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Research Update:

Finland-Based Nuclear Power Producer TVO
Downgraded To 'BB+' From 'BBB-' On Reduced
Cost Competitiveness; Outlook Stable

Overview

* In our view, the ongoing decline in Finnish power prices over the past
year will place pressure on TVO s cost conpetitiveness and weaken the
benefit it offers its sharehol ders, particularly once its third nucl ear
reactor is conm ssioned in 2018/ 2019.

e W are therefore revising down our assessnent of TVO s business risk
profile to satisfactory fromstrong

* W are also lowering our ratings on TVOto 'BB+/ B from'BBB-/A-3'.

e The stable outlook reflects our expectation that further downside risk
related to Finnish electricity prices has reduced, as has the risk of
i ncreased investnent costs related to the conpletion of the third nucl ear
reactor.

Rating Action

On May 23, 2016, S&P G obal Ratings |lowered its |Iong- and short-term corporate
credit ratings on Finland-based nucl ear power producer Teollisuuden Voima Oyj
(TVO to 'BB+/B from'BBB-/A-3'. The outlook is stable.

Rationale

The downgrade primarily reflects our view that TVO s cost conpetitiveness has
weakened further because of the deterioration in Finnish power prices and
future price expectations. Future prices are currently predicted by the market
to be bel ow TVO s expected costs of production when the third nucl ear power
plant A kiluoto 3 (OL3) is conmm ssioned in 2018/ 2019. In our view, this wll
di m ni sh the cost advantage TVO currently offers to its sharehol ders. W have
therefore revised down our view of its business risk profile to satisfactory
from strong.

We forecast that TVO s average production cost will increase to slightly bel ow
€30/ mvh (negawatt hour) in 2019 from around €20/ mvh currently once QL3 is

conmi ssioned. This could reduce the econonic attractiveness of TVO s busi ness
nodel for its owners if current prices are maintained.

In our view, maintaining a cost advantage will be an inportant support for
TVO s non-profit structure in the long term If the current power price
environnent prevails, it will becone nore difficult for TVOto maintain this
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advantage and will further increase TVO s reliance on sharehol ders' ability
and willingness to provide contracted financial support.

Al t hough we believe that TVO could sell any residual output through the Nordic
spot power market--and that this could cover its cash costs in the short
term-it nay not be able to cover depreciation and debt anortization if prices
remain low. If TVO s production costs remain at or above market prices, we
think that other or new shareholders will be less likely to step in to neet
obligations left by a sharehol der default.

OL3' s conpetiveness has reduced notably given the increase in expected

construction costs, to approximately €2 billion. This has stemed from
significant construction delays; it's now nine years behind the original
schedul ed conpl etion date of 2009. However, we expect that the project will be

delivered without any further material budget increases. Despite a turn-key
fixed-price contract, TVO remmins in arbitration with its suppliers,
AREVA- Si emens consortium regarding the over-runs, and there is no certainty
that TVOw || receive conpensation via this arbitration.

TVO s non-profit cooperative-like "Mankal a" busi ness nodel includes a ful
cost-cover structure backed by a |ong-term off-take arrangenent with the
owners. According to the conpany's articles of association, the sharehol ders
are severally liable for TVO s annual fixed costs (accounting for about

80% 85% of total costs), including interest expenses and debt installnents.
They are al so responsible for TVO s variable costs in proportion to their

of f-take. Although the sharehol ders are not jointly liable for TVO s costs, we
bel i eve the sharehol ders woul d have a strong interest in supporting TVO shoul d
any individual sharehol der default, as |ong as they expect TVO s production
costs to be conpetitive in the long term

TVO has a concentrated asset base. However, its operational nuclear plants
have denonstrated a reliable operational track record, seen in high capacity
utilization rates that have remai ned above 90% TVO has noderni zed and
upgraded its plants over the years, ensuring that they always have a remai ning
technical lifetinme of 40 years.

We believe that TVO s shareholders view their stakes in TVO as long term They
have shown support by supplying equity in the form of sharehol der |oans--with
currently a further €300 million in conmitted sharehol der | oans--to help fund
OL3. W note that TVO is exposed to the Finnish forest products industry

t hrough two of TVO s maj or underlying sharehol ders: Pohj ol an Voi ma

Oy- - UPM Kynmrene and Stora Enso.

We assess TVO s financial risk as significant based on its high debt |everage,
whi ch has increased due to cost overruns in the O.3 project. TVO s financi al
risk is supported by its full cost-cover structure and articles of association
stipulating that the sharehol ders are responsi ble for annual fixed costs, as
wel | as other expenses resulting fromfinancing the conpany.

Because of the conpany's nonprofit cost-cover structure, its financial ratios
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are less indicative of its financial risk profile than those of
profit-maxim zing enterprises. Although partly equity-financed, the
construction of OL3 has significantly increased TVO s capital spending and
debt in recent years. In addition, interest costs related to O.L3's debt are
treated as capital expenditure in TVO s accounts and are not passed on to

shar ehol ders as production costs. This further weakens TVO s fi nanci al
nmeasures. This situation is likely to persist for the next couple of years due
to continued high investnent needs and negative free cash flows during the
conpl etion of QOL3.

TVO has a relatively short-dated debt-maturity profile--about four
years--conmpared to the economic lifetime of its asset base of over 40 years.
This increases the conpany's exposure to refinancing risk, although, according
to its articles of association, TVO can charge its shareholders its yearly
fixed costs. These include installnments and interest paynents on |loans falling
due annually, in accordance with its |oan agreenents. That said, TVO s debt
does not benefit from any guarantees.

In our base case, we assune:

e Finnish area power prices around €29/ mwh reducing to around €25/ mvh in
the mediumterm

e« TVOWw Il continue to fully cover its production costs (including interest
expenses) for existing plants OL1 and O.2, which we expect will remain
conpetitive in the near term

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

* No further cost overruns in the conpletion of OL3.

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

Liquidity

W view TVO s liquidity as adequate and expect that available liquidity
sources will cover anticipated cash outflows by well over 1.2x over the next
12 months. Qur assessnent is based on the conpany's sound relationships with
banks, satisfactory standing in credit markets, and adequate headroom under
the financial covenant. W anticipate that TVO s cash, long-termcomitted
credit facilities, and sharehol der loan commtnents will be sufficient to
cover significant cash outflows primarily related to OL3's conpletion over the
next few years. In our opinion, TVO needs to maintain anple liquidity and
proactively refinance upconi ng funding needs well in advance, to offset
refinancing risk.

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; sharehol der | oans are
included in equity. As of Dec. 31, 2015, the equity-to-assets ratio was about
29. 4%

Principal liquidity sources over the next 12 nonths incl ude:
 About €160 million in unrestricted cash and equival ents;
 Access to an undrawn €1.3 billion revolving credit facility (RCF), of
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which €300 mllion matures in 2019 and €1 billion in 2021; and
» Sharehol der [oan comitments totaling €300 nmllion related to the
construction of OLS3.

Principal liquidity uses are:

e About €400 million of debt maturing in the next 12 nonths and €380
mllion in the subsequent 12 nonths; and

e Expected capital expenditure of about €260 million in the next 12 nonths
and about €650 nmillion in the follow ng year

Outlook

The stable outl ook reflects our opinion that further downside risk to future
Fi nni sh area power prices has reduced, as have the expected costs for the
conpletion of OL3. The ratings on TVO s | argest sharehol ders are al so stable.

We could lower the rating on TVOif we continued to see pressure in Finnish
area power prices, which could be caused by weakening in the Nordic area price
or if there was a reduction in Finnish power price premium or if we felt that
the credit quality of its sharehol der group had reduced.

We coul d upgrade TVO if we saw that TVO coul d sustai nably naintain strong cost
conpetitiveness conmpared with forecast Finnish power prices and if the
conpany's debt burden reduced.

Recovery Analysis

Key analytical factors

« W have lowered the issue rating to 'BB+ from'BBB-' and assigned a
recovery rating of '4'" to the senior unsecured €1,300 million RCF (€300
mllion Facility A and €1,000 mllion Facility B) and €4.0 billion euro
medi umterm note program The recovery rating is supported by the linmted
amount of prior-ranking debt, but undernined by the |arge anount of
seni or unsecured debt. Qur recovery expectations are in the |lower half of
t he 30% 50% r ange.

* In our sinulated default scenario, we assume default of one of its
shar ehol ders, conbi ned with ongoi ng pressure on the Finnish power price.

* W value TVO as a goi ng concern, given its inportance to the Finland
electricity nmarket; it produces approxinmately 20% of total electricity
consunpti on.

Simulated default assumptions

* Year of default: 2021

 EBITDA at energence: €325 nmillion

e Inplied enterprise value nultiple: 6.5x
e Jurisdiction: Finland

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MAY 23, 2016 5

1641163 | 300000887



Research Update: Finland-Based Nuclear Power Producer TVO Downgraded To 'BB+' From 'BBB-' On Reduced
Cost Competitiveness; Outlook Stable

Simplified waterfall
e Goss enterprise value at default: €2,112 million
e Administrative costs: €106 nillion

* Net value available to creditors: €2,006 nmillion

e Priority debt claims: €59 million

* Senior unsecured debt clainms: €5,949 nmllion*
 --Recovery expectation: 30%50% (Lower half of the range)
*Al'l debt anpunts include six nonths' prepetition interest.

Related Criteria And Research

Related Criteria

e Criteria - Corporates - Recovery: Criteria Cuidelines For Recovery
Ratings On dobal Industrials |ssuers' Specul ative-G ade Debt - August
10, 2009

e Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers - Decenber 16, 2014

* Criteria - Corporates - General: The Treatnment OF Non- Conmon Equity
Fi nancing In Nonfinancial Corporate Entities - April 29, 2014

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ustnents - Novenber 19, 2013

e Criteria - Corporates - General: Methodol ogy: Business Risk/Financial
Ri sk Matrix Expanded - Septenber 18, 2012

e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Analytical
Met hodol ogy - April 15, 2008

e Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each
| ssue - April 15, 2008

e Ceneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers - Novenber 13, 2012

 General Criteria: Methodol ogy For Linking Short-Term And Long- Term
Rati ngs For Corporate, |Insurance, And Sovereign |Issuers - May 07, 2013

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks - Septenber 14, 2009

Ratings List

Downgr aded; CreditWatch/ Qutl ook Action

To From
Teol | i suuden Voi ma Oyj
Corporate Credit Rating BB+/ St abl e/ B BBB-/ Negati ve/ A- 3
Seni or Unsecured BB+ BBB-
Recovery Rating 4L

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings 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
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i nfornati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitalig.com All
ratings affected by this rating action can be found on the S& G obal Rati ngs
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the follow ng S& d obal

Rati ngs nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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