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Credit Highlights
Overview
Key strengths

Key risks

Third-largest European power generator following the
Uniper acquisition, with a strong market position in the
Nordic countries and Russia.

Unclear strategy on Uniper integration with first joint strategic plan to be unveiled on
Dec. 3, 2020.

Diversified generation fleet providing baseload in the
Nordics and Germany.

Increased leverage following Uniper's acquisition, partially tempered by commitment
to the rating and remedy measures to reduce leverage.

Hedging strategy providing short-term support to cash
flow generation in 2020-2021. For 2021, Fortum has
hedged 65% of its planned production at €33 per
megawatt-hour (/MWh).

Significant exposure to low power prices in the Nordic region, with maximum €100
million EBITDA impact per year expected in 2020-2021.

Prudent risk management and commitment to the rating,
with strong remedy measures in place to maintain the
current rating.

Significant increase in carbon dioxide emissions exposure after Uniper's acquisition,
with about 75% of the combined power generation capacity split now stemming from
gas and coal, compared with less than 50% before the acquisition. In terms of power
production, coal and gas exposure would be lower.

Support from the Finnish government, providing a
one-notch uplift from Fortum's stand-alone credit profile
(SACP).

High and increasing exposure to volatile power generation activities (50% of 2019
EBITDA), with generation exposure increased by sale of credit-supportive district
heating businesses.
Exposure to Russian ruble foreign exchange risk (25% of 2019 EBITDA).

Following the acquisition of 75% of Uniper--although without any direct control--Fortum is now one of Europe's largest
power generators, with reinforced positions in the Nordics and Russia; but also a significantly higher carbon dioxide
emitter. The transaction, completed in March 2020, provides Fortum with significant scale (combined 2019 EBITDA
at €3.3 billion, of which €1.8 billion is from Fortum stand-alone) and geographic diversification. Fortum's generating
capacity will be the third-largest among European integrated utilities, reaching about 190 terawatt hours (TWh). The
combined group will have greater fleet optionality, thereby improving operating efficiency, but Fortum's carbon
footprint will substantially increase since Uniper operates mainly coal and gas power plants (about 75% of combined
installed capacity). In terms of power production, coal and gas exposure would be lower. In addition, Fortum will be
exposed to the midstream business, which provides business line diversity into key markets such as Russia, Sweden,
and Germany. At the same time, despite having a stake of about 75% in Uniper, and after investing more than €6
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billion in total to acquire the stake, Fortum will not be able to directly control Uniper. As a result, Fortum will have
limited influence on Uniper's strategic decisions. Fortum would have proportionate board representation at Uniper's
annual general meetings, but to achieve direct control it would need to launch a domination agreement for the
remainder (about 25%) of Uniper's share capital, which we do not expect before end-2021 at the earliest, in line with
Fortum.
Fortum is strongly committed to maintaining the current rating, and delivery on the disposal plan will be key to
achieving that goal. The group has spent a total of €6.5 billion in the past two years to acquire 75% of Uniper, we
expect Fortum's S&P Global Ratings-adjusted debt will increase to about €8.9 billion in 2020, up from €6.5 billion at
year-end 2019. Adjusted debt to EBITDA has therefore increased to 3.2x in 2019 from 1.7x in 2017.
We believe Fortum has a strong commitment to maintaining the 'BBB' rating. This has been evidenced by firm remedy
measures, including large disposals, to support the group's credit profile. In line with the plan, Fortum closed the
disposals of its district heating business in Joensuu and a stake of 80% in its Nordic wind portfolio in the first half 2020.
The total consideration was €780 million. In January 2020, Fortum announced its intention to extend the strategic
assessment, including potential disposals, to include district heating and cooling businesses in all Baltic countries, in
Poland, and in Järvenpää, Finland. In August 2020, it closed the sale of Järvenpää district heating network for €375
million and a €290 million tax exempt capital gain. These disposals alone, in total about €1.2 billion, will not be
sufficient to maintain the current rating, however. We therefore expect Fortum to continue other significant remedy
measures in order to achieve the adjusted funds from operations (FFO) to debt of 35%, and debt to EBITDA of below
2.5x, which are required for maintaining the rating in 2021.
We forecast FFO in the range of €2.4 billion-€2.5 billion annually for 2020 and 2021; this suggests that Fortum would
need to lower its debt by about €2.5 billion in 2021 to achieve FFO to debt of about 35% in 2021. We believe this is
achievable, combining free cash flow after capital expenditure (capex), dividends, and continued assets sales. Although
we understand no decision has yet been taken, in July 2020 Fortum announced that it is assessing strategic options for
its 50% stake in Stockholm Exergi Holding AB. With reported EBITDA of Swedish krona (SEK) 2.8 billion, such a
disposal could accelerate the credit metrics' improvement. However, current market conditions mean there is a risk
that disposals could face delay, or that the expected proceeds could be reduced.
Fortum is exposed to volatile power generation activities (50% of 2019 EBITDA), and will face additional volatility
stemming from Uniper's activities. The pandemic's impact on Fortum's performance is expected to be contained, thanks
to a strong hedging strategy. In 2019, about 50% of Fortum's EBITDA came from power generation, which is volatile,
since volume (hydro in particular) depends on water levels. Generation from hydropower dropped to 26.0% in 2019
and 2018, from 54.5% in 2017, due to low inflows and reservoir levels. We expect hydro volume to return to normal in
2020 in Finland. In the Nordic region, the daily average spot price in July 2020 fell to an all-time low of below
€2.4/MWh. At such extreme lows, most power production is loss-making. At some extreme points, prices were even
negative for a few hours, signaling unusually high volatility. We forecast that average prices will stay low at
€10/MWh-€15/MWh in 2020 and €17.5/MWh-€22.5/MWh for 2021 in the region. That said, we see two mitigants
for Fortum:first, it is mostly exposed to Finnish power prices, which are normally higher than Nordic power prices; and
second, most of 2020 and 2021 production is hedged at relatively high levels, with approximately 85% hedged at
€34/MWh for 2020 and approximately 65% hedged at €33/MWh for 2021.
Fortum's profile, after the Uniper acquisition, will evolve as a pure generator with a dilutive impact on the business risk
profile, as most of its earnings will be merchant-exposed, with inherent volatility risks associated with its
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predominantly thermal-generation fleet (about 75% combined capacity estimated post-transaction) and its existing
hydro/nuclear fleet. This leaves Fortum's earnings exposed to fluctuating power prices in three main pools: the
Nordics (where Fortum and Uniper combined will be the second-largest power generator), Germany (where it will be
the second-largest power generator), and Russia (where it will be the third-largest power generator). Although in
Russia, volatility is mitigated by capacity supply agreement contracts, Fortum is exposed to foreign exchange risk.
Fortum's profile as a pure generator compares unfavorably with European peers, notably CEZ and Verbund (which
have higher shares of regulated activities--about 35% and 20%, respectively). In addition, Fortum will be exposed to
Uniper's sizable commodities business, which is inherently volatile, although Uniper has made significant progress in
achieving cash flow stability year on year (YoY).
Fortum enjoys support from the Finnish government. The Finnish government is Fortum's major shareholder with a
50.8% share. We view Fortum as important for the country because it is the largest power producer, and we
incorporate one notch into Fortum's stand-alone rating to reflect support from the Finnish government.
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Chart 1
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Outlook: Negative

The negative outlook on Fortum chiefly reflects our view that, following its acquisition of a stake of about 75% in
Uniper (total acquisition cost more than €6 billion), Fortum's credit quality is heavily dependent on the successful
execution of remedy measures to improve the balance sheet. In particular, the company has a strategic review
ongoing. The timing and total proceeds of disposals will be key to maintaining the 'BBB' rating, for which we
expect an adjusted FFO to debt of above 35% in 2021, coupled with an adjusted debt to EBITDA of below 2.5x.
The negative outlook takes into account the uncertainty arising from volatile market conditions and
COVID-19-related restrictive measures across Europe, which could add complexity to the execution of the disposal
plan. Other than credit remedy measures, credit metrics' improvement relies on the power price environment, with
falling power demand and prices in the Nordic region. We have factored an EBITDA decline in 2020 and 2021 of
about €100 million per year to reflect this in our base case, noting that Fortum has 85% and 65% of its generation
production hedged for 2020 and 2021, respectively. If market conditions deviate from this assumption, this will
negatively weigh on the ratings.
The negative outlook also reflects the lack of clarity about how Fortum will manage its investment in Uniper. In
particular, while having a stake of about 75%, Fortum still does not directly control Uniper, and in our base case we
expect cooperation discussions to accelerate. We will closely monitor Fortum's strategic update on Dec. 3, 2020.
However, we do not expect Fortum to launch a domination agreement before end-2021. We will continue to
monitor the Finnish government's willingness to support Fortum in case of financial distress, which currently
results in a one-notch uplift from the 'bbb-' stand-alone credit rating.

Downside scenario
We could lower the ratings if Fortum's credit metrics were to weaken below our expectations; notably, if we see a
risk that FFO to debt will remain below 35%, or debt to EBITDA will remain above 2.5x in 2021.
This could stem from Fortum continuing to face declining power prices in Europe and Russia, or receiving a
lower-than-expected amount in the announced disposal program, on which we do not expect any delay. This could
also occur should Fortum increase its stake in Uniper to well above 75%, which would markedly increase its
leverage, absent any significant financial remedies.

Upside scenario
We could revise the outlook on Fortum to stable if we believe that its leverage is gradually declining in line with
management's stated intentions, and that adjusted FFO to debt shows a clear trajectory toward about 35% by
2021, coupled with debt to EBITDA below 2.5x. This could also be supported by Fortum not increasing its stake in
Uniper to well above 75%, and providing clarity on the strategy and future shape of the relationship with Uniper.

Our Base-Case Scenario
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Assumptions
In our base case for Fortum for 2020-2021, we assume:
• Finland's GDP will contract by about 4.5% in 2020 with a 2.3% rebound in 2021, followed by a 1.4% average growth
over 2022-2023;
• The consolidation of Uniper in Fortum's accounts under the full consolidation method, starting from Jan. 1, 2020;
• Fortum's generation segment's Nordic generation hedges: approximately 85% hedged at €34/MWh for 2020 and
approximately 65% hedged at €33/MWh for 2021;
• A challenging power market in Europe and lower power demand from pandemic-related restrictive measures having
a maximum annual impact on Fortum's EBITDA of €100 million in 2020 and 2021; and
• Remedy measures to offset additional stake increase in Uniper executed on time and with proceeds not affected by
the tough market conditions.

Key Metrics
Fortum Oyj--Key Metrics
--Fiscal year end Dec. 31-2018a

2019a

2020e

2021f

2022f

1,566.5

2,008.0

2,900-3,100

2,900-3,100

3,000-3,200

30

37

4-5

4-5

4-5

1,292.0

1,666.0

2,500-2,700

2,400-2,600

2,500-2,700

(Mil. €)
EBITDA
EBITDA margin (%)
Funds from operations (FFO)
Capital expenditure

579

695

1,400-1,600

1,200-1,400

1,100-1,300

Dividends

977

1000

1,000-1,200

1,000-1,200

1,000-1,200

6,803.4

6,477.7

8,000-9,000

6,500-7,500

6,000-7,000

4.3

3.2

2.5-3.0

2.2-2.7

2.0-2.5

19.0

25.7

25-30

30-35

35-40

Debt
Debt to EBITDA (x)
FFO to debt (%)

Note: All figures adjusted by S&P Global Ratings. Full consolidation of Uniper from fiscal year 2020. a--Actual. e--Estimate. f--Forecast.

2019's results were above our expectations, thanks to power prices, which now are falling. In 2019, Fortum reported
results above our previous expectations, owing to better-than-expected power prices, with EBITDA increasing 5% YoY
to €1,766 million, compared with €1,675 million in 2018. As a result, adjusted FFO to debt was at 25.7%, compared
with our expectation of 24.2%. However, Nordic power prices have been weak year-to-date. Spot prices are at
three-year lows, and forward prices down about 20% since the start of 2020 (at about €25/MWh for 2021). Fortum is
85% hedged for 2020 at €34/MWh and 65% for 2021 at €33/MWh, which offers support for this year's achieved price,
but marking-to-market current forwards still pose some earnings downside. In particular, should the power prices
remain at the current weak level, we expect an annual EBITDA effect on Fortum of about €100 million in 2021. In the
longer term, low power prices could mean much lower cash flow generation for an almost pure player in the electricity
and gas markets.
Following the Uniper acquisition, the group's credit profile has materially weakened, and we forecast a peak in net debt
to €8.8 billion in 2020, with a strong deleveraging trend from 2021. Fortum increased its stake in Uniper to 75% for a
total of €6.6 billion. Because the transaction is fully cash financed, we expect Fortum's adjusted debt will increase to
about €8.8 billion, up from €6.3 billion at year-end 2019. From 2020, in line with International Financial Reporting
Standards (IFRS) accounting, we fully consolidate Uniper's metrics even if Fortum does not yet directly control Uniper.
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EBITDA margin for the combined entity will decline due to Uniper low-margin wholesale activities while capital
expenditure will fully reflect Uniper's investment plan. Fortum will implement remedy measures, of which €1.5 billion
of disposals has already been announced to protect leverage and we expect strong positive free cash flow will allow
2021's debt to EBITDA to return to below 2.5x.
The first-half 2020 operating performance was relatively resilient amid the pandemic, thanks to significant hedges at
relatively high prices. Fortum reported a mixed set of second-quarter 2020 results with limited impact from the lower
power demand stemming from pandemic-related restrictive measures. In particular, strong generation volume and
achieved power prices (for the Nordic environment) were offset by a particularly weak performance in Russia (power
and heat demand down 6% YoY and negative foreign exchange impact of €7 million) and in the City Solutions (with
declining volume) division, as already highlighted with the first-quarter 2020 results.

Company Description
Fortum Oyj is the third-largest power generator and the largest electricity retailer in the Nordic countries after
Vattenfall and Statkraft. In addition to its strong position in generation, Fortum is the second-lowest emitting generator
in Europe (after Statkraft), thanks to its zero-to-low carbon dioxide emission fleet, with 96% of its European generation
fleet being carbon dioxide-free.
Fortum engages in the generation and sale of electricity and heat in the Nordic countries, Russia, Poland, India, other
parts of the Baltic Rim area, and internationally. It has the following four segments:
• Generation (47% of 2019 EBITDA): produces power through nuclear, hydro, wind, and thermal resources;
• City Solutions (18%): develops solutions in the areas of heating, cooling, waste-to-energy, biomass, and other
circular economy solutions, as well as solar power production;
• Consumer Solutions (7%): engages in electricity and gas retail businesses in the Nordics and Poland, including the
provision of invoicing, debt collection, and customer services, and electricity and related value-added products, as
well as digital services; and
• Russia (28%): generates and sells power and heat.
In 2019, Fortum reported EBITDA of €1,766 million. The company was founded in 1998 and is headquartered in
Espoo, Finland. As of Dec. 31, 2019, the main shareholder is the Finnish state, with 50.76% of the share capital.
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Chart 2
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Chart 3

Fortum holds 75.01% in Uniper since August 2020. Uniper was created in 2016 from the spinoff of the gas and power
activities of E.ON SE. It is an international, diversified energy company that operates in more than 40 countries and
has about 11,000 employees. Its operations include power generation, commodity trading, energy storage, energy
sales, and energy services. Its core markets are Germany, Russia, the U.K., Sweden, the Netherlands, and North
America.
The company owns and operates a well-diversified power generation portfolio, including facilities running on fossil
fuels such as gas (17.4 gigawatts [GW]) and coal (9.2 GW), as well as hydroelectric (3.6 GW as of end-2019) and
Swedish nuclear (1.4 GW). It has a total generation capacity of 23.5 GW based in Europe and another 10.8 GW in
international generation, based in Russia. In 2019, Uniper reported adjusted EBITDA of €1,561 million (see "Uniper
SE," published Aug. 31, 2020, on RatingsDirect)

Peer Comparison
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Table 1

Fortum Oyj--Peer Comparison
Industry sector: Energy

Ratings as of Oct. 21, 2020

Fortum Oyj

CEZ a.s.

Vattenfall AB

Verbund AG

Statkraft AS

Orsted A/S

BBB/Negative/A-2

A-/Negative/--

BBB+/Stable/A-2

A-/Stable/--

A-/Stable/A-2

BBB+/Stable/A-2

--Fiscal year ended Dec. 31, 2019-(Mil. €)
Revenue

5,447.0

7,937.3

15,868.9

3,895.0

4,482.2

9,079.0

EBITDA

2,008.0

2,196.2

3,828.7

1,198.1

2,024.8

2,363.1

Funds from operations
(FFO)

1,666.0

1,809.8

3,420.7

1,085.7

1,228.3

1,410.5

210.0

248.5

381.8

105.8

65.6

390.1

Interest expense
Cash interest paid
Cash flow from operations
Capital expenditure
Free operating cash flow
(FOCF)
Discretionary cash flow
(DCF)
Cash and short-term
investments
Debt

177.0

223.7

262.3

64.6

97.1

310.2

2,015.0

1,678.5

1,591.0

1,201.2

1,160.0

1,695.3

695.0

1,162.0

2,474.3

388.1

586.0

2,957.7

1,320.0

516.4

(883.3)

813.1

574.0

(1,262.4)

320.0

10.0

(1,380.1)

635.1

(292.7)

(2,448.9)

1,432.0

383.8

3,162.6

34.6

1,686.5

2,978.2

6,477.7

8,518.6

12,002.6

1,987.3

1,767.0

4,356.0

13,234.0

10,045.0

11,313.5

6,568.0

10,214.3

11,100.3

EBITDA margin (%)

36.9

27.7

24.1

30.8

45.2

26.0

Return on capital (%)

10.1

5.1

8.8

10.8

14.9

10.5

EBITDA interest coverage
(x)

9.6

8.8

10.0

11.3

30.9

6.1

FFO cash interest coverage
(x)

10.4

9.1

14.0

17.8

13.6

5.5

Equity
Adjusted ratios

Debt/EBITDA (x)

3.2

3.9

3.1

1.7

0.9

1.8

FFO/debt (%)

25.7

21.2

28.5

54.6

69.5

32.4

Cash flow from
operations/debt (%)

31.1

19.7

13.3

60.4

65.6

38.9

FOCF/debt (%)

20.4

6.1

(7.4)

40.9

32.5

(29.0)

4.9

0.1

(11.5)

32.0

(16.6)

(56.2)

DCF/debt (%)

We see Fortum's business risk profile as weaker than that of its more regulated peers such as CEZ (about 34% of
full-year 2019 EBITDA from regulated activities), Verbund (21%), and Vattenfall (19%). Statkraft has a better
generation mix than Fortum, due to its large, low-cost, and flexible Nordic hydropower assets; hydro generation is 81%
of Statkraft 19.7 GW installed capacity. About 75% of Vattenfall's 30.5 GW installed capacity is made of low-carbon
dioxide generation such as nuclear, hydro, and wind.
In terms of financial risk profile, Fortum has almost no headroom at the current rating level. This takes into account
uncertainty about how the company will manage its investment in Uniper.
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Fortum's SACP is 'bbb-', which assumes it maintains adjusted FFO to debt of about 35%. This compares with the
metrics requested for the following peers:
• Orsted (SACP 'bbb'): adjusted FFO to debt of about 25%
• Statkraft ('bbb'): adjusted FFO to debt above 20%
• Vattenfall ('bbb'): adjusted FFO to debt above 20%
• Verbund ('a-'): adjusted FFO to debt above 40%

Business Risk: Satisfactory
Strong market position in the Nordics and Russia, and one of the largest European power generators. Post Uniper
acquisition, Fortum is the second-largest power generator in the Nordic countries, after Vattenfall and before Statkraft,
and the largest electricity retailer. In Europe it is the third-largest power generator in terms of installed capacity, with
50.3 GW, after EDF's 68 GW. Fortum benefits from its diverse generation portfolio, as well as its exposure to different
markets, mainly in the Nordics, Russia, and Germany, and complemented by much smaller activities in Poland, the
Baltics, the Netherlands, the U.K., and Hungary.
Fortum's generation mix is deeply transformed following the Uniper acquisition. The generation portfolio is still a key
diversification strength for Fortum, both in terms of geographic location and power sources. We view negatively
Fortum's increased carbon footprint following the addition of Uniper's assets, although we note Uniper's
decarbonisation strategy--for example, closing down the majority of coal plants by 2025. Previously, Fortum had been
among the lowest carbon generators in Europe, but Uniper owns a significant fossil generation fleet (29 GW of
capacity). Of Fortum's 2019 generation mix, 59% was carbon dioxide-free, from nuclear (30%), hydro (26%), and
renewables (3%). Natural gas represented 38% and coal 3%. Fortum's generation mix will shift to a higher share of coal
and gas (estimated 75% of installed capacity), comparing unfavorably with sizable generators such as Orsted (100%
offshore wind) and EDP (39% wind and solar sources). This weakens Fortum's competitive advantage, in terms of the
energy transition. We expect the combined nuclear and hydro fleets will improve Fortum's outright capacity and
therefore its positioning in the merit order, because it will have greater priority in power dispatching. While the Uniper
acquisition has significantly increased Fortum's size, it has also weakened its profitability with our expectation of
adjusted EBITDA margin to decrease to about 5% compared with 37% in 2019.
In July 2020, the German parliament passed a law to ensure that the country would stop using coal no later than 2038.
Uniper recently announced its own accelerated coal exit plan, which includes shutting down nearly all of its coal-fired
power plants in Germany over the next five years. The exceptions are the newly built, highly efficient 1.1 GW Datteln 4
plant, which contributes about €100 million a year to EBITDA, and the 2015 Dutch-built 1.1 GW Maasvlakte 3. We
expect the latter to run at least until 2030, and Datteln 4 to run until at least 2035. The hard coal plants,
Wilhelmshaven and Scholven, which have a combined capacity of 1.5 GW, are expected to go offline in 2022. A further
1.4 GW in hard coal capacity (Staudinger and Heyden) is scheduled to close by 2025.
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Chart 5

Fortum's profile will evolve as a pure generator, as most of its earnings will be merchant-exposed following the sale of
its midstream assets, with inherent volatility risks associated with its predominantly thermal generation fleet (74%
combined capacity estimated post-transaction) and its existing hydro/nuclear fleet. This leaves Fortum's earnings
exposed to fluctuating power prices in three main pools: the Nordics, Germany, and Russia. Although in Russia,
volatility is mitigated by capacity supply agreement contracts, Fortum is exposed to foreign exchange risk. Fortum's
profile as a pure generator compares unfavorably with European peers, notably CEZ and Verbund (which have higher
shares of regulated activities; about 35% and 20%, respectively). In our assessment, we take into account the
announced disposals of district heating assets in the Nordic region that, despite the relatively small size compared with
Fortum and Uniper's combined EBITDA, were providing a stable and predictable source of cash flow generation.
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We assume that Fortum will, at least in the near term, not control Uniper, and that synergies between the two
companies are likely to be limited under the proposed ownership structure. However, Fortum has control of Uniper's
dividends, given its 50% majority at a general meeting.

Financial Risk: Intermediate
Our 2020-2021 base case for Fortum shows credit measures close to our thresholds for the 'BBB' rating as Uniper's
acquisition fully eroded Fortum's financial headroom back in 2018. We believe that the possible remedies to strengthen
the balance sheet might extend beyond our forecast horizon through 2021, which we reflect in the negative outlook.
Over 2020 and 2021, we expect Fortum to undertake significant credit remedy measures, including continued material
asset disposals and flexibility to substantially reduce capex, to strengthen its balance sheet to a level required to
maintain the current rating. Although we understand no decision has yet been taken, in July 2020 Fortum announced
that it is assessing strategic options for its 50% stake in Stockholm Exergi Holding AB. With reported EBITDA of
SEK2.8 billion (about €280 million), such a disposal could accelerate credit metrics' improvement, notably taking into
account high multiples for district heating assets in the Nordic region. We would not exclude Fortum receiving more
than €1.8 billion for its 50% stake in Stockholm Exergi.
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Dividends are expected to remain stable at 50%-80% of earnings per share. Fortum's investments are estimated at
about €1,250 million per year, including Uniper. A sustained improvement in operating performance would help lead
to credit metrics in line with the current rating by 2021, notably adjusted FFO to debt of about 35%. However,
improvement in profits is subject to a reduction in volatility in the power generation markets, both at price and volume
generated level, in the Nordics and Russia, and no substantial devaluation of the Russian ruble. As seen in the first-half
2020 results, Fortum is sensitive to foreign-exchange movements, notably in Russia, with a negative foreign-exchange
impact of €7 million on the comparable EBITDA generated in the region (€74 million for the second quarter).
The debt portfolio consists of euro and Swedish krona denominated bonds (45%) and loans (28%), with an average
interest cost of 1.7% as of June 2020 versus 2.3% in 2019.
Fortum has a 26% stake in Teollisuuden Voima Oyj (BB/Watch Neg/B). Since Fortum is one of the largest
shareholders in TVO, and given the shareholding-funding in TVO, we proportionally consolidate TVO's reported debt
in Fortum, with an impact of about €1.1 billion on Fortum's adjusted debt in 2019 (about €6.5 billion) and in our
forecast period. TVO's Olkiluoto 3 (OL3) plan has been delayed to February 2022--12 years behind the original plan,
and in our base case we do not expect any major shareholder support from Fortum to TVO (see "Teollisuuden Voima
Oyj Ratings On CreditWatch Negative After Announced Additional Delay Of Up To 11 Months," published Sept. 4,
2020, on RatingsDirect.

Financial summary
Table 2

Fortum Oyj--Financial Summary
Industry sector: Energy
--Fiscal year ended Dec. 31-2019

2018

2017

2016

2015

Revenue

5,447.0

5,242.0

4,520.0

3,632.0

3,459.0

EBITDA

2,008.0

1,566.5

1,358.5

1,072.0

1,257.0

Funds from operations (FFO)

1,666.0

1,292.0

1,082.3

638.5

924.0

Interest expense

210.0

207.5

233.2

224.5

299.0

Cash interest paid

177.0

180.5

193.2

217.5

268.0

2,015.0

821.0

1,006.3

632.5

1,242.0

(Mil. €)

Cash flow from operations
Capital expenditure

695.0

579.0

657.0

599.0

527.0

1,320.0

242.0

349.3

33.5

715.0

320.0

(735.0)

(627.7)

(943.5)

(440.0)

Cash and short-term investments

1,432.0

586.0

3,897.0

5,154.0

8,202.0

Gross available cash

1,432.0

586.0

3,897.0

5,154.0

8,202.0

Debt

6,477.7

6,803.4

2,439.2

1,355.3

0.0

Free operating cash flow (FOCF)
Discretionary cash flow (DCF)

Equity

13,234.0 12,077.0 13,287.0 13,542.0 13,863.0

Adjusted ratios
EBITDA margin (%)

36.9

29.9

30.1

29.5

36.3

Return on capital (%)

10.1

5.9

6.5

5.5

5.9

9.6

7.5

5.8

4.8

4.2

EBITDA interest coverage (x)
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Table 2

Fortum Oyj--Financial Summary (cont.)
Industry sector: Energy
--Fiscal year ended Dec. 31-2019

2018

2017

2016

2015

10.4

8.2

6.6

3.9

4.4

3.2

4.3

1.8

1.3

0.0

FFO/debt (%)

25.7

19.0

44.4

47.1

N.M.

Cash flow from operations/debt (%)

31.1

12.1

41.3

46.7

N.M.

FOCF/debt (%)

20.4

3.6

14.3

2.5

N.M.

4.9

(10.8)

(25.7)

(69.6)

N.M.

FFO cash interest coverage (x)
Debt/EBITDA (x)

DCF/debt (%)
N.M.--Not meaningful

Reconciliation
Table 3

Fortum Oyj--Reconciliation Of Reported Amounts With S&P Global Ratings' Adjusted Amounts (Mil. €)
--Fiscal year ended Dec. 31, 2019-Fortum Oyj reported amounts

EBITDA

Operating
income

Interest
expense

S&P Global
Ratings' adjusted
EBITDA

12,982.0

1,693.0

1,110.0

167.0

2,008.0

--

--

--

--

--

(165.0)

--

--

--

--

--

(177.0)

108.0

--

--

--

--

--

98.0

--

(1.0)

(1.0)

2.0

--

(1,432.0)

--

--

--

--

--

Capitalized interest

--

--

--

--

9.0

--

Share-based compensation expense

--

--

12.0

--

--

--

Dividends received from equity
investments

--

--

239.0

--

--

--

Deconsolidation/consolidation

1,123.7

--

--

--

--

--

Asset-retirement obligations

--

--

--

--

32.0

--

Nonoperating income (expense)

--

--

--

772.0

--

--

Noncontrolling interest/minority
interest

--

252.0

--

--

--

--

EBITDA: Gain/(loss) on disposals of
PP&E

--

--

(7.0)

(7.0)

--

--

EBITDA: Derivatives

--

--

72.0

72.0

--

--

Total adjustments

(102.3)

252.0

315.0

836.0

43.0

(342.0)

Debt

Shareholders'
equity

6,580.0

Cash taxes paid
Cash interest paid

Reported
S&P Global Ratings' adjustments

Reported lease liabilities
Postretirement benefit
obligations/deferred compensation
Accessible cash and liquid investments
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Table 3

Fortum Oyj--Reconciliation Of Reported Amounts With S&P Global Ratings' Adjusted Amounts (Mil.
€) (cont.)
S&P Global Ratings' adjusted amounts

Adjusted

Debt

Equity

EBITDA

EBIT

Interest
expense

Funds from
operations

6,477.7

13,234.0

2,008.0

1,946.0

210.0

1,666.0

Liquidity: Strong
As of June 30, 2020, we view Fortum's liquidity as strong. This is based on our estimate that its liquidity resources,
including cash, FFO, and facility availability, will cover expected cash outflows by about 2.5x in the next 12 months
and 4.0x in the next 24 months.
Fortum's liquidity, as of June 30, 2020, continues to be supported by the group's strong standing in capital markets and
sound banking relationships. Its debt documents do not contain any financial covenants.
Principal liquidity sources

Principal liquidity uses

• Cash and cash equivalents of about €2,403 million,
excluding restricted cash;

• Debt of about €1,100 million maturing in the next 12
months, and no relevant debt maturity in the
following 12 months;

• Access to an undrawn long-term committed facility
of €1.8 billion maturing in November 2021;

• Annual capex of about €1,500 million;

• Access to €3.6 billion undrawn facilities maturing
after 24 months;

• Acquisition of a 1.6% stake in Uniper for about €175
million; and

• Positive cash FFO, which we estimate will near €2.7
billion in the next 12 months; and

• Dividends of about €1.1 billion in the next 12
months.

• Working capital inflows in the amount of about €10
million in the next 12 months.

Debt maturities
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Chart 7
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Environmental, Social, And Governance

Finland-based Fortum's environmental risks are broadly in line with those of peers. On one hand, its European
capacity has a zero to low-carbon dioxide emission fleet (mostly hydro and nuclear), generating scope 1 emission
of 180 grams of carbon dioxide per gigawatt hour (gCO2/GWh) in 2019, of which less than 26 gCO2/GWh is
generated in Europe. Nuclear risks and waste management, however, represent environmental and financial
concerns. At the same time, nuclear companies in Finland are overfunded in terms of future waste management,
and they are also well provided for in Sweden.
Russian operations (about 25%) rely mostly on thermal generation, and as a result have higher carbon dioxide
emissions than the European fleet.
Fortum's approximately 75% stake ownership of German company Uniper exposes it to more thermal generation
and environmental risks in the rapidly evolving German market.
We revised Fortum's management and governance assessment to fair following the Uniper acquisition in 2018,
because we find it difficult to reconcile the transaction with Fortum's plan to be one of the leading green
generators. This could be mitigated in part by Fortum's increasing scale and diversity, as well as scope for material
synergies between the two companies. On the governance side, the previous CEO's departure created additional
uncertainty in a crucial period where Fortum needs to execute its disposal strategy and when the company should
accelerate its discussions with Uniper, despite not having direct control over the company. We note the new CEO
Markus Rauramo has a significant knowledge of Uniper, having been on its board since 2018, and we expect
Fortum to foster its strategic discussions with Uniper in the coming months, before the publication of the first joint
strategy in December 2020.

Government Influence
Our rating on Fortum continues to incorporate a one-notch uplift for our view of a moderate likelihood of
extraordinary government support if needed, based on Fortum's:
• Strong link with the government, given Finland's 50.8% ownership of the company. We believe that the government
is likely to retain its majority stake in Fortum because the government has categorized the group as a strategically
important entity; and
• Limited role for the government. Notwithstanding Fortum's position as the owner and operator of a sizable share of
Finland's nuclear power capacity, we consider that the group operates in a liberalized electricity market, and that
many of its services could be provided by a private-sector entity or another government-related entity.
A negative reassessment of the likelihood of extraordinary government support would likely lead to a one-notch
downgrade of Fortum. This could occur if the government of Finland reduces its stake below 50.1% (currently at
50.8%), which we consider unlikely at this stage, and which would require parliament's approval.
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Issue Ratings - Subordination Risk Analysis
Capital structure
Fortum's capital structure consists of senior unsecured debt issued at the parent level. After consolidation of Uniper as
a subsidiary, the priority debt ratio is well below 30%.

Analytical conclusions
The issue rating on Fortum's senior unsecured debt is 'BBB', in line with the issuer credit rating, as no significant
elements of subordination risk are present in the capital structure.

Ratings Score Snapshot
Issuer Credit Rating
BBB/Negative/A-2

Business risk: Satisfactory

• Country risk: Low
• Industry risk: Moderately high
• Competitive position: Strong
Financial risk: Intermediate

• Cash flow/leverage: Intermediate
Anchor: bbbModifiers

• Diversification/portfolio effect: Neutral (no impact)
• Capital structure: Neutral (no impact)
• Financial policy: Neutral (no impact)
• Liquidity: Strong (no impact)
• Management and governance: Fair (no impact)
• Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : bbb-

• Related government rating: AA+
• Likelihood of government support: Moderate (+1 notch from SACP)

Related Criteria
• General Criteria: Group Rating Methodology, July 1, 2019
• Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019
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• Criteria | Corporates | General: Reflecting Subordination Risk In Corporate Issue Ratings, March 28, 2018
• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017
• General Criteria: Rating Government-Related Entities: Methodology And Assumptions, March 25, 2015
• Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate
Issuers, Dec. 16, 2014
• Criteria | Corporates | Industrials: Key Credit Factors For The Unregulated Power And Gas Industry, March 28,
2014
• Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013
• General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013
• General Criteria: Methodology: Industry Risk, Nov. 19, 2013
• General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities, Nov. 13, 2012
• General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Related Research
• Teollisuuden Voima Oyj Ratings On CreditWatch Negative After Announced Additional Delay Of Up To 11 Months,
Sept. 4, 2020
• Uniper SE, Aug. 31, 2020
• Fortum Oyj 'BBB' Rating Affirmed On Russian Regulatory Approval; Outlook Negative As Material Uncertainties
Remain, March 19, 2020
• Fortum Oyj And Uniper SE Ratings On CreditWatch Negative Following Fortum's Purchase Of Additional Stake In
Uniper, Oct. 9, 2019
• Will Fortum Become Uniper's Majority Shareholder?, Aug. 20, 2019
• Fortum Oyj, Aug. 14, 2019
• A Trio Of "Special Situations" M&A In European Utilities And Their Rating Implications, April 18, 2019
• Fortum Oyj, Dec. 5, 2018
• German Power And Gas Co Uniper Upgraded To 'BBB' On Reduced Event Risk And Strengthening Business Risk;
Outlook Stable, April 27, 2018
• The Fortum-Uniper-E.ON Deal And Its Credit Consequences, Feb. 23, 2018
• Fortum Affirmed At 'BBB' Following Final Outcome Of Takeover Offer For Uniper; Outlook Remains Negative, Feb.
16, 2018
• German Energy Company Uniper 'BBB-' Ratings Affirmed; Outlook Remains Positive, Jan. 18, 2018
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Business And Financial Risk Matrix
Financial Risk Profile
Business Risk Profile

Minimal

Excellent

aaa/aa+

aa

a+/a

aa/aa-

a+/a

a-/bbb+

a/a-

bbb+

bbb/bbb-

Strong
Satisfactory
Fair

Modest

Intermediate

Significant

Aggressive

Highly leveraged

a-

bbb

bbb-/bb+

bbb

bb+

bb

bbb-/bb+

bb

b+

bbb/bbb-

bbb-

bb+

bb

bb-

b

Weak

bb+

bb+

bb

bb-

b+

b/b-

Vulnerable

bb-

bb-

bb-/b+

b+

b

b-

Ratings Detail (As Of November 9, 2020)*
Fortum Oyj
Issuer Credit Rating

BBB/Negative/A-2

Nordic Regional Scale
Senior Unsecured

--/--/NR
BBB

Issuer Credit Ratings History
19-Mar-2020

BBB/Negative/A-2

09-Oct-2019

BBB/Watch Neg/A-2

18-Jan-2018

BBB/Negative/A-2

22-Sep-2017
05-Jun-2015

BBB+/Watch Neg/A-2
Nordic Regional Scale

13-Jan-2003

--/--/NR
--/--/K-1

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable
across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

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