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Research Update:

Finnish Nuclear Producer Teollisuuden Voima Oyj
(TVO) Ratings Placed On Watch Negative On
Lower Financial Flexibility

Overview

e The start of regular electricity production of Qkiluoto 3 (O.3) EPR
proj ect has been delayed by five nonths to May 2019, slightly increasing
proj ect costs and postponing further the start of Finnish nuclear
producer Teol lisuuden Voima Oyj's (TVO s) del everagi ng path.

e« At the sane tine, TVO s key counterparty Areva SA faces higher risk of a
liquidity squeeze due to potential material litigation paynents rel ated
to OL3, and one of the key shareholders Fortum Oyj's credit quality is
under pressure.

* W are therefore placing our 'BB+ long-termrating on TVO on CreditWtch
with negative inplications and affirmng our 'B short-termrating.

* The CreditWatch placenment reflects the risk that TVO s financi al
flexibility could dimnish as a result of weaker counterparties or
addi tional delays that could further increase TVO s high financial
| ever age.

Rating Action

On Cct. 17, 2017, S&P d obal Ratings placed its 'BB+ |ong-term corporate
credit ratings on Finland-based nucl ear power producer Teollisuuden Voima Oyj
(TVO on CreditWatch with negative inplications and affirned its 'B
short-term corporate rating.

We al so placed on CreditWatch negative our 'BB+ issue rating on TVOs €1.3
mllion revolving credit facility (RCF) and €4.0 billion euro nmediumtermnote
program The recovery rating is unchanged at '4', indicating our expectation
of average (30% 50% rounded estinate 30% recovery in the event of paynent
defaul t.

Rationale

The CreditWatch placenment follows TVO s announcenent that its Okiluoto 3
(OL3) European pressurized reactor project is facing a delay of five nonths,
which, in our view, slightly increases project costs and postpones further the
start of the conpany's del everagi ng path. According to the new schedul e, the
plant will enter into full operation in My 2019 instead of Decenber 2018, as
the plant supplier is now expecting |onger preparation works before fuel

| oadi ng. We expect such a delay to have a marginal effect on TVO s | everage,
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mainly reflecting five nonths of additional project nanagenent costs and
interest, which are partially offset by potentially [ower financing costs on
the back of new refinancing.

We note that the series of delays to OL3 construction, which was originally
pl anned to cone on-streamin 2009, have significantly increased the conpany's
financial |everage as construction costs have been capitalized and will start
to be depreciated when OL3 conmes into operation. W expect the increased

EBI TDA at that point to reduce the conpany's |everage to about 15x-18x
adjusted debt to EBITDA. W reflect in our rating the high amount of debt
accunul ated (about €4 billion as of June 2017 excluding the €656 mllion | oan
received fromthe Finnish State Nucl ear WAste Managenent Fund, which is
on-lent to TVO s shareholders) and its | engthy del everagi ng path.

VWil e we understand that the re-profile of conpletion works is not driven by
Areva's liquidity concerns, it coincides with the weakening credit quality of
two key conpany's counterparties: Areva SA and Fortum Oyj. In our view, TVO
could see sone inplications fromthe liquidity squeeze faced by its supplier
Areva SA, reflecting the increased risk of material litigation paynents
related to the arbitration process with TVO Al though we expect OL3 to be
conpl eted, there are sone uncertainties that the supplier will have the
liquidity necessary to pay the settlenment anmount, should the final arbitration
pronunciation rule in favor of TVO

Any further increase in TVO s production costs could also test the

sharehol ders' continuing support. Gven its non-profit nature, TVOrelies on
its sharehol ders to repay financial debt and annual fixed costs, in line with
its Article of Association. W think that any material delay would further

i ncrease TVO s production cost, reducing the economc value for its

shar ehol ders; declined nmarket prices over the past four years have reduced
TVO s cushi on agai nst any increased cost overruns. Fortum Oyj, which has a
25.8% direct stake in TVO, faces its own credit quality challenge linked to
the acquisition of German energy conpany Uni per

Qur rating on TVO renai ns underpi nned by its Mankal a nodel, which largely

i nsul ates the conpany from conpetition and market risk. This stems fromthe
conpany's ability to sell electricity produced to its sharehol ders "at cost".
TVO s owners--conprising major Finnish industries, utilities, and

muni ci palities--are responsible, in line with TVO s articles of association
for TVO s annual fixed costs (about 80% 85% of total costs), in proportion to
their shares and irrespective of whether or not they have used their share of
electricity. Annual fixed costs include interest and | oan instal nents and
depreci ation. W al so consider TVO as playing an inportant role in the Finnish
electricity market as it generates about 20% of total electricity produced in
Fi nl and. We expect this share to increase to 30% when OL3 cones into
operation. Finally, its existing plants have a strong operational track
record, with a capacity utilization rate above 90% despite outages.

We acknowl edge that TVO s financial nmetrics are substantially weaker than
t hose of profit-maxim zing conpanies due to its non-profit nature. Therefore,
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TVO has a relatively short-dated debt-maturity profile--about four
years--conmpared with the economic lifetime of its asset base of over 40 years.
This increases the conmpany's exposure to refinancing risk. However, TVO

mai ntains €1.3 billion of RCFs, maturing in 2019-2021, to ensure that it is
able to cover fundi ng needs over the next few years and additional €380
mllion conmtted |ines signed in 2016 and 2017. Al though TVO shoul d be able
to charge its sharehol ders for instalnents and interest paynments on | oans
falling due annually--in accordance with its |oan agreenents--its debt does
not benefit from any guarantees.

Assunpti ons

* TVO s production cost slightly |ower than €30/ nmegawatt hour (mih) when
OL3 cones into operation, increasing fromcurrently €20/ mvh, reflecting
the start of depreciation of O.3 capitalized costs and interest.

* Remaini ng capital expenditure (capex) to conplete OL3 (including
capitalized interest) slightly higher than €1 billion over 2017-2019,
reflecting milestone paynments to the supplier

e Annual nmintenance capex on OL1 and OL2 anpunting to about €50
mllion-€80 nmillion, higher than expected mai ntenance capex on OL3 once
it is in operation.

e TVO s shareholders will continue to fully cover the conpany's production
costs (including interest expenses) for existing plants OL1 and O.2,
whi ch we expect will remain conpetitive in the near term

* No unexpected outages at O.1 and O.2.

e No further cost overruns in the conpletion of O.3.

* No inpact on TVO s cash flow as a result of arbitration with Areva.

 Use of €300 million of shareholder |oan comitnments for OL3.

Based on these assunptions, we arrive at the following credit neasures:

e Debt to EBI TDA of about 15x-17x from 2020 onward; and

e Funds from operations interest coverage of 2.1x-2.6x from 2020.

Liquidity

We assess TVO s liquidity as adequate. W estimate that sources of liquidity
for the 12 nonths to June 30, 2018 will exceed uses of liquidity by nore than
1.2x, supported by €1.68 billion of undrawn RCF and conmitted liquidity
facilities. We believe the conpany would |ikely be able to absorb high-inpact,
| ow probability events with Iimted need for refinancing and has sound

rel ati onships with banks. Furthernore, we anticipate sharehol der |oan
conmtrments will be sufficient to neet the equity-to-debt covenant.

W estimate that TVO s principal liquidity sources during the 12 nonths to

June 30, 2018 will conprise

 About €209 million in unrestricted cash and equival ents as of June 30,
2017;

* Access to: an undrawn €1.3 billion RCF, of which €300 million matures in
2019 and €1 billion in February 2021; €280 mllion bilateral revolving
credit facilities signed in 2017, maturing in 2020; and to a €100 million
undrawn terml oan signed with the European |Investnent Bank to be
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wi t hdrawn by 2019 at the | atest.

* Sharehol der oan conmmitnents totalling €300 nmillion over 2017-2019,
related to O.3, out of which we expect at |east €100 mllion to be
wi t hdrawn by Decenber 2017

W estimate that TVO s principal liquidity uses during the sane period wll

conpri se:

e About €150 million of debt repaynment over the next 12 nonths; and

* Expected capex of about €400 nmillion, mainly reflecting sone OL3
conpletion mlestone, slightly revised after capex reschedul i ng.

Covenant Analysis

The conpany's | oan docunentation includes one financial covenant, which
stipulates an equity-to-assets ratio of 25% In calculating the ratio, TVO
excludes the loans it receives fromthe Finnish State Nucl ear Waste Managenent
Fund, whose proceeds are lent to the sharehol ders, and provisions related to
nucl ear waste managenent. Sharehol der | oans are included in equity. As of June
30, 2017, the equity-to-assets ratio was about 27.4%

CreditWatch

The CreditWatch placement reflects our viewthat we are |ikely to downgrade
TVO if we perceive that its financial flexibility has dimnished as a result
of :
 Weaker counterparties that lead us to question the supplier's ability to
deliver the project, or the sharehol ders' financial capacity; or
e Additional project delays or unexpected increases in the cost of
conpl etion of OL3 that could further increase TVO s financial |everage or
i ndi cate a weakeni ng cost advantage, if this were not nitigated by
ext ended shar ehol der support.

We anticipate that we could |ower the long-termrating by one notch. W aimto
review the CreditWatch within the next three nmonths, once there is nore
visibility on: 1) Areva's liquidity and arbitration process; 2) the financial
position of its shareholder Fortum Oyj and the extent of overall sharehol der
support for the OL3 project; and 3) the adherence to the tinmetable for
conpl eti on worKks.

Ratings Score Snapshot

Corporate Credit Rating: BB+ Watch Neg/ B

Busi ness risk: Strong
* Country risk: Low
e Industry risk: Modderately high
 Conpetitive position: Excellent
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Financial risk: H ghly | everaged
e Cash flow Leverage: Highly |everage

Anchor: bb
Modi fiers
e Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)
e Liquidity: Adequate (no inpact)
 Financial policy: Neutral (no inpact)
 Managenent and governance: Satisfactory (no inpact)
e Conparable rating analysis: Positive (+1 notch)

Issue Ratings

Recovery analysis

Key anal ytical factors

e The issue and recovery ratings on the senior unsecured €1.3 billion RCF
(€300 million facility A and €1.0 billion facility B and €4.0 billion
euro mediumtermnote programare 'BB+ and '4', respectively.

e The issue rating is constrained by the | arge senior unsecured debt
anount. Qur recovery expectations are in the lower half of the 30% 50%
range (rounded estinmate 30%.

* In our sinmulated default scenario, we assunme the default of one of its
shar ehol ders conbi ned with ongoing price pressures in the whol esal e
mar ket .

« W value TVO as a going concern, given its inmportance to the Finnish
electricity narket since it will produce approxi mately 30% of the total
electricity requirement once OL3 is on stream

e W understand that the event of default includes a change in ownership
i npacted by 10% of existing sharehol ders and anendnent to the Article 4
of articles of association without the prior consent of the majority
| enders.

Simulated default assumptions

* Year of default: 2020

e Mninumcapex (% of sales): 6%

e Cyclicality adjustment: 10% (standard sector assunption for unregul ated
power)

* Operational adjustment: +35% (this reflects that the mininumcapex is
much hi gher than 6% of sales, given the high capital intensity of the
busi ness. This also reflects our forward | ooking valuation for this
conpany) .

 Energence EBI TDA after recovery adjustnents: €326 mllion

e Inplied enterprise value nmultiple: 6.0x

e Jurisdiction: Finland

Sinplified waterfal

e Goss enterprise value at default: €1,954 million
e Adm nistrative costs: €98 mllion

e Net value available to creditors: €1,856 nillion
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e Seni or unsecured debt clains: €6,145 m|lion*
* Recovery expectations: 30% 50% (rounded estimte: 30%

*Al'l debt anpunts include six nonths' prepetition interest.
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Ratings List

Ratings Placed On CreditWatch; Short-Term Rating Affirmed

To From
Teol | i suuden Voi ma Oyj
Corporate Credit Rating BB+/ Wat ch Neg/ B BB+/ St abl e/ B
Teol | i suuden Voi ma Oyj
Seni or Unsecured BB+/ WAt ch Neg BB+
Recovery Rating 4(30% 4(30%

Additional Contact:
Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
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express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on the S& d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press O fice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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