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RATING ACTION AND RATIONALE

EthiFinance Ratings reaffirms its long-term corporate rating for Galp Energia, SGPS, S.A. (Galp, or
‘the group/the company’) at BBB, maintaining a Stable outlook.
The rating is supported by (i) Galp’s scale of operations as an integrated oil & gas company with
strong market share in downstream activity in Portugal; (ii) Galp’s positive operating performance in
the past few years leading to sound profitability margins (adjusted EBITDA margin of 14.4% in
FY22); and (iii) a financial policy in line with the company’s solid financial profile. Despite the
capital-intensive nature of its activities, Galp has managed to improve its EthiFinance Ratings-
adjusted net leverage ratio to 0.8x at YE22 (vs 1.6x at YE21).
The rating is mainly constrained by (i) Galp’s exposure to oil price volatility, particularly in the
Upstream division (core generator of profitability of the group); (ii) the expected decline in demand
for oil & gas products in the coming years; and (iii) the group’s low geographic diversification, as
the majority of its upstream assets are located in Brazil, accentuated by the sale of its exploration &
production assets in Angola (to be completed in 2H23).
According to our methodology, the Oil & Gas industry has high ESG risks (heatmap score between
4 and 5) given its impact on the environment, which constrains our industry assessment. Our
assessment of the company’s ESG policy is neutral (company ESG score between 2 and 4),
resulting in our rating being constrained by industry-related ESG considerations.  

 

ISSUER DESCRIPTION

Headquartered in Portugal, Galp is an integrated Oil & Gas company, with its activities ranging from
exploration & production (upstream) to refining and supplying oil & gas products (downstream). With a
distribution network of 1,273 service stations in Iberia, Galp is the leader in the fuel retail segment in
Portugal and a significant player in Spain. The company also operates the Sines refinery, one of the
largest in Iberia, with a capacity to process 226k barrels of oil per day (bpd). Through its upstream
assets, Galp produced around 127k bpd in 2022, mostly from Brazil (86%) and Angola (8%). More
recently, Galp has been building a renewable energy portfolio and has developed an important position
as a solar player in Iberia, with 1.9TWh of energy generated in 2022 and an installed capacity in
operation of 1.4GW at YE22 (0.2 GW under construction and 7.4GW under development). Over 2022
Galp generated revenues of €26.8bn, with adjusted EBITDA of €3.9bn (14.4% margin) and net adjusted
leverage of 0.8x. 

 

FUNDAMENTALS

BUSINESS RISK PROFILE

INDUSTRY RISK ASSESSMENT

Decline in long-term drivers expected in the coming decades for the Oil & Gas industry

Most of the demand for this industry’s products is related to the use of fossil fuel, leading to significant
CO2 emissions. In order to address the need to change the traditional business model, given efforts to
reduce fossil fuel consumption to contain global warming, most Oil & Gas companies have embarked on
a plan to invest in renewable energy.

Exposure to oil price volatility, particularly in the Upstream division

As Upstream is Galp’s main unit in terms of profitability (80.1% of adjusted EBITDA in FY22), the
company is significantly exposed to oil prices volatility with a sensitivity of +/- €150m EBITDA variation
(c.4% of FY22 adj. EBITDA) if oil prices change by +/- $5 a barrel, as disclosed by the company. In
FY20, Galp was strongly adversely impacted as a result of the oil price collapse. By the same token, in
FY22 Galp benefited from elevated oil prices. 

Strong barriers to entry as significant investments and know-how are required 

Oil production in Brazil is offshore deep-water, a complex technology typically operated through
consortiums in which Petrobras is often the operator. Galp has overall CapEx of around €1bn a year in
order to continue to prepare for upstream growth (oil in Brazil and gas in Mozambique), improve its retail
network in Iberia, optimize its refinery activity, and expand its renewables portfolio. These heavy
requirements mean high barriers to entry.                

 

 

Galp Energia
2138003319Y7NM75FG53

CORPORATE RATING

Corporate Rating UNSOLICITED
1/7

mailto:anne.guy@ethifinance.com
mailto:ilidio.gomes-frois@ethifinance.com


COMPANY'S COMPETITIVE POSITIONING

Rating supported by Galp’s integrated business model with a strong market position in
Portugal

We view positively Galp’s scale and range of operations - with revenues of €26.9bn in FY22 (+66.5% vs
FY21) - as an integrated Oil & Gas company with strong market share in downstream activity in Portugal
as well as a presence in Spain. Galp's integrated business model mitigates its exposure to oil price
volatility particularly in the upstream division, with the group delivering resilient profitability in the past few
years. The group’s oil production has continued to increase over the past few years and we expect to
experience c.20% growth by 2025, mostly from already validated projects with less reliance on new
exploration. Also, Galp’s oil & gas reserves life has remained stable at around 8-9 years over the past
few years. As a result, the Upstream division is the main unit of the group in terms of profitability,
representing around 80% and 85% of the group’s adjusted EBITDA in FY22 and FY21, respectively.

Strong market position in distribution is partially offset by decreasing demand for oil
products

Strong market position and resilient cash generation from its downstream operations in normal years. In
order to adapt to the medium-term outlook of decreasing demand for oil products, Galp decided to close
one of its two refineries in Portugal (the only two in the country) in 2021, which has reduced its refinery
capacity from 330k to 226k bpd. With its network of 1,273 service stations at YE22 in Iberia, Galp is the
#1 in the Portuguese fuel retail segment and a significant player in Spain (26% market share in Portugal
and 4% in Spain), having supplied 7.4m tons of oil products directly to consumers in 2022.

Rating constrained by significant asset concentration in Brazil for the Upstream division

Even though Galp is an integrated Oil & Gas company with upstream and downstream operations, it has
a very high asset concentration: Brazil for the former, Portugal the latter. In FY22, 86% of its oil
production came from Brazil and 8% from Angola. It is important to note that Galp announced it will
complete the sale of all its Angolan assets in 2H23, further accentuating this concentration in Brazil.

Galp continues to expand its renewable energy portfolio, with a focus on solar power

Galp is continuing the development of its renewables portfolio and targets an installed capacity of around
4GW by 2025 and 12GW by 2030. In order to achieve this, the group has increased its stake in Titan
(joint venture with ACS Group) from 75% to 100% in 2022 and continues to acquire different solar plants
in Spain, Portugal, and Brazil. At end-2022, Galp owned a portfolio including 1.4GW of solar plants in
operation, 0.2 GW in construction, and 7.4GW under development. However, the contribution of the
renewable energy division to the group's EBITDA remains limited, representing c. 5% in FY22.        

GOVERNANCE

Balanced shareholder structure

Amorim Energia, B.V. (Amorim), a pure holding company, is the major shareholder of Galp with a 33.9%
stake. Amorim is directly and indirectly owned (55%) by Américo Amorim Group, the eponym holding of
the Portuguese family. Parpublica, which owns a c.7.6% stake, is a state-owned entity which manages
Portuguese state holdings in several companies. Galp is listed on Euronext Lisbon with a market cap of
around €8bn (at market close on June 20th, 2023) and around 59% of Galp’s stock is free-float.

Adequate financial policy with a good management track-record

The management has a good track-record in our view. We assess Galp’s financial policy as adequate
and in line with the company’s solid financial profile. Additionally, despite the capital-intensive nature of
its activities and paying sizable and recurring dividends, Galp has managed to improve its EthiFinance
Ratings-adjusted net leverage ratio to 0.8x at YE22 (vs 1.6x at YE21), respecting its long-term reported
net leverage ratio target of 1.0x (reported net leverage ratio of 0.4x at YE22). We note that Galp may
perform additional distributions to its shareholders, mainly through share buybacks (€500m to be
executed throughout FY23 after €150m executed in FY22), as long as its reported net leverage ratio is in
line with the long-term target.

ESG Policy

Going forward, as the world progressively shifts towards clean energy sources, the Oil & Gas industry
faces the critical challenge of balancing short-term profitability with long-term viability. Considering this,
Galp’s strategic approach has been to: 1) focus on low cost & low carbon intensity upstream assets, with
a portfolio carbon intensity of 10.1kgCO2/barrel of oil equivalent (boe), below the industry average of
18.3kgCO2/boe (according to IOGP 2021); 2) expand its renewables portfolio (installed capacity target of
4GW by YE25) by taking advantage of the supportive oil & gas price environment to accelerate
investments (30% of CapEx on renewables in 2022); and 3) lower environmental footprint of the Sines
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refinery through investments in energy efficiency optimisation, expanding biofuel production and green
hydrogen. 

Like most of its peers, Galp has established a decarbonisation roadmap to carbon-neutral by 2050 and is
on track to achieve its 2030 targets (with 2017 as a base year) which include the reduction of its overall
scope 1 & 2 emissions and production carbon intensity by 40% (-20% and -14%, respectively, in 2022 vs
2017) as well as all downstream sales carbon intensity (scope 1, 2 and 3) by 20% (-4% in 2022 vs 2017).
However, the most important emission for Galp stems from its scope 3 emission and consumption of oil
products whose related emissions will be difficult to reduce.

 

FINANCIAL RISK PROFILE

CASHFLOW AND LEVERAGE

Strong operating performance boosted by favourable market conditions

A favourable (for the company) market environment in 2022, marked by strong rises in oil and gas prices
following the start of the war in Ukraine, enabled Galp to deliver a strong financial performance. The
group’s revenues increased by 67% yoy to €26.8bn. In terms of profitability, Galp’s adj. EBITDA
increased by 66% yoy to €3.9bn, with a stable adj. EBITDA margin of 14.4%, on the back of higher oil &
gas prices and a substantially higher refining margin ($11.6/boe vs $3.3/boe in FY21), even though
higher production costs ($2.8/boe vs $1.6/boe in FY21) constrained the margin improvement. We expect
the group’s adjusted EBITDA margin to drop slightly to 14.1% in FY23 and FY24, mainly as oil & gas
prices as well as Galp’s refining margin progressively decrease (while remaining at high levels compared
to the pre-energy crisis period), while production costs remain relatively stable (around $3/boe in the
forecast period) and downstream demand for oil & gas products continues its post-pandemic recovery.

Over FY22 Galp generated €1.1bn EthiFinance Ratings-adjusted free cash flow (after a €420m dividend
payment), mainly driven by strong cash generation from operations and a positive change of €245m in
working capital (vs -€1.2bn in FY21), benefiting from the expected unwind of all gas derivatives margin
account balances. This compensated for a higher total CapEx of €1.1bn, mostly directed towards
upstream project execution and maintenance and expanding the group’s renewables portfolio. For the
remainder of our forecast period, we expect the group’s adjusted free cash flow (after dividends) to
remain at positive levels in FY23 and FY24, supported by solid cash generation from operations and
normalization of working capital. We expect this to offset the higher CapEx (around 6-7% of revenues for
FY23-25), crucial for the development and maintenance of upstream projects as well as to reach its
renewables installed capacity target of 4GW by YE25 (vs 1.4GW at YE22), and high level of return to
shareholders.

At end-2022, the EthiFinance Ratings-adjusted net leverage ratio (including IFRS 16 lease liabilities,
pension obligations and origination fees) had improved to 0.8x (from 1.6x at YE21 and 2.2x at YE20),
further cementing the group’s already solid financial profile. In addition, Galp’s liquidity position is quite
good, with €2.4bn of cash in hand at YE22 and around €1.5bn of undrawn credit facilities. Going forward,
we expect Galp’s adjusted net leverage ratio to remain relatively stable at around the 1.0x level over our
forecast period, mainly as profitability remains at solid levels and the group continues to sell its more
mature upstream assets in line with its decarbonization strategy (e.g. the sale of its Angolan upstream
assets for €770m net of tax to be completed in 2H23), which compensates for higher expected
CapEx.              

SOLVENCY AND LIQUIDITY PROFILE

Moderate solvency ratio

At end-2022, Galp’s total adjusted debt (including IFRS 16 liabilities) was down slightly to €5.5bn vs
€5.7bn at end-2021. It is mainly composed of IFRS 16 lease liabilities, amounting to €1.5bn, as well as
around €1.4bn of floating rate notes and two €500m EMTN bonds maturing in 2023 and 2026,
respectively. We have included a €250m adjustment related to employee benefits and €13m for
origination fees. We view Galp’s debt maturity profile as adequate, mainly as c.56% of total debt matures
over the next 3 years, despite some concentration of repayments in 2023 (c.20%).

At end-2022, the group’s solvency ratio was moderate at c.93%, and we expect the ratio to remain in a
90-100% range during our forecast period.

Adequate liquidity profile 

We assess the liquidity profile of Galp as “Adequate” (the best of the three profiles according to our long-
term methodology), reflecting the company’s strong refinancing profile and high liquidity level.  
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RATING MODIFIERS

Controversies

No controversies have been identified.

Country risk

Despite a very high asset concentration in Brazil in its upstream division, we estimate the country risk to
be not significant given that Galp operates through consortiums (with other large oil & gas players) in
which Petrobras (majority-owned by the Brazilian state) is often the operator.

 

MAIN FINANCIAL FIGURES AND FORECASTS

 

RATING SCORECARD
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RATING SENSITIVITY

LT Rating : BBB

Factors that may (individually or collectively) impact the ratings:

Long-term rating positive factors (↑)

Galp’s rating already reflects a solid financial profile and we view an upgrade based on this criterion as
unlikely. Consequently, a rating upgrade could be triggered by a combination of better assets
diversification in terms of geographic concentration and lower dependence on its Upstream division,
currently Galp’s core generator of profitability, which is significantly exposed to oil price volatility and
declining long-term growth drivers.

Long-term rating negative factors (↓)

A rating downgrade could be entailed by a sustained deterioration in Galp’s financial profile, which could
be a consequence of a more aggressive financial policy, particularly in the case of a significant increase
in its dividend payout ratio and/or considerably higher share buybacks. For the same business risk
profile, an increase in the group’s EthiFinance Ratings-adjusted net leverage ratio above 2.0x for a
sustained period of time could entail a long-term rating downgrade to BBB-.
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REGULATORY INFORMATION

LEI: 2138003319Y7NM75FG53

Initiation report: No

Rating initiation: BBB for long-term rating on 29 November 2022.

Last rating action: Initiation of long-term rating at BBB on 29 November 2022

Rating nature: Unsolicited (this report is paid by investors, not the issuer).

With rated entity or related third party participation: Yes, the report was published with having been
reviewed by the issuer

With access to internal documents: No

With access to management: No

Ancillary services provided to the entity: In accordance with Article 6 (2), in conjunction with Annex I,
section B (4) of the Regulation (EC) No 1060/2009 of the European Parliament and of the Council of 16
September 2009, it is reported that during the last 12 months EthiFinance Ratings has not provided
ancillary services to the rated entity or its related third parties.

Name of the rating committee chair: Marc Pierron, Senior Director

Material sources used to support the rating decision:

Annual report (2020, 2021, 2022)
Quarterly reports, presentation slides and conference call
Bloomberg

Limitation of the Rating action:

EthiFinance Ratings believes the quality and quantity of information available on the rated entity is
sufficient to provide a rating. 

EthiFinance Ratings has no obligation to audit or verify the accuracy of data provided.

Principal methodology used in this research available at: 

https://files.qivalio.net/documents/methodologies/CRA_190_V3.CorporateRatingMethodology_Long_Term.pdf 

EthiFinance Ratings SL

Calle Velázquez nº18 

28001 - Madrid
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Conditions of Use for this document and its content:

For all types of Ratings that ETHIFINANCE RATINGS, S.L. (the “AGENCY”) issues, the User may not, either by themselves or via third parties,
transfer, sublease, sublicense, sell, extract, reuse, or dispose of in any other way the content of this Document to a third party, either for free or
for consideration.

For the purpose of these Conditions of Use, any client who might have subscribed for a product and/or a service that allows him to be provided
with the content of this Document as well as any privileged person who might access the content of this Document via www.ethifinance.com shall
be considered as a User.

Nor may they alter, transform or distort the information provided in any way. In addition, the User will also not be permitted to copy and/or
duplicate the information, nor create files which contain the information of the Document, either in its entirety or partially. The Document and its
source code, regardless of the type, will be considered as the elaboration, creation, or work of the AGENCY and subject to the protection of
intellectual property right regulation. For those uses of this Document which are permitted, the User is obliged to not allow the removal of the
copyright of the AGENCY, the date of the Document's issuance, the business name as established by the AGENCY, as well as the logo, brands
and any other distinctive symbol which is representative of the AGENCY and its rights over the Document. The User agrees to the conditions of
Use of this Document and is subject to these provisions since the first time they are provided with this Document no matter how they are provided
with the document. The Document and its content may not be used for any illicit purpose or any purpose other than those authorised by the
AGENCY. The User will inform the AGENCY about any unauthorised use of the Document and/or its content that may become apparent. The
User will be answerable to the AGENCY for itself and its employees and/or any other third party which has been given or has had access to the
Document and/or its content in the case of damages which arise from the breach of obligations which the User declared to have read, accepted
and understood upon receiving the Document, without prejudice to any other legal actions that the AGENCY may exercise in defence of its lawful
rights and interests. The Document is provided on the acceptance that the AGENCY is not responsible for the interpretation that the User may
make of the information contained. Credit analyses included in the Document, as well as the ratings and statements, are to be deemed as
opinions valid on the date of issuance of the reports and not as statements of fact or recommendations to purchase, hold or sell any securities or
to make any investment decision. The credit ratings and credit rating prospects issued by the AGENCY are consider to be its own opinion, so it is
recommended that the User take it as a limited basis for any purpose that it intends to use the information for. The analyses do not address the
suitability of any value. The AGENCY does not act as a fiduciary or an investment advisor, so the content of the Document should not be used as
a substitute for knowledge, criteria, judgement or experience of the User, its Management, employees, advisors and/or clients in order to make
investment decisions. The AGENCY will devote every effort to ensure that the information delivered is both accurate and reliable. Nonetheless,
as the information is elaborated based on data supplied by sources which may be beyond the control of the AGENCY, and whose verification and
comparison is not always possible, the AGENCY, its subsidiaries, and its directors, shareholders, employees, analysts and agents will not bare
any responsibility whatsoever (including, without any limitations, loss of revenue or income and opportunity costs, loss of business or reputational
damage or any other costs) for any inaccuracies, mistakes, noncorresponding information, incompleteness or omission of data and information
used in the elaboration of the Document or in relation to any use of its content even should it have been warned of potential damages. The
AGENCY does not make audits nor assume the obligation of verifying independent sources of information upon which the ratings are elaborated.
Information on natural persons that may appear in this document is solely and exclusively relevant to their business or business activities without
reference to the sphere of their private life and should thus be considered. We would like to inform that the personal data that may appear in this
document is treated in accordance with Regulation (EU) 679/2016, on the protection of natural persons with regard to the processing of personal
data and the free movement of such data and other applicable legislation. Those interested parties who wish to exercise the rights that assist
them can find more information in the link: www.ethifinance.com in the Privacy Policy page or contact our Data Protection Officer in the mail
dpo@ethifinance.com. Therefore the User agrees that information provided by the AGENCY may be another element to consider when making
business decisions, but decisions will not be made based solely on it; that being the case the AGENCY will not be held responsible for the lack of
suitability. In addition, the use of the information before courts and/or tribunals, public administrations, or any other public body or private third
party for any reason shall be solely the User's responsibility and the AGENCY shall not be held responsible for any liabilities on the grounds of
inappropriateness of the information's contents. Copyright © 2022 ETHIFINANCE RATINGS, S.L. All Rights Reserved. C/ Benjamín Franklin S/N,
Edificio Camt, 1º Izquierda, 18100, Granada, España C/ Velázquez nº18, 3º derecha, 28001 - Madrid
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