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Research Update:

Finnish Electricity Operator Fingrid Outlook
Revised To Negative On Same Sovereign Action,;
'AA-/A-1+' Ratings Affirmed

Overview

e On April 11, 2014, we revised our outlook on our 'AAA" ratings on the
Republic of Finland to negative.

e W consider Finnish electricity operator Fingrid Oyj a governnent-rel ated
entity with a "high" likelihood of extraordinary governnent support in
the event of financial distress.

* W are therefore revising our outlook on Fingrid to negative and
affirmng our 'AA-/A-1+/K-1' ratings on the conpany

e The negative outlook reflects our view that the Finnish governnent's
ability to provide support to Fingrid in a financial stress scenario
could potentially weaken, and that a downgrade of Finland would |ikely
result in a downgrade of Fingrid.

Rating Action

On April 14, 2014, Standard & Poor's Ratings Services revised its outl ook on
Finnish electricity transm ssion systemoperator (TSO Fingrid Oyj to negative
fromstable. At the sane time, we affirmed the 'AA-' long-termand 'A- 1+
short-termcorporate credit ratings and 'K-1' Nordic regional scale rating.

Rationale

The outl ook revision follows our simlar action on the Republic of Finland
(see "Qutl ook On Finland Revised To Negative On Subpar Growmh Prospects;
"AAN A- 1+ Ratings Affirmed", published April 11, 2014, on RatingsDirect).

The ratings on Fingrid reflect the conpany's stand-alone credit profile
(SACP), which we assess at 'a', based on its "excellent" business risk profile
and "internmedi ate"” financial risk profile. The long-termrating further

i ncl udes two notches of uplift based on our opinion that there is a "high"
likelihood that the Republic of Finland would provide tinmely and sufficient
extraordi nary support to Fingrid in the event of financial distress.

In accordance with our criteria for governnent-related entities (GRES), our

view that there is a "high" likelihood of extraordinary support fromthe
Republic of Finland is based on our assessment of Fingrid's:
e "Strong" link with the Finnish government, which owns 53% of the shares

with 71% of the voting rights; and
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e "Very inportant” role, as Finland s nonopoly TSO given its clear
strategic inportance for the governnent in ensuring electricity
transm ssion stability and devel opnent of the transm ssion grid.

Fingrid' s "excellent” business risk profile is mainly based on our assessnent
of the Finnish regulatory framework for TSQOs, which regulates all of Fingrid's
cash flows. W view the regulatory franework as stable and predictable. The
current nethodol ogy for calculating allowed profit has been in place since
2005 with only nminor adjustrments, and we expect no najor changes in the nedium
term W also assess the framework as having a good | evel of cost
recoverability, with sone ninor weaknesses. The conpany's allowed profit under
the regul atory framework covers all operational costs, with the exception of
the incentives enbedded in the regul ation. These incentives are, however,
contai ned. W also take confort in that Fingrid operates an efficient grid, as
evi denced by several international benchmarking studies, which should nake the
conpany well placed to neet the regul ators' expectations.

Since 2011, when the Finnish governnent becane the majority owner, the conpany
has gradually increased its tariffs, in turn increasing return on capital to
6.8% in 2013. Conpared with that of other regulated utilities, Fingrid's
profitability is, however, relatively volatile. Wile profits are conditioned
under the regulatory framework, sone el ements, such as congestion revenues,
are difficult to predict, which creates short-termvolatility. Wile
congestion revenues do not affect the allowed profit under the regul atory
framework, we see the short-termvolatility in profitability as a relative
weakness.

Fingrid' s "intermedi ate" financial risk profile reflects relatively nodest

| everage, low cash flow volatility, and our forecast of funds from operations
(FFO to debt of 14% 16% over the next few of years. Fingrid has undergone a
significant investment programin recent years. However, we expect the conpany
will invest about €140 mllion annually over the next few years, which is
significantly lower than the €227 million invested in 2013. At the sane tine,
t he conpany has been increasing its tariffs to bring profits to the |evel

al | owed under the regulatory framework. This has inmproved FFOto debt fromto
14.8%in 2013 from9.9% in 2011. The tariff increases are sonewhat offset by
our expectation of increasing dividend payouts. Wiile there is currently no
stated policy we expect that dividends in the next few years could be
significantly higher than the €13 million the conpany paid in 2013.

Under our base case, we assune:

* No changes to the regulatory framework, as the current regul atory period
lasts until the end of 2015.

e Continuing tariff increases, with an 8% increase fromthe begi nning of
2014 foll owed by an increase of 7% in 2015.

Based on these assunptions, we arrive at the following credit neasures for
2014 and 2015:
* FFO to debt of about 14% 16%in 2014 and 2015.
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Liquidity
The short-termrating on Fingrid is '"A-1+ . W assess Fingrid' s liquidity
position as "adequate" under our criteria.

We consider that Fingrid s liquidity sources will exceed its funding needs by
over 1.1x in the next 12 nmonths and that sources will exceed uses even if

EBI TDA declines by 10% W further believe that the conpany has a sound
relationship with its banks, a satisfactory standing in the credit markets,
and prudent risk nanagenent.

Principal Liquidity Sources

* €217 mllion in cash and narketabl e securities as of Dec. 31, 2013;

 Access to an undrawn €250 nmillion comritted revolving credit facility,
maturing in April 2018; and

* Projected FFO of about €160 nillion for the next 12 nonths.

Principal Liquidity Uses

o Debt maturities of €319 million, of which €214 nmillion is related to
conmer ci al paper;

e Capital expenditure of approxinately €150 mllion; and

* Proposed dividends of €7 nillion for 2013. W do not anticipate that any
potential increase in dividends would inpair the group's "adequate"
liquidity position.

Outlook

The negative outl ook reflects our view that the Finnish governnment's ability
to provide support to Fingrid in case of financial stress could potentially
weaken, and that a downgrade of Finland would likely result in a downgrade of
Fi ngri d.

Downside scenario
In line with our nethodol ogy for GREs, we could |ower the rating on Fingrid if
we |owered the rating on Finland.

We could also lower the rating if we revised downward our assessnent of the

I'i kel'i hood of support fromthe government. This coul d happen, for exanmple, if
t he government no longer held a majority stake in Fingrid. W could al so | ower
the rating if Fingrid s SACP weakened to 'bbb+ or [ower. Al though unlikely at
this stage, this could result froma major regulatory overhaul, a change in
the group's financial policies, or a significant deterioration of Fingrid's
credit neasures and financial risk profile.

Upside scenario
Al'l else remaining equal, a revision of the outlook on Finland to stable would
lead to a simlar rating action on Fingrid.
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We could also revise the outlook to stable if our assessnment of Fingrid s SACP
improved to 'a+'. This could happen if Fingrid' s credit measures inproved to
the higher end of our "intermediate" financial risk profile range, for exanple
if FFO to debt inproved sustainably to about 20% W view this as unlikely in
the near term given the significant investnent program and our expectation of
i ncreasi ng dividend paynents.

Ratings Score Snapshot

Corporate Credit Rating: AA-/Negative/A- 1+

Busi ness risk: Excellent

e Country risk: Low

* Industry risk: Very | ow
 Conpetitive position: Strong

Financial risk: Internediate
e Cash flow Leverage: Internediate

Anchor: a

Modi fiers

e Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Satisfactory (no inpact)

e Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: a
* Sovereign rating: AAA
* Likelihood of |ocal government support: Hi gh (+2 notches)

Related Criteria And Research

Related criteria

 Met hodol ogy And Assunptions: Liquidity Descriptors For d obal Corporate
| ssuers, Jan. 2, 2014

e Corporate Methodol ogy, Nov. 19, 2013

 Met hodol ogy: Industry Risk, Nov. 19, 2013

 Country Ri sk Assessnent Met hodol ogy And Assunptions, Nov. 19, 2013

e Corporate Methodol ogy: Ratios And Adjustnents, Nov. 19, 2013

* Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013

« Met hodol ogy For Linking Short-Term And Long- Term Rati ngs For Corporat e,
I nsurance, And Sovereign |Issuers, My 7, 2013

e Met hodol ogy: Managenent And Governance Credit Factors For Corporate
Entities And Insurers, Nov. 13, 2012

« Rating Government-Related Entities: Methodol ogy And Assunptions, Dec. 9,
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2010
 Stand-Alone Credit Profiles: One Conponent Of A Rating, Cct. 1, 2010
e Use O CreditWatch And Qutl ooks, Sept. 14, 2009
e 2008 Corporate Criteria: Rating Each |ssue, April 15, 2008
e 2008 Corporate Criteria: Conmmercial Paper, April 15, 2008

Related research

» Country Ri sk Assessnents Update: February, Feb. 11, 2014
e Standard & Poor's Assigns Industry Ri sk Assessnents To 38 Nonfi nanci al
Corporate Industries, Nov. 20, 2013

Ratings List

Credi t WAt ch/ Qutl ook Action; Ratings Affirmed

To From
Fingrid Oyj
Corporate Credit Rating AA-/ Negative/ A-1+ AA-/Stable/ A1+
Nor di ¢ Regi onal Scal e --/--1K-1 --/--1K-1
Seni or Unsecured AA- AA-
Conmer ci al Paper A-1+ A-1+

Additional Contact:
Infrastructure Finance Ratings Europe; InfrastructureEurope@standardandpoors.com

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at
www. gl obal credi tportal.com and at spcapitaliqg.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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