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FitchRatings

Fitch Affirms Fortum at 'BBB'; Outlook Stable

Fitch Ratings - London - 03 June 2019:

Fitch Ratings has affirmed Finnish-based Fortum Oyj's (Fortum) Long-Term Issuer Default Rating (IDR) at 'BBB'
with a Stable Outlook, and senior unsecured rating at 'BBB'. Fitch has also upgraded Fortum's Short-Term IDR
to 'F2' from 'F3'".

The affirmation reflects Fortum's strong and well-managed generation fleet and solid recent trading driven by a
supportive power price environment. In addition, hedging mitigates the impact of price volatility in the Nordic
region. We assume higher Nord Pool prices compared with recent years and expect Fortum to apply high
capex scrutiny in the medium term, to see positive free cash flows (FCF) and to remain within our rating
sensitivities with moderate leverage headroom.

Discussions between Fortum and Uniper for cooperation are continuing. In our rating case we continue to treat
Uniper as a financial investment and we believe that Uniper's control and full consolidation would likely impact
Fortum's debt capacity, but not necessarily the ratings.

Key Rating Drivers

Evolving Business Mix: After the acquisition of Uniper's 49.99% stake in 2018, Fortum's strategy will focus on
operational efficiency of current generation assets, portfolio optimisation, continued investment in renewables
and building options for new businesses. The latter includes waste-to-energy generation but also pure

recycling, waste treatment and other related services to increase non power price-linked EBITDA contribution.

As for renewables, the company's target is to develop a multi-gigawatt portfolio in wind and solar whose
recurring contribution to EBITDA will however be fairly limited in the medium term, due to the use of joint
ventures and implementation of asset-rotation transactions.

Moderate Leverage Headroom: Fortum's main financial targets remain unchanged and include a dividend
payout of 50%-80% and a net debt/EBITDA of around 2.5x (3.6x in 2018), consistent with our current rating
sensitivities. Management expects to reach its leverage target in two to three years, due mainly to decreasing
capex from 2020 (the company guides EURG600 million-EURG50 million in 2019) and improving business
performance linked to favourable prices and managerial actions to boost efficiency. Our rating case, which
includes more conservative assumptions on margins, foresees average FCF of almost EUR100 million and a
funds from operations (FFO)-adjusted net leverage of 3.3x on average for 2019-2023, with moderate headroom
to our negative sensitivity of 3.8x.

Improving Relationship with Uniper: Based on our expectations, dividends received from Uniper should
increase to an average of around 15% of Fortum's FFO in 2019-2023. We expect also greater cooperation
between the two companies after the appointment of Uniper's top management from June 2019. At present
Fortum is prevented from increasing its stake above 50%, due to provisions of the Russian law related to some
Russian assets owned by Uniper. We do not include in our forecasts any change to Uniper's status as an
associate of Fortum. We believe that a full consolidation of Uniper into Fortum's accounts would most likely lead
to a downward revision of the group's debt capacity.
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Solid Current Trading: Fortum's EBITDA grew 19.5% to EUR1.5 billion in 2018 and exceeded our expectations
by roughly EUR100 million. This was mainly driven by generation on the back of high power prices in the Nordic
region, which has continued into 2019. Earnings in City Solutions grew due mainly to full-year consolidation of
Hafslund in 2018. With an improved hedging position in March 2019 (compared with a year ago), estimated
healthy growth for generation, and more moderate growth for City and Consumer Solutions, we expect a 2019
EBITDA of around EUR1.6 billion.

Nordic Power Prices to Ease: Cold and dry weather in the Nordic region, together with an increase in coal and
CO2 prices, moved the Nord Pool area price up to EUR44/MWh in 2018. The continued increase in marginal
cost of coal kept prices high at EUR47/MWh in 1Q19. Forward contract prices suggest a decline in prices over
the next few years, albeit remaining above EUR30/MWh. Prices in the region will continue to be volatile given a
large share of hydro in the generation mix and large temperature swings. Differentials between price areas
could decrease in the future, as further investments in transmission capacity support the availability of cheaper
hydro across the region.

Steady Contribution from Russia: Fortum's Russian activities contribute around 25% to the group's EBITDA,
based on our projections. Installed power capacity stands at almost 5GW while heat capacity contributes an
additional 8.6GW. EBITDA in Russia is mainly sustained by long-term capacity supply agreements (CSA),
which underpins stability of results and partially offset risks related to the weaker Russian operating
environment and FX. Capacity income in Russia is currently the main source of quasi-regulated income for
Fortum at 15%-20% of EBITDA. Fortum also operates some renewables plants in Russia (7OMW) and has a
50/50 joint venture with a total pipeline of more than 1,800 MW of CSA-backed wind capacity.

No Impact from GRE: Fortum is 50.8%-owned by Finland (AA+/Positive). We assess all factors under our
Government-Related Entities Criteria as 'weak' or 'moderate’, resulting in no uplift to Fortum's ratings.

Derivation Summary

Compared with the wider top European utilities peer group, Fortum's share of regulated and contracted income
is among the lowest; however, this is to some extent offset by Fortum's good quality fleet of mainly hydro and
nuclear plants with high historical load factors, particularly in Finland. Among Nordic peers, Statkraft AS
(BBB+/Stable) benefits from its long-term contracts and low-cost hydro asset base as well as a one-notch uplift
for sovereign support. Vattenfall AB (WD; affirmed at BBB+/Stable before rating withdrawal) is more integrated
through its regulated network operations (representing almost 30% of EBITDA), placing its rating one notch
above Fortum's. Furthermore, about a quarter of Fortum's earnings are generated in Russia, which we see as
increasing Fortum's business risk relative to Nordic peers'.

Based on our assessment of Fortum's strong financial flexibility and adequate financial structure, the higher of
the two Short-Term IDRs mapping to the current Long-Term IDR has now been assigned. Any material
weakening in financial flexibility, financial structure or operating environment conditions could lead to the
assignment of the lower of the two Short-Term IDRs corresponding to the current Long-Term IDR.

Key Assumptions

- 75% of 2019 volumes hedged at EUR32/MWh, 55% of 2020 volumes at EUR31/MWh and 20% of 2021
volumes at EUR31/MWh
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- Power prices based on Nord Pool forwards, with a EUR3/MWh premium on Finland area prices in 2019, and
premium declining to EUR2.6/MWh by 2023 for unhedged volumes

- In Russia, capacity payments on a declining trend
- RUB/EUR rate of around 80

- Moderate growth at City and Consumer Solutions, driven by growth in waste/recycling and other value added
services

- Capex as per management's guidance for 2019, before gradually declining towards maintenance capex levels

- Dividends stable at EUR977 million per year

RATING SENSITIVITIES

Rating upside is limited due to risks related to the integration of the Uniper business and the incremental debt
related to the acquisition. However, Developments That May, Individually or Collectively, Lead to Positive Rating
Action are

-FFO adjusted net leverage below 3.0x and FFO fixed charge cover above 6.0x, all on a sustained basis
Developments That May, Individually or Collectively, Lead to Negative Rating Action

-FFO adjusted net leverage above 3.8x on a sustained basis

-FFO fixed charge cover below 4.0x on a sustained basis

-Significant deterioration of the political, economic or regulatory environment in Russia

-Significant structural decline in Nord Pool power prices

-Control and full consolidation of Uniper, which could lead to a tightening of our rating sensitivities

Liquidity and Debt Structure

Adequate Liquidity: Fortum's reported cash and short-term investments stood at EUR1.7 billion at end-March
2019 and with committed unused credit lines of EUR1.8 billion (maturing in June 2023), total available liquidity
was a strong EUR3.5 billion. This compares with short-term maturities of EUR821 million at end-March 2019. In
February 2019, Fortum issued EUR2.5 billion of new bonds with coupons around 2%. The proceeds were used
to repay a bridge facility drawn for the Uniper transaction, and to repay a EUR750 million 6% coupon bond in
February. This should lower Fortum's interest expenses, and we project FCF to be positive over the next four
years.

Sources of Information
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RATING ACTIONS
ENTITY/DEBT RATING PRIOR
LT IDR
Fortum Oyj BBB © BBB @
Affirmed
STIDR
F2 F3
Upgrade
LT
BBB BBB
Affirmed

senior
unsecured

Additional information is available on www.fitchratings.com

FITCH RATINGS ANALYSTS

Primary Rating Analyst

Antonio Totaro

Senior Director

+39 02 879087 297

Fitch Italia Societa Italiana per il rating, S.p.A.
Via Morigi, 6 Ingresso Via Privata Maria Teresa, 8
Milan 20123

Secondary Rating Analyst
Harry Monthen

Senior Analyst

+44 20 3530 1247

Committee Chairperson
Pilar Auguets

Senior Director

+34 93 467 8747

MEDIA CONTACTS

Adrian Simpson

London

+44 20 3530 1010
adrian.simpson@thefitchgroup.com

Applicable Criteria

Corporates Notching and Recovery Ratings Criteria (pub. 23 Mar 2018)
Government-Related Entities Rating Criteria (pub. 29 Mar 2019)
Corporate Rating Criteria (pub. 19 Feb 2019)

https://www.fitchratings.com/site/pr/10077336 417


https://www.fitchratings.com/site/re/10024585
https://www.fitchratings.com/site/re/10047173
https://www.fitchratings.com/site/re/10062582

6/3/2019 Press Release
Short-Term Ratings Criteria (pub. 02 May 2019)

Additional Disclosures

Dodd-Frank Rating Information Disclosure Form
Solicitation Status
Endorsement Policy

DISCLAIMER

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE
READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC
WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES
ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,
CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES
AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.
DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY
CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

COPYRIGHT

Copyright © 2019 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY
10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in
whole or in part is prohibited except by permission. All rights reserved. In issuing and maintaining its ratings and
in making other reports (including forecast information), Fitch relies on factual information it receives from
issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains
reasonable verification of that information from independent sources, to the extent such sources are available
for a given security or in a given jurisdiction. The manner of Fitch's factual investigation and the scope of the
third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the
requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is
located, the availability and nature of relevant public information, access to the management of the issuer and
its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon
procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided
by third parties, the availability of independent and competent third- party verification sources with respect to
the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's
ratings and reports should understand that neither an enhanced factual investigation nor any third-party
verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be
accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings
and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial
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statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and
other information are inherently forward-looking and embody assumptions and predictions about future events
that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and
forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast
was issued or affirmed.

The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch
does not represent or warrant that the report or any of its contents will meet any of the requirements of a
recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and
reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating
and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group
of individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to
risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of
any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in,
but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes
only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities.
Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security.
Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor,
or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from
issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary
from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate
all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or
guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the
applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not
constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed
under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom,
or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial
services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only.
Credit ratings information published by Fitch is not intended to be used by persons who are retail clients within
the meaning of the Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized
Statistical Rating Organization (the "NRSRQO"). While certain of the NRSRO's credit rating subsidiaries are
listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO
(see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO
(the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the
NRSRO. However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf
of the NRSRO.

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a
related third party. Any exceptions follow below.

Endorsement Policy
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Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a

daily basis.

Fitch Updates Terms of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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