energy 
consumption, tougher environmental regulations and fall-out from the 
pandemic. The country’s 50 biggest municipal utilities face significant future 
capex as Germany has adopted stringent carbon-dioxide reduction targets 
just as competition intensifies from platform-based rivals. At the same time, 
municipal shareholders face spending pressures of their own, partly related 
to the economic shock of the pandemic on their budgets, which might 
encourage them to reduce financial backing for the utilities and demand 
heftier dividends. All these factors risk short-circuiting the profitability and 
credit quality in the sector. This puts extra pressure on the utilities to find 
timely and adequate funding and might drive further consolidation in the 
sector, not least because of the potential inability or political reluctance of 
municipal shareholders to provide the necessary funding. The utilities are 
likely to widen their sources of funding partly by tapping the growing market 
for green bonds. 

We have assessed the principal credit metrics of the 50 major German municipal 
utilities with a turnover of at least EUR 300m (median 2019 EUR 643m) for the 
period 2017-2020 to establish the most important trends. Three quarters of the 
utilities benefit from high cross-municipal and horizontal synergies, while 65% do 
so in local public transport. Operating cashflow generation from recurring regulated 
downstream activities and long-term purchase power agreements (PPA) is also 
predictable.  

The municipal utilities face high capex amounting to EUR 7-8bn per year. Major 
capex will be allocated to the energy and mobility transition, synthetic material quota 
recycling, and the fibre-to-the-building expansion in telecommunication. Important 
drivers for capex spending are diversified CO2-free gas/hydrogen, wind and solar 
power generation, battery, hydrogen and bio-methane storage, waste treatment 
facilities and the development of smart cities.  

We estimate that current EBITDAR margins in the sub-sector will deteriorate further 
as a result of competition, challenges in flexible energy production, procurement 
and trading, commodity price swings and customized service and portfolio 
management solutions, and curtailed earnings from regulated business.  

Among the adverse factors the utilities face are losses of grid licenses and 
disadvantages in offering value-added, digital services, such as those associated 
with smart cities. High structural deficits and reduced base demand in public 
transport will leave their mark, squeezing utilities’ profitability through 2025 despite 
the availability of government financial support linked to the pandemic.   

The most important credit metrics of German municipal utilities generally 
deteriorated between 2017-2020. Operating profitability worsened. The utilities’ 
median EBITDAR-margin fell to 9.3% in 2020 from 10.6% in 2017. Leverage rose 
to 4.5x from 3.1x in the same period. The municipal utilities were highly dependent 
on external funding. The capex cover ratio - coverage of capital expenditures with 
cash generated from ongoing business – deteriorated to 0.8x in 2020 from 2.1x in 
2017, indicating that high capex needs were met only through additional external 
funding. Credit metrics have deteriorated further in 2021 and will continue to do in 
the medium-term. 
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Figure 1: major German municipal utilities: horizontal segment 
diversification (revenue shares)  

 
Source: Scope Hamburg: division shares of revenues 2019 for the major domestic 50 municipal utilities 
with group revenues > EUR 300m  
 
The mandates of the leading national municipal utilities are characterised by 
strong local market shares, a high degree of homogeneity, mainly regulated 
downstream (energy segment partly upstream) activities and high exposure to 
residential customers. The main fields of operation of municipal utilities are 
energy procurement, production, distribution (B2B and B2C) to customers, 
services, and trading activities. The infrastructure providers (apart from the 
energy division) are mainly wholly owned by municipalities with their own 
(de)centralized production and sewage/waste treatment facilities, network with 
mostly long-term concessions and public transport fleet. In this analysis, we focus 
on the significant revenue and profit drivers as these relate to the energy, drinking 
water/sewage, and local public transport supply mandates (Figure 1). 

 

Increasing pressure on profitability 

The operating profitability of municipal utilities in our sample, as measured by the 
EBITDAR margin, decreased to 9.3% in 2020 from 10.6% in 2017 and we 
forecast a further margin compression to 9.1% in 2021 (figure 2). Deteriorating 
operating profit margins are a reflection of reduced energy and (public 
transportation) mobility consumption in 2020, either related to effects of the 
corona pandemic or seasonal weather impacts. In addition, the transformation of 
municipal utilities to lower carbon emissions has left its mark. Negative margin 
effects were only partly compensated through price increases for electricity, 
heating and water or higher public subsidies.  
 
The increasing market shares of global technology groups (such as Alphabet, 
Amazon, Meta, Microsoft, Tencent) and national market leaders (such as E.ON 
SE, Uniper SE, EnBW AG, RWE AG with start-up partners) with cross-sector and 
disruptive approaches will increase the pressure on the traditional business 
models of municipal utilities. Global technology groups and national market 
leaders extend their positioning with both cross-regional and size-dependent 
synergies, digital platforms, local data and vertical value-added services. Market 
leaders provide smart grid solutions and platforms based on artificial intelligence 
to prosumer communities to optimise their energy efficiency, feed-in and storage 
volumes, and profits and to control low carbon emissions in private and public 
mobility.  
 
Market leaders have competitive advantages in capital markets access and 
professional bespoke energy procurement vis-á-vis the smaller local municipal  
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utilities. Market leaders likewise benefit from hedging strategies including price 
and volume swings (“dark doldrums”, peak loads, COVID-19-pandemic special 
business cycle in proprietary trading in 2020). Advantages exist for those 
competitors due to customer solutions in smart long-term contracting (PPA, B2B 
heating, cooling) and the cross-industry development of smart city solutions. 
Additional factors are competencies in CO2-free renewable generation and 
storage media portfolios e.g. conversion green electricity into synthetic energy 
sources (P2X) for electricity storage, electricity-based fuels, or raw materials for 
the chemical industry. 
 
Increasing competition, multi-brand strategies and (unhedged) cyclical demand 
and price swing risks (e.g. second half-year 2021) will further weaken the 
municipal utilities’ operating profitability. Municipal utilities can partly compensate 
weakened EBITDAR margins thanks to the high market entry barriers to 
local/municipal markets as a result of the predominantly monopolistic market 
situation and highly locally diversified customer structures (“basic B2C supplier 
status”).  
 
The regulated profits of the distribution infrastructure are based on revenue-cap-
based tariff models with predictable and recurring operating cash flows. The 
energy transition (4th regulatory period for electricity from 2023 and gas 
distribution operators from 2024) will, however, further burden the limited returns 
in those fields. Additional factors are reduced equity interest rates (WACC) on 
the regulated asset base of new assets from 2006 (5.07%) and optimized 
network losses. The utilities benefit from high cross-municipal (e.g. inhouse-
contracting, non-profit housing) and horizontal synergies (smart districts and 
cities). The currently stable network profits will decrease by aligned regulatory 
regimes, higher expansion and maintenance and of the loss risks of grid licenses 
by 2025. 

       
Figure 2: major municipal utilities: revenue recovery, but continuing 
decline in EBITDAR margins   

 
Source: Scope Hamburg: adjusted (inverse depreciations of investment grants, non-recurring effects, 
lease and rent expenses) EBITDAR-to-revenues (medians) for the major 50 municipal utilities for the 
period 2017-2020 and trend 2021e (base 2020 representative published audited consolidated financial 
statements and data for 70 % of the considered municipal utilities), no adjustments for local public 
transport COVID-19 subsidies and trading gross profit.  
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Pandemic-related revenue shortfalls and special burdens (average decline in 
local public transport passenger volumes of 33% in 2020 yoy and 17% yoy in  
first half of 2021) will be almost fully compensated by pandemic bailout funds 
provided for local public transport companies arranged by federal and state 
governments. These bailout schemes are, however, scheduled to end in 2021. 
An extension of support programs for local public transport or renewal of any 
such programs is currently still subject to discussions. If no new support schemes 
for local public transportation operations were enacted, municipal utilities will 
have to rely on additional (horizontal) segment profits, unused committed credit 
lines or price increases from 2022 onwards to compensate for the structural 
deficits in public transportation. Taking into account extensive price moratoria as 
well as sustainable shifts to individual mobility (including expansion in use of 
electric vehicles and fast charging stations), we expect passenger volumes, 
(new) subscription models and services, capacity utilization and cost recovery 
ratios in local public transport to reach the 2019 baseline in 2025 at the earliest.  
 
In 2021 municipal utilities benefit from positive seasonal weather impacts, that 
compensate negative wind-driven feed-in effects and high transition costs. High 
market values of energy commodities enhance proprietary trading (no timely 
procurement), counterparty, portfolio management and liquidity risks (exceeded 
limits in OTC trading). Ambitious transition goals to reach coal phase-out and 
climate targets (e.g. domestic renewable electricity share of demand 80% (prior 
65%) by 2030 (previously 2038)) increase substitution risks of unregulated 
business in the sub-sector.  
 
The utilities face higher financial risks due to the growth and transition of the base 
and peak load power generation portfolio, cooperation partner synergies and the 
assessment of the competitive position of the (contracted) sales and trading 
channels. The municipal utilities have low (sales, renewable assets) 
geographical and value-added vertical diversification.  

 
We expect the negative trend in operating profitability of municipal utilities to 
continue as a result of competitive pressure, and substantial costs incurred for 
the transition of the energy and mobility segments (Figure 2). 

 

Figure 3: major municipal utilities: overall deteriorated capex and short-
term debt coverages 

 
Source: Scope Hamburg: adjusted net capex (taking account of disposals and grants) operating Cash 
flow (OCF)-net capex (medians) and adjusted (marketable securities and equivalents and restricted 
cash) liquidity and free operating cash flow (FOCF)-short-term debt (medians).  
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Inadequate capex and short-term debt coverages  
The leading municipal utilities such as Stadtwerke München, Stadtwerke Köln, 
MVV Energie, SachsenEnergie, VVG Hannover, LVV Leipzig have coordinated 
long-term strategies and forecasts with integrated smart-city developments with 
municipal shareholders up to 2030. Highly regulated safeguarding of supply 
services to customers include network stability and climate targets. Strategic 
goals include investments in flexible and diversified CO2-free thermal (hydrogen) 
power-plants, renewable energy generation and energy storage.  

 
Additional capex goals include development of smart regions and cities – the 
Rhine-Ruhr region, military bases and railroad sites - taking into consideration 
with long approval procedures, demographic developments, R&D and economic 
forecasts. The major utilities have developed digital platforms with “one local face 
to the customer” to meet demand and save costs. Efficient network and local 
transport fleet upgrades reduce infrastructure investment bottlenecks.  
 
Consumption forecasts for drinking water and treated sewage including 
expectations for a higher number of heavy rain and drought periods require 
considerable expansion and refurbishment investments in water infrastructure. 
There are increased investment and operator risks due to stricter ecological 
requirements related to of the 4th treatment stage and in mono-incineration with 
ash storage and phosphorus recovery in sewage sludge recycling. 
 
In the mobility segment, the high expansion and upgrade investments for track 
expansion in the main roads and e- and hydrogen fleets are partly financed by 
federal-state funding to achieve the ambitious e-mobility goals. 
 
The ownership structure of municipal utilities together with increasing dividend 
expectations, high capital intensity, regulatory framework and the low cash flow 
share of (digital) value-added services limit the adaptability of the business 
models. We observe inadequate funding of short-term financial debt at municipal 
utilities. In 2020, only 80% of short-term financial debt was covered with cash at 
bank or other unrestricted and immediately convertible cash-near assets. We 
expect the dependence of municipal utilities on short-term external financing to 
even deteriorate further in the medium term. (Figure 3).  
 
Figure 4: major municipal utilities: leverage and interest cover worsens 

 
 

Source: Scope Hamburg: adjusted leverage (unfunded pension, decommissioning and retirement 
provisions and operate lease obligations) net debt-to-EBITDAR (medians) and adjusted EBITDAR-
interest cover (net paid interests, medians). 

 
 

High growth and transition 
capex and investment 
bottleneck up to 2030 

Development of smart 
metropolitan regions and cities 

Increasing external funding 
needs by tightened regulated 
regimes and e-mobility 
targets  

Inadequate capex coverage 
and short-term debt maturities 
limit shareholders’ dividends 



 
 
 
Accelerated transition entails short circuit   
circuit risks in municipal utilities’ funding 
 

 
© Scope Hamburg GmbH 2021  6/8 

 
Leverage and interest cover will deteriorate due to expansion 
and transition of the business models   
The municipal utilities face high net capex amounting to EUR 7-8bn (taking into 
account disposal proceeds and investment grants; previous years EUR 4-6bn) 
per year by 2025e to accelerate the transition of its energy, recycling and sewage 
treatment, mobility and telecommunication segments.  

 
Highly regulated positive cash flows in the energy and water segments and 
disposals of capital intensity non-core activities and share deals will stabilize the 
business risk profiles and reduce external funding needs.  
 
Structural transition capex for projects such as the coalfields in the Ruhr and 
Lusatia regions or decommissioning nuclear power plants, including technical 
retirement risks combined with climate targets, raise the funding needs for the 
energy, water and mobility segments of selected municipal utilities players. 
 
The leverage and interest cover will weaken due to increased financing needs 
for growth, transition, regulatory and decommissioning capex. Municipal utilities 
face large capital investment/capex needs in the medium-term resulting from: 
 

• coal/nuclear decommissioning 
• commissioning of CO2-free thermal (hydrogen) power-plants   
• expansion battery, hydrogen and bio-methane storages 
• permitting, project planning and long-term marketing of 

onshore/offshore wind and solar farms portfolios 
• expansion fibre-to-the-building connections 
• expansion smart and hydrogen and refurbishment distribution network 
• upgrading e-mobility fleets   
• commissioning synthetic material recycling and waste treatment 

facilities and mono-incineration with ash storage and phosphorus 
recovery in sewage sludge recycling 

• digital customized platforms 
• development of smart districts, cities and metropolitan areas  

 
With reduced public support, low internal financing capability, and the expected 
deterioration of operating profitability, we foresee a further deterioration of credit 
metrics for municipal utilities.  
 
The market-leading institutional investors provide green bonds for infrastructure 
funding based on Investment Grade Ratings and ESG performance KPIs. 
Inadequate cash flows and liquidity reserves, transition risks of the business 
models, higher interest rates and extensive dividend policy will negatively impact 
the assessment of municipal utility credit risks (Figure 4).  
 
Historically weak internal cash generation from ongoing business is expected to 
weaken, further reflecting the negative effects on operating profitability, and, 
possibly, higher interest burdens from increasing indebtedness. 
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Figure 5: major municipal utilities: deleveraging potential 

 

 
Source: Scope Hamburg: adjusted FFO (depreciation component of lease, paid taxes and net interests, 
medians) -to-net debt (medians). 

 
The question is whether adequate (not restricted) liquidity reserves, unused 
committed credit lines, certain disposals and financial sources will cover the short 
and medium-term maturities of interest-bearing liabilities. Transition risks of the 
business models, higher interest rates and more generous dividends will leave 
notably negative marks on municipal utility credit risks (Figure 5). 

 
Higher short circuit risks in adequate funding for financially 
distressed municipal utilities 

The question is whether financially distressed municipal utilities are still 
appropriately supported by timely extraordinary shareholders’ cash injections 
and traditional financial sources, e.g. syndicated bank loans, in spite of short-
circuiting the profitability and credit metrics. Inability or political reluctance of 
municipal shareholders to provide for timely funding of local municipal utilities 
may lead to an accelerated sub-sector’s market consolidation. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This publication does not constitute a rating action for any of the companies  
mentioned. 
 
Scope Ratings GmbH and Scope Ratings UK Limited apply the same 
methodologies/models and key rating assumptions for their credit rating services. 
Scope Hamburg GmbH’s methodologies/models and key rating assumptions are 
different from those of Scope Ratings GmbH and Scope Ratings UK Limited. 
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