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« W are applying our 2013 Corporate Methodology to the rating on
Fi nl and- based nucl ear power producer TVO in order to better align our
rati ngs assessnment w th our understandi ng of the conpany's underlying
risks and the atypical "not-for-profit" nature of organization, being a
"Mankal a" conpany.

* As a result of our review, we are affirm ng our 'BB+/B |ong-term and
short-term corporate credit ratings on TVO and our 'BB+' issue rating on
the €1.3 mllion revolving credit facility and €4.0 billion euro
medi umterm not e program

e The stable outlook reflects the stability of TVO s cash flow driven by
the contractual nature of its revenue and cost structure backed by its
sharehol ders. It also reflects our assunption that the conpletion of the
third nuclear reactor will not face further significant delays or cost
overruns, and that TVO s cost advantage versus market prices will not
deteriorate further.

On Dec. 13, 2016, S&P dobal Ratings affirned its 'BB+/ B |ong-term and
short-term corporate credit ratings on Finland-based nucl ear power producer
Teol I i suuden Voima Oyj (TVO). The outlook is stable.

We also affirned our 'BB+ issue rating on TVOs €1.3 mllion revolving credit
facility (RCF) and €4.0 billion euro mediumterm note program (EMIN).

WWW.STANDARDANDPOORS.COM DECEMBER 13, 2016 1

© S&P Global Ratings. All rights reserved. No reprint or dissemination without S&P Global Ratings' permission. See Terms of Use/Disclaimer on the 1773122
last page.



Finnish Nuclear Power Producer TVO 'BB+/B' Ratings Affirmed; Outlook Stable

The affirnmation reflects TVO s protection fromconpetition and market price
volatility thanks to the contractual arrangenents with its sharehol ders. TVO s
ratings are al so supported by its inportance in the Finnish electricity market
as it generates about 20% of total electricity produced in Finland, and this
share will grow when its third nucl ear reactor conmes on-stream schedul ed for
end of 2018. Its existing plants have a strong operational track record, with
a high capacity utilization rate (above 90% despite recent years' outages for
upgrades) and the contractual ability to pass through its fixed and vari able
costs to sharehol ders insulates the conpany fromvolatility of profitability.

TVO is a Finnish nucl ear power operator operating under a "Mankal a" nodel. Its
purpose is to provide a stable electricity supply at cost to its sharehol ders,
whi ch are Finnish industry, utilities, and nunicipalities.

According to TVO s articles of association, the sharehol ders are severally
Iiable for the company's annual variable and fixed costs (accounting for about
80% 85% of total costs), including interest expenses and | oan instal ments. W
beli eve that TVO s sharehol ders view their stakes as long term They have
shown support by supplying equity in the form of sharehol der |oans to help
fund the third nuclear power plant Akiluoto 3 (O.3). Qur view of the

sharehol ders' willingness and ability to continue providing support to TVOis
i ncorporated as a positive adjustrment in our final rating.

W al so see the sharehol ders' support to TVO as an effective mtigant to TVO s
weakeni ng cost conpetitiveness due to the deterioration in Finnish power
prices and future price expectations. Future prices are currently predicted by
the market to be at a simlar level to TVO s expected full cost of production
when the third nucl ear power plant O.3 is conmnm ssioned at the end of 2018. In
our view, despite this dimnishing the cost advantage TVO currently offers to
its sharehol ders, we expect themto continue support the company.

The ratings are constrai ned by the conpany's high | evel of debt (about €5
billion) conpared to its EBITDA, also taking into consideration the expected
i ncrease of tariffs charged from sharehol ders after comn ssioning of OL3. The
debt | evel has increased significantly over the past years due to cost
overruns in the OL3 project. W understand that due to the conmpany's business
nodel, TVO s financial ratios are less indicative than those of
profit-maxim zing enterprises. Nevertheless, we still consider that its
financial metrics are likely to remain under pressure even after the O.3
conmi ssioning, and that it would take nany years before the conmpany undertakes
any neani ngful del everaging. At the sane tine, we note that TVO according to
its articles of association, can always charge its shareholders its yearly

i nterest expenses, which is a positive credit factor

TVO has a relatively short-dated debt-maturity profile--about four
years--conmpared with the economic lifetime of its asset base of over 40 years.
This increases the conpany's exposure to refinancing risk. Al though TVO shoul d
be able to charge its sharehol ders for instalnments and interest paynents on

| oans falling due annually--in accordance with its |oan agreenments--TVO s debt
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does not benefit from any guarantees.

* Finnish area power prices of about €30-€32/negawatt hour (mwh) reducing
to about €25-€27/mah in the mediumterm

e TVOW 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 OL.2.

* No further cost overruns in the conpletion of OL3.

« Use of €300 nmillion of shareholder |oan comitnents for OL3.

Based on these assunptions, we arrive at the following credit neasures:
* Debt to EBITDA of about 15x-17x from 2019 onwards; and
* FFO interest coverage of 2.3x- 2.4x from 2019.

W& now anal yze TVO under our 2013 Corporate Methodol ogy to better align our
rati ngs assessment wth our understandi ng of the conmpany's underlying risks
and the atypical "not-for-profit" nature of the organization being a Mankal a
conpany. W note that, in the event that sharehol ders refuse to purchase the
power, the conpany is also entitled to sell electricity to third parties. The
ability to sell surplus power into the market at the market price provides
some degree of flexibility that pure not-profit entities do not have.
Furthernore, although TVOis not a profit maxim zer as such, we acknow edge
that the conpany has to nmaintain its cost conpetitiveness in the long termin
order to remain attractive for its shareholders and that higher tariffs wll
be charged after OL3 is conmissioned in order to cover for the increased
costs, and gradually repay TVO s debt.

The stable outlook reflects the stability of cash flow driven by the
contractual nature of TVO s revenue and cost structure backed by its

sharehol ders. It also reflects our assunption that the conpletion of the third
nucl ear reactor will not face further significant delays or cost overruns, and
that TVO s cost advantage versus market prices would not further deteriorate.

We could lower the rating on TVOif we see further deterioration in Finnish
area power prices or an unexpected increase in the cost of conpletion of COL3,
as this could indicate weakeni ng cost advantage and | ower future val ue for
sharehol ders. W could also lower the ratings if we saw signs that the
financial risk profile further weakens beyond our expectations during the
final conpletion of O.3, or if we would doubt that there would be a gradua
i mprovenent follow ng the conpletion of the plant at the end of 2018. This
could, for exanple, be the case if there were continued cost overruns and
del ays of conpleting the plant or any cash outflows fromthe arbitration
process with the supplier, and if this were not mtigated by extended

shar ehol der support. Finally, we could also lower the ratings if we saw a
di m nishing willingness or ability of the sharehol ders to support TVO
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We could raise the rating on TVO if the conpany significantly reduced its
| everage, but we see this scenario as unlikely at the nmonent.
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Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owi 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) 783-40009.
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