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- Revisions to the framework for Finnish electricity distribution system operators (DSOs) before
the current regulatory period ends will lead to a weighted-average 17% cut in existing
regulatory asset value (RAV) from 2022, following changes to the WACC formula that will reduce
DSOs' remuneration by almost 100 basis points (bps) next year.

- We now assess the Finnish framework for DSOs as strong/adequate rather than strong, since
the changes imply a risk of further revisions and uncertainty regarding future compensation,
including potential intervention.

- Consequently, for the current ratings we are revising upward our funds from operations (FFO) to
debt thresholds for the ratings to above 12% for Caruna from 9%, and to more than 10% for
Elenia from 8%.

- Asaresult, we are placing our 'BBB+ long-term ratings on Caruna Networks OY and our 'BBB+'
issue ratings on Elenia Verkko OYJ's senior secured debt on CreditWatch negative.

- The CreditWatch reflects the possibility of a downgrade if the companies cannot implement
remedy measures to improve their creditworthiness.

STOCKHOLM (S&P Global Ratings) Oct. 29, 2021--S&P Global Ratings today placed its 'BBB+'
ratings on Finland-based Caruna Networks OY and on Elenia Verkko OYJ's debt on CreditWatch
with negative implications.

We believe the regulatory environment for DSOs in Finland has weakened as a result of
significant changes to the framework in the middle of the regulatory period, leading to a cutin
remuneration. [tis unusual for frameworks to be amended in the middle of a regulatory period,
and this goes against our view of a stable and supportive framework. In our view, introducing a
new unit price list that results in a substantial lowering of the RAV by 2022, also including
investments already made and completed, does not align with a strong regulatory framework. On
average, the regulatory assets base, which is the starting point for the reasonable return
calculation, has been reduced by 17% on a weighted-average basis for all DSOs in Finland. We
view this as a significant reduction that is a rare occurrence among other European regulatory

frameworks that we assess as strong. At the same time, the regulator has changed the methods to
calculate the risk-free rate component of the weighted-average cost of capital (WACC), resulting in

adrop in the WACC by about 100 bps to about 3.97% compared with the expected figure of about
4.96%. Previously, the higher of the 10-year average or the previous year's (April-September)
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average of the Finnish government's 10-year bond was chosen as the risk-free rate component.
However, for the 2022 annual WACC update, the 10-year bond average is excluded. That said, we
understand that excluding the 10-year bond average has only a limited impact from 2024 since
the gap resulting from the two methods would by then likely be narrower.

In our view, the Finnish regulatory framework for DSOs has weakened and, as a result, stronger
metrics are required for the current ratings. This follows our reassessment of the Finnish
regulatory framework to strong/adequate from strong. The revision of our metrics thresholds for
Caruna and Elenia is to compensate for perceived higher business risks, since the regulatory
framework is an important component of our assessment of DSOs' competitive advantage. We
benchmark the credit metrics for Finnish DSOs against the more demanding medial financial risk
table instead of the current low volatility table under our methodology.

Caruna Networks OY

Caruna is the largest regulated electricity DSO in Finland, with EBITDA projected at €310
million-€320 million in 2021. According to our current base case, we foresee FFO to debt staying
close to 10% (including connection revenue) in 2021-2023. However, we have increased the
threshold for this metric at the 'BBB+' rating level to 12% from 9% to maintain the rating.
Historically, the company has adjusted its shareholder remuneration to keep FFO to debt above
our threshold, but with limited headroom. Given the recent changes in the framework, over the
coming month we will monitor the company's willingness and ability to improve its financial
position.

CreditWatch

The CreditWatch placement stems from our view that under the revised regulatory framework,
FFO to debt above 12% is a more appropriate threshold for Caruna for the rating. However, the
company may find it difficult to maintain its 'bbb+' stand-alone credit profile in view of reduced
remuneration from 2022 and the risk of further regulatory changes.

We could downgrade Caruna if the company's credit metrics do not show clear signs of
improvement, including near-term remedy measures that would strengthen FFO to debt to 12% or
higher, such as a change in financial policy regarding dividends, or an equity injection.

We aim to resolve the CreditWatch within the next three months, depending on Caruna's ability
and willingness to demonstrate its commitment to the current rating with a plan to improve its
financial position commensurate with a 'BBB+' rating.

Elenia Verkko OYJ

Elenia's main business is electricity distribution, as the second largest DSO in Finland, with
EBITDA expected to total about €200 million for 2021. In our base case, we foresee FFO to debt on
average at 9% (including connection revenue) in the coming years. However, we raised our FFO to
debt threshold for our rating on Elenia's debt to 10% (including connection revenue) from 8% as a
consequence of our reassessment of the Finnish regulatory framework for DSOs to
strong/adequate from strong.

We continue to view as positive features in Elenia's senior secured debt that support an uplift to
the rating. The rating remains one notch above the senior secured debt's stand-alone credit
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profile, thanks to structural features designed to increase cash flow certainty for debtholders.
These include restricted payment conditions and a covenanted liquidity structure that should, in
our opinion, enable Elenia to manage temporary cash flow shocks. Debtholders benefit from
features that include:

- Two levels of financial covenants (trigger events and events of default) and an automatic
12-month standstill period after an event of default; and

- A €60 million liquidity facility that is available to draw on if the group enters a standstill and
sufficient to cover finance charges.

CreditWatch

The CreditWatch reflects our view that Elenia may find it difficult to maintain its 'bbb' stand-alone
credit profile in view of reduced remuneration from 2022 and the risk of further regulatory
changes. In the past, the company has adjusted its shareholder remuneration to maintain FFO to
debt commensurate with the rating but with limited headroom.

We could downgrade Elenia if its credit metrics do not show clears signs of improvement,
including near-term remedy measures that would strengthen its financial position, such as a
change in financial policy regarding shareholder remuneration, or an equity injection.

We aim to resolve the CreditWatch within the next three months, depending on Elenia's ability and
willingness to demonstrate its commitment to the current rating level with a plan including
remedy measures to improve its financial position as we believe is commensurate with the rating.
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