Electric Utilities, Finland

Fortum

Focus on CO:2-free generation

e Uniper to be consolidated in 2020
¢ Heat divestments highlight the value in district heating
o Reiterate BUY and our target price of EUR 24

Uniper boosts CO2-free generation by 60%

Fortum is increasing its shareholding in Uniper to more than 70.5% and its total
investment in Uniper to EUR 6.2bn. We believe that Fortum will consolidate
Uniper from Q2 2020 and that it should be able to realise significant synergies
as a result, particularly in the Swedish and Russian operations. Fortum’s CO2-
free generation increases by 60% as a result of the transaction. To help fund
the acquisition, Fortum divested its district heating operations in Joensuu for
EUR 530m, or EV/EBITDA of 26.5x. Further district heating divestments with
EBITDA of EUR 120m are in progress.

Warm and windy Q1

Q1 is the most important quarter for Fortum. In addition to being unseasonably
warm, the weather has also been windy. Abundant wind power supply has led
to lower hydro volumes and an increasing hydro balance, and lower spot and
forward pricing. While 2020 generation is 75% hedged at EUR 34/MWh, the
earnings impact from lower prices is limited. In addition, 2021 is 40% hedged
at EUR 33/MWh.

More value in district heating

Fortum offers an attractive dividend yield, which from 2019 is funded from cash
flow. We see significant value in the core hydro assets and, with the ongoing
divestment of non-core district heating assets, the value of the core assets in
Stockholm, Oslo and Espoo is highlighted. We reiterate our BUY
recommendation and our target price of EUR 24.

Markku Jérvinen, +358 10 444 2450, maja67@handelsbanken.fi

Company page on Handelsbanken’s REON

EURmM 2017 2018 2019 2020e 2021e
Sales 4,520 5,242 5,447 60,485 85,556
Sales growth (%) 30.9 16.0 3.9 >900 41.4
EBITDA adj 1,275 1,523 1,766 2,915 3,529
margin (%) 28.2 29.1 324 4.8 4.1
EBIT adj 810 987 1,191 1,872 2,493
margin (%) 17.9 18.8 21.9 3.1 2.9
EBT 1,111 1,040 1,727 2,406 2,446
EPS rep (EUR) 0.97 0.95 1.67 1.87 1.85
EPSadj (EUR) 0.73 0.80 1.74 1.39 1.85
Y-0-y growth (%) 9 9 17 -20 33
EPS adj revisions (%) n.m n.m n.m 0 -1
P/E adj (x) 22.5 23.8 12.7 15.9 12.0
P/BV (x) 1.1 1.4 1.5 1.4 1.4
ROE adj (%) 4.9 5.7 12.4 9.2 1.7
EV/EBIT (x) 17.3 17.0 15.7 13.0 9.9
EV/EBITDA (x) 11.0 11.0 10.6 8.4 7.0
EV/sales (x) 3.1 3.2 3.4 0.40 0.29
FCF adj yield (%) 2.3 1.3 6.8 6.8 3.5
Tot DPS (EUR) 1.10 1.10 1.10 1.10 1.10
Totdivyield (%) 6.7 5.8 5.0 5.0 5.0
Net debt/equity (%) 7.4 45.6 39.7 50.5 49.9
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Share price (EUR) Feb 05, 00:00 CET 22.09
Market cap (EURm) 19,624
No of shares (m) 888
Free float (%) 48.3
Avgdaily volume ('000) 1,545
Avgdaily value (EURm) 34
Bloomberg FORTUM FH
Reuters FORTUM.HE
Next event 29/04/2020: Q1 report

Web address:
IR web address:

Link to company website
Link to IR website

12m target return

Target price, inc. div. (EUR) 24.0
Expected total retum (%) 8.6
Expectedtotal dividendyield (%) 5.0
DCF value (EUR) 31

Balance sheet 2019

Net debt (EURm) 5,260
Net debt/equity (%) 39.7
ROE (%) 11.9
ROIC (%) 6.2

2020-02-05 Votes (%) Capital (%)

GovernmentOfFinland 508 508
Keskinainen Elakevakuutusyhto llmarinen 15 15
Keskinainen Tyoelakevakuutusyhtio Varma 15 15
The Vanguard Group, Inc. 14 14
Norges Bank Investment Management 12 12
Total number of shars (m) 8883
Free float (%) 483

Absolute and relative performance

EUR
24 114%
22 104%
20 95%
18 85%
16 76%
Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb
— Fortum  rel. DJ Euro STOXX (RHS)
Share performance (%) -1m -3m -12m
Absolute: 0.13 4.5 5.7
Absolute EUR: 0.13 4.5 ON7
Relative DJStoxx: 1.4 1.2 8.7

52w range (EURY): 23.12/18.23

Source: Handelsbanken Capital Markets

For full disclaimer and definitions, please refer to the end of this report.

Source: FactSet
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P&L outcome, Q4

Growth % Deviation %
EURmM Actual Y-o-y Q-0q HCM Cons
Sales 1,553 2.9 46.5 4.7 4.5
EBIT adj 398.0 19.2 160 2.4 9.1
Q4 exceeded consensus margin (%) 256
expectations EBT 454.0 73.9 129 2.5 28.2
Net income 356.0 85.4 100 -8.2 26.0
EPS reported (EUR) 0.40 85.4 100 -8.2 21.4
EPSadj (EUR) 0.35 43.0 49.2 -18.2 5.3
Source: Company data, Handelsbanken Capital Markets and FactSet
Trend analysis
% Q4 18 Q119 Q219 Q3 19 Q4 19 Q1 20e
Sales y-o-y 1.7 6.6 5.2 9.2 2.9 0.25
We expect earnings to EBITDA adj y-o-y 2.7 -0.55 21.9 26.3 27.0 6.1
. . EBITDA adj margin 27.2 32.2 32.6 27.9 35.5 34.1
continue to increase EBIT adj y-o-y 13.2 0.74 526 59.4 19.2 7.8
y-0-y in Q1 EBIT adj margin 20.9 241 20.3 14.4 25.6 26.0
EPSadj (EUR) 0.24 0.42 0.74 0.23 0.35 0.42
EPS adj y-o-y -1.4 14.7 475 270 43.0 -0.35
Source: Company data, Handelsbanken Capital Markets
Business area breakdown
EURmM Q4 18 Q119 Q219 Q3 19 Q4 19 Q1 20e
Sales
Generation 561.0 601.0 500.0 458.0 583.0 499.0
City Solutions 375.0 405.0 200.0 200.0 394.0 380.0
Consumer Solutions 555.0 669.0 311.0 311.0 545.0 670.0
Russia 305.0 298.0 239.0 229.0 306.0 342.4
Total 1,599 1,690 1,144 1,060 1,553 1,694
Y-o-y sales growth (%)
Generation 29.6 20.9 17.6 27.6 3.9 -17.0
City Solutions 10.3 8.0 7.0 14.9 5.1 -6.2
Consumer Solutions 225 22.3 4.6 6.3 -1.8 0.15
Russia 2.9 -11.3 4.8 14.5 0.33 14.9
. Total 11.7 6.6 5.2 9.2 2.9 0.3
Q1 is seasonally
strongest for Fortum EBIT adj
Generation 189.0 223.0 191.0 140.0 239.0 221.0
City Solutions 68.0 92.0 -15.0 -36.0 80.0 95.0
Consumer Solutions 17.0 26.0 19.0 16.0 19.0 25.2
Russia 89.0 99.0 69.0 53.0 94.0 123.7
Other -51.0 -32.0 -32.0 -21.0 -34.0 -25.0
Total 312 408 232 152 398 440
EBIT adj margin (%)
Generation 33.7 371 38.2 30.6 41.0 44.3
City Solutions 18.1 22.7 7.5 -18.0 20.3 25.0
Consumer Solutions 3.1 3.9 6.1 5.1 3.5 3.8
Russia 29.2 33.2 28.9 23.1 30.7 36.1
Other 26.3 1.3 18.9 15.2 16.0 12.7
Total 19.5 241 20.3 14.3 25.6 26.0
Source: Handelsbanken Capital Markets
What has changed HCM vs. consensus
HCM chg HCM chg HCM chg Cons diff Cons diff Cons diff
EURmM Q1 20e (%) 2020e (%) 2021e (%) EURm Q1 20e (%) 2020e (%) 2021e (%)
Sales 1,694 1 60,485 0 85,556 0 Sales 22,776 -93 80,613 -25 85,480 0
EBITDA adj 578.2 0 2915 0 3,529 0 EBITDA adj 576.0 0 3,373 -14 3,549 -1
margin (%) 34.1 0 4.8 0 4.1 0  margin (%) 25 32 4.2 1 4.2 0
EBIT adj 439.8 0 1,872 0 2493 -1 EBIT adj 439.2 0 2,189 14 2,301 8
margin (%) 26.0 -1 3.1 0 2.9 -1 margin (%) 1.9 24 2.7 0 2.7 0
EBT 982.9 0 2,406 0 2,446 -1 EBT 982.2 0 2,253 7 1,930 27
Net income 802.7 0 1,663 0 1,640 -1 Netincome 944.0 15 1,451 15 1,425 15
EPS (EUR) 0.90 0 1.87 0 1.85 -1 EPS (EUR) 0.90 0 1.58 18 1.60 15
EPSadj (EUR) 0.42 0 1.39 0 1.85 -1 EPSadj (EUR) 0.47 -1 1.56 -1 1.61 15

Source: Handelsbanken Capital Markets

Source: Handelsbanken Capital Markets and FactSet
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Investment case

Fortum is consolidating Uniper in Q1, we believe. Divestment of non-core district heating operations highlights

the value of core assets. Power prices are down as a result of the weather, but hedging protects earnings.

Unseasonably warm
and windy weather

Generation

Q1 is the most important quarter for Fortum. In 2020 so far, the weather has been
unseasonably warm and windy. In Sweden, wind generation over the first four weeks
of 2020 has been almost double that in the same period of January 2019, rising from
1.8 TWh in 2019 to 3.6 TWh (+96%). Abundant wind power supply has led to lower
hydro volumes, down from 5.5 TWh in the same period of 2019 to 5.0 TWh in 2020
(-11%). While lower hydro generation has not been driven by lack of availability, the
hydro balance has increased. Spot and forward pricing have developed
unfavourably, system forward is down EUR 6-7/MWh since the end of 2019. While
2020 generation is 75% hedged at EUR 34/MWh, earnings impact from lower prices
is limited. 2021 is 40% hedged at EUR 33/MWh and if the current conditions persist,
the hedged price level could come under pressure.

Figure 1: System forward power prices, EUR/MWh
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Figure 2: Spot power prices, EUR/MWh
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Significant synergies
should be realised

Espoo, Oslo and
Stockholm will not
be divested

Uniper to be consolidated in 2020

Fortum is increasing its shareholding in Uniper to more than 70.5% and its total
investment in Uniper to EUR 6.2bn. We believe that Fortum will consolidate Uniper
from Q2 2020 and that it should be able to realise significant synergies as a result,
particularly in the Swedish and Russian operations. We expect Fortum to get
clearance in Russia during Q1 and to get control of the board of Uniper at the AGM
in June. We expect Fortum to complete the process by the end of 2021. We do not
expect any synergies to materialise in 2020 or 2021 prior to full control being
achieved. We also expect any Uniper asset review to happen from 2022 at the
earliest. Fortum’s CO2-free generation increases by 60% as a result of the
transaction, which is a primary motivating factor.

Divestment of non-core district heating operations

In part to help fund the acquisition of Uniper, Fortum divested its district heating
operations in Joensuu for EUR 530m, or EV/EBITDA of 26.5x. In addition to the
Estonian operations, a strategic review of which was announced at the same time
as the Joensuu divestment in June, further district heating divestments with EBITDA
of EUR 90m were announced in conjunction with Q4 earnings, for a total of
EUR 120m. Fortum is now considering possible divestment of its district heating and
cooling businesses in Poland, Estonia, Lithuania, Latvia, and Jarvenpaa in Finland.
If multiples reach levels even close to that in Joensuu, divestments will be highly
attractive. Fortum ruled out divesting the crown jewels of district heating in Espoo,
Oslo and Stockholm (50% owned). However, the transactions to follow will highlight
the value of these assets, which are effectively local monopolies.

Valuation
Fortum’s valuation looks attractive vs. peer group and historical numbers, but 2020
estimates will remain in flux until there is further clarity on consolidation of Uniper.

Table 1: Peer group

EV/Sales Ebit marg (%) PIE P/B ROE Div (%)

Companies 2019 2020e 2019 2020e 2019 2020e 2019 2019 2019
UPM-Kymmene 1.6 1.7 13.7 124 14.6 17.3 1.6 1.1 4.3
VERBUND 5.1 4.8 247 26.8 29.1 23.8 29 10.2 1.5
Electricite de France 1.0 1.1 9.0 10.1 17.7 14.3 0.8 4.4 2.7
E.ON 1.5 0.9 10.1 6.2 16.1 16.3 34 227 4.4
Enel 15 1.6 14.2 14.9 17.2 156.2 26 15.0 4.1
RWE 1.0 1.5 9.0 10.2 18.0 18.6 1.7 10.6 25
CEZ 2.0 19 13.9 15.1 14.9 122 11 7.8 55
Iberdrola 2.6 2.6 16.1 16.5 19.3 17.9 1.7 8.9 3.8
Inter RAO 0.3 0.3 9.8 9.8 5.8 5.8 0.8 156.2 3.1
Orsted 4.7 4.6 14.8 15.9 50.0 41.7 4.1 8.5 15
innogy 1.1 1.2 6.2 6.6 29.7 28.8 3.6 11.2 3.2
Uniper 0.2 0.2 0.7 1.2 20.2 19.2 0.9 4.8 3.6
Median 1.5 1.5 11.9 1.3 17.9 17.6 1.7 10.4 3.4
Fortum (HCM) 3.4 0.4 21.9 3.1 12.6 16.0 1.5 12.4 5.0
Diff. to Median 126% -74% 84% -73% -30% -9% -11% 20% 47%
Historical multiples

Sy 3.8 18.6 1.2

10y 3.8 15.6 1.4

Source: Handelsbanken Capital Markets
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Figure 3: P/E and P/B close to long-term averages
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Valuation charts

Current vs. high/low/median, 10 years *
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Momentum

Share price and recommendation
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Source: Handelsbanken Capital Markets and FactSet
Opportunities Risks

e Russian presence is a growth option for Fortum
e Nordic electricity prices still lower than Central European prices
e Increased interconnection capacity can support pricing

e Political risks in EU, Finland, Sweden and Russia
e Influx of intermittent renewable capacity
e Power market reform is derailed in Russia

Source: Handelsbanken Capital Markets

Handelsbanken capital Markets
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Valuation data

EUR 2013 2014 2015 2016 2017 2018 2019 2020e
Share price year-end/curment 16.6 18.0 13.9 14.6 16.5 19.1 221 22.1
Share price high 18.2 20.3 21.6 15.7 18.9 22.9 22.5 23.5
Share price low 13.1 15.1 12.9 11.0 12.7 16.4 18.1 21.1
Market cap (m) 14,774 15,964 12,366 12,944 14,658 16,968 19,624 19,624
Net debt (m) 7,789 4,218 -2,195 47.0 988.0 5,509 5,260 7,045
MV associates (m) 2,341 2,027 1,959 2,112 1,900 5,978 6,435 2,574
MV minorities (m) 100.0 71.0 69.0 83.0 239.0 236.0 252.0 280.2
EV (m) 20,322 18,226 8,281 10,868 13,985 16,735 18,701 24,375
P/E reported (x) 12.3 5.1 3.0 35.4 16.9 20.1 13.3 11.8
P/E adj (x) 141 18.7 19.6 21.6 225 23.8 12.7 15.9
P/CEPS (x) 9.0 12.2 >99 22.7 124 12.7 15.0 9.0
P/BV (x) 1.47 1.47 0.90 0.96 1.12 1.43 1.51 1.44
ROE adj (%) 10.1 -31.2 -65.4 4.4 5.0 5.7 12.4 10.1
Pre-tax ROIC (%) 8.3 7.8 -1.1 3.7 8.3 71 6.2 1.7
EV/sales (x) 3.8 4.5 2.4 3.1 3.1 3.2 3.4 0.4
EV/EBITDA (x) 10.0 12.5 7.2 10.3 11.0 11.0 10.6 8.4
EV/EBITA (x) 14.5 16.8 10.2 15.6 17.3 17.0 15.7 13.0
EV/EBIT (x) 14.5 16.8 10.2 15.6 17.3 17.0 15.7 13.0
EBIT adj margin (%) 26.4 26.5 234 20.2 17.9 18.8 21.9 3.1
EBITDA adj margin (%) 38.1 35.7 333 30.5 28.2 29.1 324 4.8
FCF adj yield (%) 6.6 4.9 5.7 0.17 23 1.3 6.8 6.8
Totdivyield (%) 6.6 7.2 7.9 7.5 6.7 5.8 5.0 5.0
Payoutratio (%) 81.2 36.6 23.6 267 113 116 66.0 58.8
Source: Handelsbanken Capital Markets
Peer group valuation
ccy Price (EUR) Mcap (EURbn) EV/S (x) EVI/EBITDA(x) P/E(x) EPS growth (%) Div yield - tot (%)
2020e 2020e 2020e 2020e 2020e
Fortum EUR 221 19.6 0.4 8.4 11.8 -20.2 5.0
Hafslund NOK - n.m n.m n.m n.m n.m n.m
RWE EUR 31.6 19.4 1.5 7.6 18.2 -2.9 2.9
Electricité de France EUR 1.5 35.7 1.1 4.5 12.8 23.4 3.3
Verbund EUR 47.2 16.4 4.8 13.0 23.6 22.3 2.0
Iberdrola EUR 8.0 2.4 0.4 5.3 6.9 42.7 6.3
E.On EUR 10.6 27.9 0.9 8.1 17.1 -0.9 4.6
Endesa EUR 24.8 26.3 1.6 8.7 16.0 9.0 7.1
Enel EUR 8.1 82.0 1.6 6.9 15.2 12.8 4.6
Average 1.5 7.8 15.2 10.8 4.5
Median 1.3 7.8 15.6 10.9 4.6
Average excl. Fortum 1.7 7.7 15.7 15.2 4.4
Median excl. Fortum 1.5 7.6 16.0 12.8 4.6

Source: Handelsbanken Capital Markets and FactSet
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DCF model assumptions

EURmM 2019 2020e 2021e 2022e 2023e 2024e 2029e 2034e 2039%e
Sales 5,447 60,485 85556 85652 86,038 86,434 87,302 88,179 89,064
EBITDA - Reported 1,685 3,345 3,529 3,690 3,671 3,692 3,783 3,615 3,198
EBITA2 - Reported (=EBITA bef gw amort) (use: IS) 1,110 2,302 2,493 2,481 2,489 2,504 2,619 2,557 2,227
Sales CAGR (%) 3.9 >900 41.4 0.1 0.5 0.5 0.2 0.2 0.2
EBITDA growth (%) 16.0 65.1 21.1 4.6 -0.5 0.6 0.5 -0.9 -2.4
EBITA growth (%) 20.7 57.2 33.2 -0.5 0.3 0.6 0.9 -0.5 -2.7
EBITDA margin (%) 32.4 4.8 4.1 4.3 4.3 4.3 4.3 4.1 3.6
EBITA margin (%) 21.9 3.1 2.9 2.9 2.9 2.9 3.0 2.9 2.5
Capex/sales (%) 124 1.9 1.3 1.2 1.2 1.2 1.2 1.2 1.2
Capex/depreciation (x) 1.2 1.1 1.1 0.83 0.85 0.84 0.90 1.0 1.1
Networking cap/sales (%) 20.5 1.9 2.3 2.3 2.3 2.3 5.3 53 53
WACC assumptions (%) Calculation of DCF (EURm) DCF checkpoints (%)
Risk-free interest rate 2.0 NPV FCFF 31,903 5y hist sales growth 59
Equity market risk premium 4.5 NDinc off-BS & Hybrids 5,260 5y exp sales growth 73.8
Equity beta (x) 0.90  Market value Preferred stock 0.0  Sustainable growth 0.50
Implicitassetbeta (x) 0.77  Marketvalue Associates 2,574  Sust EBITDA margin 3.6
Cost of equity 6.1 Market value Minorities 280  Sust EBITA margin 25
Pre-tax cost of debt 3.5  Surplus values 0.0  Sust aftertax ROIC 7.7
Equity weight 78.0  Other adjustments -1,000  Terminal value/DCF 36.8
WACC 5.3 DCF value 27,938  Implicitequity weight 85.8
DCF value/share (EUR) 31.4  Share price potential to DCF value 42.4
Source: Handelsbanken Capital Markets
P&L accounts — quarterly data
EURmM Q4 18 Q119 Q2 19 Q3 19 Q4 19 Q1 20e Q2 20e Q3 20e
P&L
Sales 1,599 1,690 1,144 1,060 1,553 1,694 19,139 16,009
Total op expenses -1,189 -1,195 -819.0 -793.0 -955.0 -686.1 -18,399 -16,557
EBITDA 409.6 495.0 325.0 267.0 598.0 1,008 740.0 452.6
Depreciation & impairment -100.6 -137.0 -141.0 -143.0 -154.0 -138.4 -301.8 -300.8
EBIT 309.0 358.0 184.0 124.0 444.0 869.8 438.2 151.8
Net financials 4.0 -46.0 7.0 -32.0 -55.0 -39.0 -59.3 -59.3
Associatedincome -44.0 111.0 461.0 106.0 65.0 152.0 15.0 15.0
EBT 261.0 423.0 652.0 198.0 454.0 982.9 393.9 107.5
Reported tax -64.0 -65.0 -45.0 -25.0 -86.0 -166.2 -129.0 -24.3
tax rate (%) 24.5 15.4 6.9 12.6 18.9 16.9 32.7 22.6
Minorities -5.0 -19.0 0.0 5.0 -10.0 -14.0 -37.3 -1.1
Net income 192.0 339.0 607.0 178.0 356.0 802.7 227.6 82.1
Growth (%)
Sales 1.7 6.6 5.2 9.2 -2.9 0.3 >900 >900
Total expenses 20.1 24.5 21.0 6.9 -19.7 -42.6 2,147 1,862
EBITDA 7.3 -20.8 -20.7 16.4 46.0 103.7 127.7 69.5
EBIT -1.6 -25.7 -28.1 36.3 43.7 143.0 138.1 22.4
EBT -12.7 -14.2 170.5 340.0 73.9 132.4 -39.6 -45.7
Net income 213 -11.5 179.7 249.0 85.4 136.8 -62.5 -63.9
of sales (%)
EBITDA margin 25.6 29.3 28.4 25.2 38.5 59.5 3.9 2.8
EBIT margin 19.3 21.2 16.1 1.7 28.6 51.3 2.3 0.95
EBT margin 16.3 25.0 57.0 18.7 29.2 58.0 2.1 0.67
Net margin 12.3 21.2 53.1 16.3 23.7 48.2 1.4 0.52
Adjusted values
Total adjustments to netinc -24.0 -35.0 -48.0 -29.0 47.2 430.0 0.0 0.0
EBITDA 434.6 545.0 373.0 296.0 552.0 578.2 740.0 452.6
margin (%) 27.2 32.2 32.6 27.9 35.5 34.1 3.9 2.8
EBIT 334.0 408.0 232.0 153.0 398.0 439.8 438.2 151.8
margin (%) 20.9 24.1 20.3 14.4 25.6 26.0 2.3 0.95
EBT 286.0 473.0 700.0 227.0 408.0 552.9 393.9 107.5
Net income 216.0 374.0 655.0 207.0 308.8 372.7 227.6 82.1

Source: Handelsbanken Capital Markets
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Revenues, 12m rolling

EBIT, 12m rolling

EURmM EURm
40k 800 1460 22
33k 1360 19
600
26k 1260 16
400
19k 1160 13
200
12k 1060 10
. Q418 Q119 Q219 Q319 Q419 Q120 Q220 Q320 Q418 Q119 Q219 Q319 Q419 Q120 Q220 Q320
Sales, rolling 12m- y/y growth Adj EBIT, rolling 12m - Adj EBIT-marg.
Source: Handelsbanken Capital Markets Source: Handelsbanken Capital Markets
Business areas — quarterly data
EURmM Q4 18 Q119 Q2 19 Q3 19 Q4 19 Q1 20e Q2 20e Q3 20e
Sales
Generation 561.0 601.0 500.0 458.0 583.0 499.0 437.7 354.4
City Solutions 375.0 405.0 200.0 200.0 394.0 380.0 218.8 179.3
Consumer Solutions 555.0 669.0 311.0 311.0 545.0 670.0 340.0 340.0
Russia 305.0 298.0 239.0 229.0 306.0 342.4 259.0 250.5
Uniper - - - - - 0.0 18,000 15,000
Total 1,599 1,690 1,144 1,060 1,553 1,694 19,139 16,009
Y-o-y sales growth (%)
Generation 29.6 20.9 17.6 27.6 3.9 -17.0 -12.5 -22.6
City Solutions 10.3 8.0 7.0 14.9 5.1 -6.2 9.4 -10.3
Consumer Solutions 22.5 22.3 4.6 6.3 -1.8 0.15 9.3 9.3
Russia 2.9 -11.3 4.8 14.5 0.33 14.9 8.4 9.4
Total 11.7 6.6 5.2 9.2 2.9 0.3 >900 >900
EBIT adj
Generation 189.0 223.0 191.0 140.0 239.0 221.0 184.9 84.7
City Solutions 68.0 92.0 -15.0 -36.0 80.0 95.0 -11.0 -20.0
Consumer Solutions 17.0 26.0 19.0 16.0 19.0 25.2 15.6 12.2
Russia 89.0 99.0 69.0 53.0 94.0 123.7 73.7 59.8
Other -51.0 -32.0 -32.0 -21.0 -34.0 -25.0 -25.0 -25.0
Uniper - - - - - 0.0 200.0 40.0
Total 312 408 232 152 398 440 438 152
EBIT adj margin (%)
Generation 33.7 371 38.2 30.6 41.0 44.3 42.2 23.9
City Solutions 18.1 22.7 7.5 -18.0 20.3 25.0 -5.0 -11.2
Consumer Solutions 3.1 3.9 6.1 5.1 3.5 3.8 4.6 3.6
Russia 29.2 33.2 28.9 23.1 30.7 36.1 28.5 23.9
Other 26.3 1.3 18.9 15.2 16.0 12.7 -0.14 -0.17
Uniper n.m n.m n.m n.m n.m n.m 1.1 0.27
Total 19.5 241 20.3 14.3 25.6 26.0 2.3 0.9

Source: Handelsbanken Capital Markets
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P&L accounts — annual data
EURm 2014 2015 2016 2017 2018 2019 2020e 2021e

Income statement

Sales 4,088 3,459 3,453 4,520 5,242 5,447 60,485 85,556
Total op expenses -2,416 -3,264 -2,629 -2,898 -3,568 -3,762 -57,140 -82,027
EBITDA 1,672 195.0 824.0 1,622 1,674 1,685 3,345 3,629
Depreciation & impairment -376.0 -345.0 -356.0 -465.0 -536.0 -575.0 -1,043 -1,036
EBIT 1,296 -150 468 1,157 1,138 1,110 2,302 2,493
Net interest expenses -210.0 -175.0 -187.0 -195.0 -137.0 -126.0 -216.8 -230.0
Net financials -210.0 -175.0 -187.0 -195.0 -137.0 -126.0 -216.8 -230.0
Associatedincome 145.0 20.0 151.0 149.0 39.0 743.0 320.0 183.0
EBT 1,231 -305 432 1,111 1,040 1,727 2,406 2,446
Paid tax -211.0 77.0 -90.0 -240.0 -181.0 -221.0 -599.7 -565.8
Deferred tax - - - 11.0 - - - -
Reported tax -143.0 78.0 -56.0 -229.0 -182.0 -221.0 -599.7 -565.8
tax rate (%) 11.6 25.6 13.0 20.6 17.5 12.8 24.9 23.1
Discontinued ops 2,072 4,369 - - - - - -
Minorities -7.0 -5.0 -11.0 -15.0 -15.0 -24.0 -143.2 -240.4
Net income 3,154 4,138 366.0 866.0 843.0 1,480 1,663 1,640

Growth (%)

Sales -23.0 -15.4 -0.2 30.9 16.0 3.9 >900 41.4
Total expenses -24.0 35.1 -19.5 10.2 231 5.4 1,419 43.6
EBITDA -21.5 -88.3 322.6 96.8 3.2 0.7 98.5 5.5
EBIT -14.1 n.m n.m 147.2 -1.6 -2.5 107.4 8.3
EBT -11.9 n.m n.m 157.2 6.4 66.1 39.3 1.7
Net income 162.0 31.2 91.2 136.6 2.7 75.6 12.3 -1.4

of sales (%)

EBITDA margin 40.9 5.6 23.9 35.9 31.9 30.9 5.5 4.1
EBIT margin 31.7 4.3 13.6 25.6 21.7 20.4 3.8 2.9
EBT margin 30.1 -8.8 12.5 24.6 19.8 317 4.0 2.9
Net margin 77.3 120 10.9 19.5 16.4 27.6 3.0 2.2

P rofitability (%)

ROE reported 10.4 -1.9 2.7 6.5 6.8 11.9 12.5 1.7
ROE adj -1.7 -30.3 4.4 4.9 5.7 12.4 9.2 1.7
ROCE 5.9 43 3.6 4.4 5.4 6.3 8.8 11.0
Pre-tax ROIC 7.8 -1.1 3.7 8.3 71 6.2 1.7 11.6
After tax ROIC 6.5 -0.84 2.9 6.5 5.9 5.4 8.8 8.9
Sales/employee (EURm) 0.5 0.4 0.4 0.5 0.6 0.6 7 10
Sales/capital invested (x) 0.25 0.26 0.27 0.33 0.33 0.30 3.1 4.0
Sales/total assels (x) 0.18 0.16 0.15 0.21 0.24 0.24 1.6 1.6

Adjusted values

Total adjustments to netinc 2,300 3,507 -232.0 215.0 131.0 64.8 430.0 -
EBITDA 1,461 1,153 1,054 1,275 1,523 1,766 2,915 3,529
margin (%) 35.7 33.3 30.5 28.2 291 324 4.8 4.1
EBIT 1,085 808.0 698.0 810.0 987.0 1,191 1,872 2,493
margin (%) 26.5 23.4 20.2 17.9 18.8 21.9 3.1 2.9
EBT 1,020 757.0 662.0 764.0 889.0 1,808 1,976 2,446
Net income 854.0 631.0 598.0 651.0 712.0 1,545 1,233 1,640

Source: Handelsbanken Capital Markets
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Business areas — annual data

EURmM 2014 2015 2016 2017 2018 2019 2020e 2021e
Sales

Generation 2,156 1,721 1,657 1,676 1,842 2,142 1,828 2,088
City Solutions 1,332 1,187 781 1,014 1,111 1,199 1,133 1,110
Consumer Solutions - - 668 1,097 1,760 1,836 1,950 1,960
Russia 1,055 894 895 1,101 1,069 1,072 1,183 1,166
Uniper - - - - - - 55,000 79,843
Total 4,088 3,459 3,453 4,520 5,242 5,447 60,485 85,556

Sales growth (%)

Generation 4 -20 4 1 10 16 -15 14
City Solutions -12 -1 -34 30 10 8 -6 -2
Consumer Solutions n.m n.m n.m 64 60 4 6 1
Russia -6 -15 0 23 -3 0 10 -1
Uniper n.m n.m n.m n.m n.m n.m n.m 45
Total -23.0 -15.4 0.17 30.9 16.0 3.9 >900 41.4
EBIT adj

Generation 459 203 417 478 631 793 709 859
City Solutions - - 64 98 112 121 138 151
Consumer Solutions - - 48 41 52 80 74 77
Russia 161 201 191 295 270 315 374 348
Other -57 63 -77 -101 -100 -119 -100 -100
Uniper - - - - - - 678 1,158
Total 563 341 643 811 965 1,190 1,872 2,493

EBIT adj margin (%)

Generation 21.3 11.8 25.2 28.5 34.3 37.0 38.8 41.2
City Solutions 0 0 8.2 9.7 10.1 10.1 12.2 13.6
Consumer Solutions n.m n.m 7.2 3.7 3.0 4.4 3.8 3.9
Russia 15.2 225 21.3 26.8 25.3 294 31.6 29.8
Other 12.5 18.3 20.8 275 18.6 14.8 16.4 16.4
Uniper n.m n.m n.m n.m n.m n.m 1.2 1.5
Total 13.8 9.9 18.6 17.9 18.4 21.8 3.1 2.9

Source: Handelsbanken Capital Markets

Forecast balance sheet — annual data

EURmM 2015 2016 2017 2018 2019 2020e 2021e
Accounts receivable 822 844 997 1,620 1,176 13,059 18,471
Inventory 231 233 216 233 230 2,554 3,613
Other current assets 355 815 808 907 959 10,649 15,063
Cash & other interest-bearing 8,202 5,154 3,897 584 1,428 1,643 858
Current assets 9,610 7,046 5,918 3,344 3,793 27,905 38,005
Other intangible 222 467 1,064 1,087 1,143 1,143 1,143
Tangible assets 8,710 9,930 10,510 9,981 10,123 16,469 16,533
Shares associates 1,959 2,112 1,900 5,978 6,435 2,574 2,693
Oth non-IB fixed assets 2,266 2,409 2,361 2,019 1,870 1,870 1,870
Total assets 22,767 21,964 21,753 22,409 23,364 49,961 60,245
Equity 13,794 13,459 13,048 11,841 12,983 13,668 14,331
Minorities 69 83 239 236 252 280 369
Shareholder equity 13,863 13,542 13,287 12,077 13,235 13,949 14,700
Pension provisions 65 76 102 98 125 125 125
Deferred tax liabilities 483 616 819 1,264 1,168 1,168 1,168
LT interest-bearing debt 4,965 4,468 4,119 5,007 6,118 8,118 7,618
ST interest-bearing debt 1,042 639 766 1,086 570 570 570
Provisions 1,350 1,386 1,348 989 900 900 900
Trade payables 879 841 1,112 1,058 943 21,170 29,560
Other current liabilities 120 396 200 830 305 3,962 5,604
Current liabilities 2,041 1,876 2,078 2,974 1,818 25,702 35,734
Total equity & liabilities 22,767 21,964 21,753 22,409 23,364 49,961 60,245
Net interest bearing debt -2,195 47 988 5,509 5,260 7,045 7,330

Source: Handelsbanken Capital Markets
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Forecast cash flow

EURmM 2014 2015 2016 2017 2018 2019 2020e 2021e
EBIT before associates 1,296 -150.0 468.0 1,157 1,138 1,110 2,302 2,493
+ Net financials -217.0 -174.5 -169.0 -152.0 -136.0 -132.0 -216.8 -230.0
- Paid tax -199.0 77.0 -90.0 -83.0 -181.0 -165.0 -599.7 -565.8
+ Dividends from associates - - - 58.0 61.0 239.0 112.7 64.0
- Change in NWC -46.0 29.0 -102.0 81.0 -670.0 -33.0 -13.1 -853.4
+ Depreciation/impairment 526.0 346.0 373.0 464.0 536.0 575.0 1,043 1,036
- Dividends paid to minorities -149.0 - - - - - -115.1 -1561.6
+ Other adjustment 194.0 1,101 141.0 -532.0 56.0 421.0 n.m n.m
Cash flow from operations (CFFO) 1,405 1,228 621.0 993.0 804.0 2,015 2,513 1,792
- Net recurring capex -622.0 -527.0 -599.0 -657.0 -579.0 -675.0 -1,171 -1,100
FCF bef Acq. & Div. (FCF) 783.0 701.0 22.0 336.0 225.0 1,340 1,342 692.5
-Acquisitions -69.0 43.0 -695.0 -972.0 4,088 -107.0 -6,218 -
+ Divestments 1,048 6,992 49.0 741.0 259.0 433.0 4,068 -
FCF to equity (FCFE) 1,762 7,650 624.0 105.0 -3,604 1,666 -807.9 692.5
- Paid dividends to shareholders -977.2 -1,155 -977.2 -977.2 -977.2 -977.2 -977.2 -977.2
+ Other adjustments 2,786 -82.1 -546.8 -162.8 60.2 439.8 - -
NET cash flow/change in NIBD 3,571 6,413 -2,148 -1,035 4,521 249.0 -1,785 -284.7
Funds from operations (FFO) 1,302 1,199 723.0 854.0 1,413 1,809 2,298 2,430
Cash flow from operations (CFFO) 1,405 1,228 621.0 993.0 804.0 2,015 2,513 1,792
FCF bef Acquisitions & Divestments (FCF) 783.0 701.0 22.0 336.0 225.0 1,340 1,342 692.5
FCF to equity (FCFE) 1,762 7,650 -624.0 105.0 -3,604 1,666 -807.9 692.5

Source: Handelsbanken Capital Markets

Financial ratios — annual data

% 2014 2015 2016 2017 2018 2019 2020e 2021e
Equity/total assets 51.2 60.9 61.7 61.1 53.9 56.6 27.9 24.4
Net debt/equity 38.6 -15.8 -0.35 7.4 45.6 39.7 50.5 49.9
Net debt/EBITDA (x) 25 n.m n.m 0.6 3.3 3.1 2.1 2.1
Net cash flow/capex >500 >500 <-200 -158 <-200 36.9 -152 -25.9
EBITDA net interest cover(x) 8.0 1.1 4.4 8.3 12.2 134 15.4 15.3
EBIT net interest cover(x) 6.2 n.m 2.5 5.9 8.3 8.8 10.6 10.8
FCFF/total debt 10.1 10.9 3.0 6.9 4.1 16.1 11.5 6.6
Total debt/capital 39.0 30.2 27.4 26.9 33.5 33.6 38.4 35.8
Short-term debt/capital 6.2 5.2 3.4 4.2 6.0 29 2.5 2.5
Long-term debt/capital 32.8 25.0 24.0 22.7 27.6 30.7 35.9 33.3
Inventory/sales 6.3 6.7 6.7 4.8 4.4 4.2 4.2 4.2
Receivables/sales 313 34.0 48.0 39.9 48.2 39.2 39.2 39.2
Accounts payable/sales 52.8 67.9 76.0 58.8 54.9 39.4 43.0 42.2
Working capital/sales 14.0 11.8 19.0 15.7 16.6 20.5 1.9 2.3
Current ratio 208 471 376 285 112 209 109 106
Quick ratio 196 460 363 274 105 196 98.6 96.2

Source: Handelsbanken Capital Markets

Per share data

m 2014 2015 2016 2017 2018 2019 2020e 2021e
Nr of shares, year-end 888.4 888.4 888.4 888.4 888.4 888.4 888.4 888.4
Nr of shares, average 888.4 888.4 888.4 888.4 888.4 888.4 888.4 888.4
EPS reported (EUR) 3.55 4.66 0.41 0.97 0.95 1.67 1.87 1.85
Y-0-y growth (%) 162.0 31.2 91.2 136.6 2.7 75.6 12.3 -1.4
EPSadj (EUR) 0.96 0.71 0.67 0.73 0.80 1.74 1.39 1.85
Y-0-y growth (%) -18.5 -26.1 -5.2 8.9 9.4 117.0 -20.2 33.1
Casheamings (EUR) 1.48 0.1 0.64 1.33 1.51 1.48 2.46 2.42
DPS - ordinary (EUR) 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10
Payoutratio (%) 31.0 23.6 267.0 112.8 115.9 66.0 58.8 59.6
DPS -EO (EUR) 0.20 - - - - - - -
Payoutratio (%) 5.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Tot cash payout ratio (%) 31.0 27.9 267.0 112.8 115.9 66.0 58.8 59.6
Book value (EUR) 12.2 15.5 15.2 14.7 13.3 14.6 15.4 16.1
Y-0-y growth (%) 8.4 27.0 2.4 -3.1 -9.3 9.6 5.3 4.8
Net debt (EUR) 4.75 -2.47 -0.05 1.1 6.2 5.9 7.9 8.3
NAV (EUR) 1.9 15.3 14.6 13.5 121 13.3 14.1 14.8

Source: Handelsbanken Capital Markets
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Disclaimer

Recommendation structure and allocations

Handelsbanken Capital Markets Equity Research (HCM) employs a three-graded recommendation scale.
The recommendations reflect the analyst’'s assessment of how much the share price may appreciate or
depreciate in absolute terms in a 12-month time horizon and takes into account risks related to both
fundamental expectations and share performance. This assessment is not based on a proprietary HCM
model and the basis for the analyst’'s assessment is dependent on the characteristics of the sector and the
company and a multitude of fundamental and timing factors are incorporated. For more detailed information
about the recommendation structure please consult the Handelsbanken Capital Markets website:
https://www.researchonline.se/desc/recstruct. Investment ratings are determined by the ranges described in
the table below. The recommendations do not represent the analyst’s or the bank’s assessment of the
company’s fundamental value or quality. The recommendations and absolute performance intervals,
together with the allocation of the rating categories amongst companies under coverage and amongst
companies under coverage for which Handelsbanken has provided investment banking services in the past
12 months are listed below:

Ratings: definitions and allocations

HCM rating Rre is expected to be! HCM Universe? IB services®
Buy above 10% 39% 10%
Hold between 0% and +10% 41% 16%
Sell below 0% 19% 26%

1 Rrp is defined as the expected share price appreciation or depreciation including dividends over the next 12 months
2 Percentage of companies under coverage within each recommendation
3 Percentage of companies within each recommendation for which investment banking services have been provided in the past 12 months

Source: Handelsbanken Capital Markets, as per 6/2 2020

Recommendations are continuously reviewed by the analyst and monitored by the Research Management
and will be updated and/or refreshed regularly. The rationale behind a change in recommendation will be
explained in such a refresher/update.

A list of all recommendations made by investment research during the preceding 12-month period is
available here: https://www.researchonline.se/desc/rechist.

The target price (TP) is the analyst’s assessment of the level at which the share should be traded in a 12-
month period. The TP is used as a basis for the recommendation (see explanation above) and takes into
account timing-related issues and triggers, such as relative valuation and newsflow. The TP does not
represent the analyst’s or the bank’s assessment of the company’s fundamental value or quality.

Unless otherwise specified, share prices mentioned in this report refer to the closing price of the previous
day.

Risk warning

All investments involve risks and investors are encouraged to make their own decision as to the
appropriateness of an investment in any securities referred to in this report, based on their specific
investment objectives, financial status and risk tolerance. The historical return of a financial instrument is not
a guarantee of future return. The value of financial instruments can rise or fall, and it is not certain that you
will get back all the capital you have invested. At times, the expected total returns may fall outside of the
above stated ranges because of price movement and/or volatility. Such interim deviations from specified
ranges will be permitted but will become subject to review by Research Management.

Valuation and methodology

Target prices, outlooks and recommendations expressed in this research report are based on a combination
of valuation models, such as discounted cash flow (DCF) and relative valuation to peers using ratios such as
price-to-earnings (P/E), enterprise-value-to-operating-profit (EV/EBITDA), price-to-book (P/B) and earnings
models. Sales and earnings forecasts are based on historical financial data as reported by the company and
the analyst's expectations for company-specific performance are derived from expectations of micro- and
macroeconomic developments. The company's different business segments are modelled separately in this
process and then aggregated to achieve group forecasts for sales, earnings, cash flow and the balance
sheet. For more detailed information about the valuation and methodology please consult the
Handelsbanken Capital Markets website: https://www.researchonline.se/desc/disclaimers.
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Research disclaimers

Handelsbanken Capital Markets, a division of Svenska Handelsbanken AB (publ) (collectively referred to
herein as ‘SHB’), is responsible for the preparation of research reports. SHB is regulated in Sweden by the
Swedish Financial Supervisory Authority, in Norway by the Financial Supervisory Authority of Norway, in
Finland by the Financial Supervisory Authority of Finland and in Denmark by the Danish Financial
Supervisory Authority. All research reports are prepared from trade and statistical services and other
information that SHB considers to be reliable. SHB has not independently verified such information.

In no event will SHB or any of its affiliates, their officers, directors or employees be liable to any person for
any direct, indirect, special or consequential damages arising out of any use of the information contained in
the research reports, including without limitation any lost profits even if SHB is expressly advised of the
possibility or likelihood of such damages.

The views contained in SHB research reports are the opinions of employees of SHB and its affiliates and
accurately reflect the personal views of the respective analysts at this date and are subject to change. There
can be no assurance that future events will be consistent with any such opinions. Each analyst identified in
this research report also certifies that the opinions expressed herein and attributed to such analyst
accurately reflect his or her individual views about the companies or securities discussed in the research
report. This research report does not, and does not attempt to, contain everything material that there is to be
said about the company or companies described herein. For additional information about our research
methodology please visit, https://reon.researchonline,se/desc/disclaimers.

Research reports are prepared by SHB for information purposes only. The information in the research
reports does not constitute a personal recommendation or personalised investment advice and such reports
or opinions should not be the basis for making investment or strategic decisions. This document does not
constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for
any securities nor shall it or any part of it form the basis of or be relied on in connection with any contract or
commitment whatsoever. Past performance may not be repeated and should not be seen as an indication of
future performance. The value of investments and the income from them may go down as well as up and
investors may forfeit all principal originally invested. Investors are not guaranteed to make profits on
investments and may lose money. Exchange rates may cause the value of overseas investments and the
income arising from them to rise or fall. This research product will be updated on a regular basis.

No part of SHB research reports may be reproduced or distributed to any other person without the prior
written consent of SHB. The distribution of this document in certain jurisdictions may be restricted by law and
persons into whose possession this document comes should inform themselves about, and observe, any
such restrictions.

The report does not cover any legal or tax-related aspects pertaining to any of the issuer’s planned or
existing debt issuances.

Please be advised of the following important research disclosure statements:

SHB employees, including analysts, receive compensation that is generated by overall firm profitability.
Analyst compensation is not based on specific corporate finance or debt capital markets services. No part of
analysts’ compensation has been, is or will be directly or indirectly related to specific recommendations or
views expressed within research reports.

From time to time, SHB and/or its affiliates may provide investment banking and other services, including
corporate banking services and securities advice, to any of the companies mentioned in our research.

We may act as adviser and/or broker to any of the companies mentioned in our research. SHB may also
seek corporate finance assignments with such companies.

We buy and sell securities mentioned in our research from customers on a principal basis. Accordingly, we
may at any time have a long or short position in any such securities. We may also make a market in the
securities of all the companies mentioned in this report. [Further information and relevant disclosures are
contained within our research reports.]

SHB, its affiliates, their clients, officers, directors or employees may own or have positions in securities
mentioned in research reports.
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In conjunction with services relating to financial instruments, the Bank may, under certain circumstances, pay
or receive inducements, i.e. fees and commission from parties other than the customer. Inducements may be
both monetary and non-monetary benefits. If inducements are paid to or received from a third party, it is
required that the payment must aim to improve the quality of the service, and the payment must not prevent
the Bank from safeguarding the customer's interests. The customer must be informed about such
remuneration that the Bank receives. When the Bank provides investment research, the Bank receives minor
non-monetary benefits. Minor non-monetary benefits consist of the following:

Information or documentation about a financial instrument or an investment service that is general in
character.

Written material produced by a third party that is an issuer to market a new issue.

Participation at conferences and seminars regarding a specific instrument or investment service

Corporate hospitality up to a reasonable amount.

The Bank has adopted Guidelines concerning Research which are intended to ensure the integrity and
independence of research analysts and the research department, as well as to identify actual or potential
conflicts of interests relating to analysts or the Bank and to resolve any such conflicts by eliminating or
mitigating them and/or making such disclosures as may be appropriate. As part of its control of conflicts of
interests, the Bank has introduced restrictions (“Information barriers”) on communications between the
Research department and other departments of the Bank. In addition, in the Bank’s organisational structure,
the Research department is kept separate from the Corporate Finance department and other departments
with similar remits. The Guidelines concerning Research also include regulations for how payments, bonuses
and salaries may be paid out to analysts, what marketing activities an analyst may participate in, how
analysts are to handle their own securities transactions and those of closely related persons, etc. In addition,
there are restrictions in communications between analysts and the subject company. According to the Bank’s
Ethical Guidelines for the Handelsbanken Group, the board and all employees of the Bank must observe
high standards of ethics in carrying out their responsibilities at the Bank, as well as other assignments. For
full information on the Bank’s ethical guidelines please see the Bank’s website www.handelsbanken.com and
click through to About the bank — Sustainability at Handelsbanken — Sustainability — Policy documents and
guidelines — Policy documents — Policy for ethical standards in the Handelsbanken Group. Handelsbanken
has a ZERO tolerance of bribery and corruption. This is established in the Bank’s Group Policy on Bribery
and Corruption. The prohibition against bribery also includes the soliciting, arranging or accepting bribes
intended for the employee’s family, friends, associates or acquaintances. For full information on the Bank’s
Policy against corruption please see the Bank’s website www.handelsbanken.com and click through to About
the bank — Sustainability at Handelsbanken — Sustainability — Policy documents and guidelines — Policy
documents — Policy against corruption in the Handelsbanken Group.

When distributed in the UK
Research reports may be distributed in the UK by SHB.

UK customers should note that neither the UK Financial Services Compensation Scheme for investment
business nor the rules of the Financial Conduct Authority made under the UK Financial Services and
Markets Act 2000 (as amended) for the protection of private customers apply to this research report and
accordingly UK customers will not be protected by that scheme.

This document may be distributed in the United Kingdom only to persons who are authorised or exempted
persons within the meaning of the Financial Services and Markets Act 2000 (as amended) (or any order
made thereunder) or (i) to persons who have professional experience in matters relating to investments
falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(the “Order”), (i) to high net worth entities falling within Article 49(2)(a) to (d) of the Order or (iii) to persons
who are professional clients under Chapter 3 of the Financial Conduct Authority Conduct of Business
Sourcebook (all such persons together being referred to as “Relevant Persons”).

When distributed in the United States

Important Third-Party Research Disclosures:

SHB research is not “globally branded” research and each recipient of SHB research is advised that in the
United States, SHB research is distributed by Handelsbanken Markets Securities, Inc., (“HMSI”) an affiliate
of SHB. HMSI does not produce research and does not employ research analysts. SHB research and SHB
research analysts and its employees are not subject to FINRA’s research analyst rules which are intended to
prevent conflicts of interest by, among other things, prohibiting certain compensation practices, restricting
trading by analysts and restricting communications with the companies that are the subject of the research
report. SHB has no affiliation or business or contractual relationship with HMSI that is reasonably likely to
inform the content of SHB research reports; SHB makes all research content determinations without any
input from HMSI.
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Results Comment, Fortum, February 6, 2020

SHB research reports are intended for distribution in the United States solely to “major U.S. institutional
investors,” as defined in Rule 15a-6 under the Securities Exchange Act of 1934. Each major U.S. institutional
investor that receives a copy of research report by its acceptance hereof represents and agrees that it shall
not distribute or provide research reports to any other person.

Any U.S. person receiving SHB research reports that desires to effect transactions in any equity securities
discussed within the research reports should call or write HMSI. HMSI is a FINRA Member, telephone
number (+1-212-326-5153).

Fortum

This report has not been given to the subject company, or any other external party, prior to publication to
approve the accuracy of the facts presented. The subject company has not been notified of the
recommendation, target price or estimate changes, as stated in this report, prior to publication.

Feb 06. 2020:

Fortum

- Handelsbanken's analyst Markku Jarvinen has no position in Fortum or a related instrument.

On 2018-10-25 the recommendation Accumulate, which was set on 2018-02-05 at the share price of EUR
17.70, was changed to the current recommendation Buy at a share price of EUR 18.35.

Share prices mentioned in this report refer to the intraday price on 2020-02-05 at 00:00 CET.

For more company-specific disclosure texts, please consult the Handelsbanken Capital Markets website:
https://www.researchonline.se/desc/disclosure.
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Company overview

EURm 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020e 2021e
P&L
Sales 11392 11665 3877 4491 4479 5636 5435 6296 6,161 6,59 5309 4088 3459 3453 4520 5242 5447 60485 85556
growth (%) 2 2 -67 16 -03 26 -4 16 -2 00 -14 -23 -15 -02 31 16 4 >900 41
EBITDA 1917 2355 1754 1881 2208 2478 2292 2271 2530 1494 2130 1672 195 824 1622 1674 1685 3345 3,529
margin (%) 1638 202 452 419 513 440 422 36.1 411 243 40.1 409 56 239 359 319 309 55 4.1
EBITA 1379 1844 1347 1455 1847 1963 1782 1708 1924 830 1509 1296  -150 468 1,157 1,138 1,110 2302 2493
margin (%) 1241 1538 347 324 412 348 328 274 312 135 284 317 -43 136 256 217 204 3.8 29
EBIT 1420 1914 1347 1455 1847 1963 1782 1708 1924 830 1509 1296  -150 468 1,157 1,138 1,110 2302 2493
margin (%) 125 164 347 324 412 3438 328 274 312 135 284 317 -43 136 256 217 204 3.8 29
Netincome 769 1227 1358 1071 1552 1542 1312 1300 1769 1409 1204 3154 4,138 366 866 843 1480 1,663 1,640
growth (%) 155 596 107 -214 449  -064 -149  -091 361  -204  -145 162 312 -912 137 -27 756 12.3 -14
Adjnetincome 722 1,168 356 1,038 1089 1424 1419 1439 1432 1128 1,048 854 631 598 651 712 1545 1,233 1,640
growth (%) 770 618  -695 192 49 308 -035 14 -049 -212 -74 -185  -26.1 -52 89 94 117 -20.2 33.1
Balance sheet 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020e 2021e
Tangible assets 11632 11824 10,176 12022 11958 12,138 12855 14621 15234 16497 12849 11,195 8710 9930 10510 9981 10,123 16469 16533
Currentassets 2390 2,106 2055 2416 2622 3761 2549 2529 2788 2884 3862 4301 9610 7046 5918 3344 3793 27,905 38,005
Cash 439 146 788 157 427 1321 890 858 731 963 1250 2766 8202 5154 3,897 584 1428 1,643 858
Total assets 16562 16,704 15130 16839 17,674 20278 19841 21964 22998 24,628 23348 21375 22767 21964 21753 22409 23364 49,961 60,245
Equity 6406 7394 7151 7908 8359 7954 8034 8210 9632 10205 10024 10,864 13794 13459 13048 11841 12983 13,668 14,331
Minority - - 260 253 292 457 457 532 529 616 100 71 69 83 239 236 252 280 369
LT intbearing debt 6065 4257 3946 4060 4288 6520 6412 6758 7575 7699 6936 5881 4965 4468 4,119 5007 6,118 8118 7,618
STintbearing debt - 785 - 442 605 980 1,133 1819 1,144 1078 2,103 1,103 1042 639 766 1,086 570 570 570
Currentliab 1809 2354 1220 2,187 2388 2090 2,133 3384 2438 2649 3732 2067 2041 1876 2078 2974 1818 25702 35734
Total liabilies 16562 16,704 15130 16839 17674 20278 19841 21964 22998 24,628 23348 21375 22767 21964 21753 22409 23364 49961 60,245
Netintbearing debt 3232 2234 339 4242 4457 5687 5969 6829 7023 7814 7789 4218 -2,195 -47 988 5509 5260 7,045 7,330
Cash flow 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020e 2021e
CFFO 1577 1748 1404 1151 1670 2002 2264 1437 1613 1563 1980 1405 1228 621 993 804 2015 2513 1,792
Capex -408 -562  -316  -402  -578  -981 =797 -1127 1270 -1422 -1004  -622  -527  -599  -657  -579 -675 -1,171  -1,100
Free cash flow 1169 1,186 1088 749 1092 1021 1467 310 343 141 976 783 701 22 336 225 1340 1,342 692
Acquisitions -543 -182  -126  -878  -281 -1242 -87 -28 -62 -14 - -69 -43  -695  -972 -4088 -107  -6,218 -
Divestments 1218 18 1,170 41 304 78 14 147 492 252 - 1048 6992 49 741 259 433 4,068 -
FCF to equity 1844 1022 2132 -88 1,115  -143 1394 429 773 379 976 1762 7650  -624 105 -3604 1666  -808 692
Ratios (%) 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020e 2021e
Pre-tax ROIC 1341 187 153 144 145 144 125 114 117 46 83 78 -1 37 83 74 62 11.7 11.6
ROEreported 125 1738 122 142 191 189 16.4 16.0 1938 142 119 104 -19 27 65 638 119 12.5 11.7
ROCE 104 146 69 118 119 124 117 109 82 37 72 59 43 36 44 54 63 8.8 11.0
Capex to sales 36 48 82 90 129 174 147 179 206 234 189 152 152 173 145 110 124 1.9 1.3
NWC o sales 12 34 12 114 92 236 124 17 124 57 185 140 1138 190 157 166 205 1.9 23
Sales/assets (EURX) 066 0.70 024 028 026 030 027 0.30 027 026 022 0.18 0.16 0.15 021 024 024 1.65 1.55
Sales/C (x) 108 118 044 045 035 041 038 042 038 034 029 025 026 027 033 033 030 3.06 3.98
Netdebtequity 487 292 46 520 515 676 703 7841 69.1 722 76.9 386 -158 -03 74 456 397 50.5 49.9
Equityfotal assets 40.1 458 490 485 489 415 428 398 442 439 434 512 60.9 617 61.1 53.9 56.6 27.9 244
Share data (EUR) 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020e 2021e
Avg no shares (m) 846 849 859 887 890 887 887 887 887 887 888 888 888 888 888 888 888 888 888
change (%) 00 04 1 3 03 -03 00 00 00 00 01 0.0 00 0.0 0.0 00 00 0.0 0.0
Avg diluted shares (m) 846 849 859 887 890 887 887 887 887 887 888 888 888 888 888 888 888 888 888
change (%) 00 04 12 33 03 -03 00 00 00 00 01 00 00 00 00 00 00 0.0 0.0
Share price YE 64 107 158 216 308 152 190 225 165 142 166 180 139 146 165 19.1 221 22.1 22.1
Market cap (m) 5440 9090 13735 19132 27317 13519 16838 19998 14637 12570 14774 15964 12366 12944 14658 16968 19624 19,624 19,624
EV (m) 8904 11585 14334 21430 29213 17551 21076 25198 20,170 18981 20322 18226 8281 10868 13985 16735 18701 24,375 24,629
Netdebtishare 38 26 04 48 50 64 6.7 77 79 838 838 47 -25 0 1.1 62 59 7.9 8.3
EPSreported 091 145 158 121 174 174 148 147 1.99 159 136 355 466 041 097 095 167 1.87 1.85
growth (%) 15 59 9 -24 44 -03 -15 -09 36 -20 -15 162 31 -91 137 -3 76 12 -1
EPSadj 085 138 041 147 122 160 160 162 161 127 118 096 071 067 073 0.80 174 1.39 1.85
growth (%) 77 61 -70 182 5 31 -04 1 -05 -21 -7 -19 -26 -5 9 9 117 -20 33
BVPS 76 87 82 89 94 9.0 9.1 92 109 115 13 122 155 152 147 133 146 154 16.1
DPS- Ordinary 042 058 058 073 077 1.00 1.00 1.00 1.00 1.00 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10 1.10
DPS- Extraordinary - - 054 053 058 - - - - - - 020 - - - - - - -
Total cash distr share 031 042 058 112 126 135 100 100 100 1.00 1.00 110 1.30 1.10 1.10 1.10 1.10 1.10 1.10
Va luation (x) 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020e 2021e
P/Ereported 741 74 100 179 177 838 1238 154 83 89 123 51 30 354 169 20.1 133 11.8 12.0
PEadjusted 75 78 382 184 252 95 119 139 102 1141 144 187 196 216 225 238 127 15.9 12.0
PICEPS 43 54 110 134 156 70 93 114 64 6.1 90 122 >99 227 124 127 150 9.0 9.1
EV/EBITDA 48 50 116 116 145 74 838 105 95 137 100 125 72 103 110 110 106 8.4 7.0
EVisales 078 099 37 48 65 3.1 39 40 33 3.1 38 45 24 341 3.1 32 34 0.40 0.29
EBIT margin (%) 1241 1538 347 324 412 348 328 271 312 135 284 317 -43 136 256 217 204 3.8 29
Plsales 048 078 35 43 6.1 24 3.1 32 24 20 238 39 36 37 32 32 36 0.32 0.23
PBV 08 12 19 24 33 17 241 24 15 12 15 15 09 10 11 14 15 14 14
ROE reported (%) 125 1738 122 142 191 189 164 16.0 1938 142 119 104 -19 27 65 638 119 12.5 11.7
FCF adj yield (%) 215 13.0 78 39 33 76 87 16 23 1.4 66 49 57 017 23 13 638 6.8 35
Tot div yietl (%) 65 54 741 58 44 66 53 44 6.1 741 66 72 79 75 6.7 58 50 50 50
Event calendar Management Company profile
Feb 06, 2020 Conference call CEO Pekka Lundmark Fortum is a power utility with significant hydro and nuclear generation assets in Finland
Feb 06, 2020 (09:00) FYreport  cFQ Markus Rauramo alnd lSweder} and gas-firefj lgeneration irl1 Russia. The company elllso hasl sigr}ifigantl
district heating and electricity sales businesses. The company divested its distribution
Mar 17, 2020 AGM IR Ingela Ulfves | 1atworks in 2015 and used most of the proceeds to acquire a 49.9% stake in German
Apr 29, 2020 (09:00) Q1 report Phone number +358 10 453 2552  utility Uniper.
Jul 17, 2020 (09:00) Q2 report
Oct 29, 2020 (09:00) Q3 report
Dec 03, 2020 CMD
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