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Rating Action Overview

- In December 2021, Fortum helped Uniper avoid a liquidity squeeze by providing the subsidiary
with €8 billion in credit lines, cementing a track record of financial support from the parent and
prompting us to reassess Uniper as core to the group from highly strategic previously.

- We do not expect the recent support to burden Fortum's credit metrics or debt profile, because
we anticipate that the current large cash collateral postings will reduce rapidly over the next
three months as hedging contracts unwind, even considering the persisting volatility of
commodity and energy prices.

- Additionally, we expect Fortum's operational performance to remain solid and benefit from
favorable electricity market prices, with funds from operations (FFO) to debt at 40%-50% in
2022-2023.

- We therefore affirmed our 'BBB/A-2' ratings on Fortum.

- The stable outlook reflects our view that Fortum benefits from elevated electricity prices and
that FFO to debt will be well above our 35% downside threshold.

Rating Action Rationale

Fortum confirmed Uniper's importance to the group by providing the subsidiary with €8 billion
intra-group financing , as announced on Jan. 4, 2022. Uniper was up against extremely high and
volatile gas prices and needed to provide additional margining payments for its hedging positions.
Fortum disbursed the support via a shareholder loan facility and parental company guarantees
that Uniper has been able to place as a form of collateral, instead of cash under the CSA (credit
support annex) agreements in relation to its hedging contracts with undisclosed counterparties.
To finance the support for Uniper, Fortum drew the full amount of its €1.75 billion revolving credit
facility (RCF), maturing in 2023. Fortum also set up material new funding arrangements. We
estimate that Fortum will benefit from multibillion-euro working capital cash inflow from the
unwinding of hedge positions in Q1-2022. The higher commodity price environment should also
provide upside to the group's power generation and asset optimization activities in the medium
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term.

As a result, Uniper's temporary liquidity needs should not trigger a weaking of Fortum's credit
metrics in 2022. We understand Uniper will likely use the proceeds from its unwinding collateral
payments to repay the utilized credit facilities before year-end. Furthermore, in our debt
calculations for Fortum, we do not treat the recently issued guarantee for Uniper as debt. This is
because the guarantee is a replacement for Uniper's future margining payments under the CSA
agreement to a specific counterparty and therefore have similar features as a parental guarantee;
ultimately, whether or not Fortum honors the guarantee hinges on Uniper's credit quality. That
said, we believe commodity and energy prices in Europe will remain highly volatile, amid energy
transition and geopolitical uncertainty, and that the spiking collateral requirement, while
exceptional, could adversely sustain the trend. Nevertheless, the effect should not be as
significant as in December 2021. We note, however, that the increased market volatility is likely to
require increased liquidity needs for the group going forward.

Fortum's operational performance remains solid, and we expect healthy margins as market
prices remains elevated. The precautionary financing package for Uniper does not signal
profitability concerns. Electricity prices around Europe are high, and despite large parts of its
generation being hedged, Fortum should benefit from the favorable market prices and outperform
our previous expectations. Power prices in the Nordic region rebounded strongly in 2021, and Nord
Pool System spot prices were up about 6x, averaging close to €63/MWh in 2021, compared with
€11/MWh in 2020. We now expect power prices to range between €50/MWh and €65/MWh. We
project Fortum's EBITDA will have reached €2.6 billion-€2.8 Billion in 2021, before sliding to €2.3
billion-€2.5 billion in 2022 and in 2023. This reflects our base-case assumption that Fortum will
continue to increase its achieved prices, in line with the market trend. We therefore anticipate S&P
Global Ratings-adjusted funds from operations (FFO) to debt in the 40%-50% range in 2022-2023,
which is higher than our previous expectation of 35%-40% for the same period.

We classify Uniper as a core subsidiary of Fortum, versus highly strategic previously. Fortum's
recent €8 billion support to Uniper is the latest in a series of collaborations over the past years,
including management changes during 2021 and the aligned strategy in many markets,
underpinning our reassessment of the subsidiary's group status. Frequent communication
between the entities' risk management and treasury also underscore the core importance. The €8
billion support that Fortum provided to Uniper is, in our view, material compared with the €6.7
billion Fortum paid for Uniper and to current reported debt of €11.7 billion at the end of
third-quarter 2021. We believe Fortum has demonstrated a strong, long-term commitment of
support amid stressful conditions. With EBITDA likely to exceed €1.5 billion in 2022, Uniper
represents a significant part of the group (35% of total EBITDA or earnings during 2020). Although
Fortum is likely to further optimize its portfolio through disposals, we believe selling Uniper is
highly unlikely. Our view is further supported by Uniper's presence Fortum's key markets and that
Uniper will act as a core platform to develop and execute in some of those key markets. We believe
Uniper will be integral to the group's strategy.

Government support leads us to incorporate a one-notch uplift to our assessment of Fortum's
stand-alone credit profile (SACP). The Finnish government, with a 50.8% share, is Fortum's
major shareholder. We view Fortum as important for the country because it is the largest
electricity producer in the country. We believe this support, if needed, would probably not be
available to Uniper's operations.
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Outlook

The stable outlook reflects our view that Fortum, after the Exergi disposal, should post credit
metrics commensurate with the 'BBB/A-2' ratings. This includes adjusted FFO to debt well above
35.0% and adjusted debt to EBITDA well below 2.5x. Fortum still has some assets under strategic
review, notably its consumer solution business and district heating assets in Poland, but we do
not include proceeds from these disposals in our forecast.

The stable outlook considers the improving operating conditions in Fortum's key markets,
Germany and the Nordics, where power prices and demand is expected to remain elevated. While
benchmarking Fortum's credit metrics against the threshold for the 'BBB' rating, we net the
adjusted debt of Fortum for the impact of margin receivables and collaterals, pointing to very
strong FFO to debt in 2021.

We do not expect Fortum to launch a domination agreement on Uniper before end-2022. We will
continue to monitor the Finnish government's willingness to support Fortum in case of financial
distress; this support currently results in a one-notch uplift from the 'bbb-' SACP.

Downside scenario

We could lower the ratings if Fortum's credit metrics were to weaken below our expectations,
notably if there's a risk that FFO to debt will decrease below 35% or debt to EBITDA will surpass
2.5x in 2022. This could stem from declining power prices in Europe and Russia. This could also
occur if Fortum were to raise its stake in Uniper well above 75%, which would markedly increase
its leverage, absent any substantial financial remedies.

Upside scenario

Rating upside is limited for the time being, since we expect Fortum to use its financial flexibility to
increase investments, including its stake in Uniper.

Company Description

Fortum is the third-largest power generator in Europe and Russia, with in total about 50 gigawatts
(GW) of installed capacity. In addition to its strong position in generation, Fortum is the
third-largest CO2-free generator in Europe because of its zero-to-low carbon dioxide emission
fleet, with 45% of its generation fleet being CO2-free.

The remaining share of the fleet is geared toward gas, and carbon intensity from total energy
production in Europe were 188 gCO2/kWh in 2020. Fortum engages in the generation and sale of
electricity and heat in the Nordic countries, Russia, Poland, and Central Europe. It has the
following five segments:

- Generation (36% of 2020 EBITDA): produces power through nuclear, hydro, and wind;

- City Solutions (about 10%): develops heating, cooling, waste-to-energy, biomass, and other
circular economy solutions as well as solar power production;

- Consumer Solutions (about 6%): 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;
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- Russia (16%): generates and sells power and heat; and

- Uniper (35%): Fortum holds 76.1% of Uniper as of Dec. 31, 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. With more than 35 GW of installed generation capacity, Uniper is among the
largest global power generators. Approximately 50% of the power generating capacity is
gas-based, 30% is coal-based, and 20% is hydro- or nuclear-based.

Liquidity

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 outflow by more than 1.5x in
the 12 months started Jan. 1, 2022, and exceeding 1.0x in the 24 months from the same date on a
consolidated basis.

Fortum's liquidity, as of end-December 2021, continues to be supported by the group's strong
standing in capital markets and sound relationships, which was proven over December
2021-January 2022 with the signing of new bank facilities with short notice. Our view of the
group's sound banking relationship was further supported by our discussions with some of
Uniper-Fortum's banks. Alongside the long-term credit lines we weigh into our calculation, we
note Fortum's access to shorter-term credit facilities. Its debt documents do not contain any
financial covenants.

Principal liquidity sources for the group as per of end-December 2021:

- Our estimate of cash and cash equivalents of about €7 billion-€8 billion, as we expect that
reported cash as of third-quarter 2021 at €6.2 billion been boosted asset disposals such as
Stockholm Exergi of €2.9 billion.

- Access to €400 million of undrawn facilities maturing after 12 months;

- Positive cash FFO, which we estimate will near €2.2 billion in the next 12 months; and

- Working capital inflows (including unwinding collateral) in the next 12 months.

Principal liquidity uses for the group as of the same date:

- Debt of about €6.3 billion maturing in the next 12 months;

- Annual capex of about €1.4 billion;

- Dividends of about €1.2 billion in the next 12 months.

Ratings Score Snapshot

Issuer Credit Rating: BBB/Stable/A-2
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Business risk: Satisfactory

- Country risk: Low

- Industry risk: Moderately high

- Competitive position: Strong

Financial risk: Intermediate

- Cash flow/leverage: Intermediate

Anchor: bbb-

Modifiers

- 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)

ESG Credit Indicators: E-4, S-2, G-3

Related Criteria

- General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021

- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

- 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

- General Criteria: Methodology: Industry Risk, Nov. 19, 2013
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- General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

- Criteria | Corporates | General: Corporate Methodology, 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

- Nuclear In Europe: Lessons Learned And Ways Ahead, Dec 16, 2021

- ESG Credit Indicator Report Card: Power Generators, Nov 18, 2021

- Price Tremors Threaten Europe's Gas Bridge, Oct. 5, 2021

- Fit for 55: The Gains (And Pains) For European Utilities, Sept. 29, 2021

- The Energy Transition And What It Means For European Power Prices And Producers:
September 2021 Update, Sept. 17, 2021

- Full Analysis: Uniper SE, Sept. 3, 2021

- Full Analysis: Fortum Oyj, Sept. 1, 2021

Ratings List

Ratings Affirmed

Fortum Oyj

Issuer Credit Rating BBB/Stable/A-2

Senior Unsecured BBB

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://www.standardandpoors.com/en_US/web/guest/article/-/view/sourceId/504352 Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.

www.spglobal.com/ratingsdirect January 21, 2022       6

Research Update: Finland-Based Power And Gas Company Fortum 'BBB/A-2' Ratings Affirmed; Outlook Stable



www.spglobal.com/ratingsdirect January 21, 2022       7

Research Update: Finland-Based Power And Gas Company Fortum 'BBB/A-2' Ratings Affirmed; Outlook Stable

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors.
S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com (subscription), and may be distributed through other means,
including via S&P publications and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their
respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P
has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each
analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for
certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole
discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as
well as any liability for any damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are
expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any
security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be relied on
and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While
S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of reasons
that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a
credit rating and related analyses.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any
part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or
retrieval system, without the prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The
Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers,
shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results
obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is”
basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.

Copyright © 2022 by Standard & Poor’s Financial Services LLC. All rights reserved.


	Research:
	Rating Action Overview
	Rating Action Rationale
	Outlook
	Downside scenario
	Upside scenario

	Company Description
	Liquidity
	Ratings Score Snapshot
	Issuer Credit Rating: BBB/Stable/A-2

	Related Criteria
	Related Research
	Ratings List


