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Fitch Ratings-Barcelona-16 March 2023: Public Power Corporation’s failure to reach its

end-2022 CO2-emissions reduction target for its EUR775 million sustainability-linked

bonds (SLB) will have a limited negative impact on the company’s cost of debt, Fitch

Ratings says. It will not lead to any meaningful changes in the bondholder base and its

pricing in the secondary market, even though the proportion of ESG-labelled funds

owning the bonds is about 60%. This is because we expect main funds to factor in their

decision making that the failure to meet the target is unrelated to PPC’s operating

performance, a change of strategy or a weakening of its sustainability focus.

PPC, rated ‘BB’/Stable, the incumbent electricity utility in Greece, was the pioneer in

2021 in issuing sub-investment-grade SLBs. PPC’s SLBs (EUR650 million plus EUR125

million as “additional notes” subject to the SLB framework) issued in March 2021 and

due in 2026 include a coupon step-up of 50bp from 2023 if the target of a 40%

reduction in Scope 1 CO2 emissions by December 2022 (to 13.9 million tonnes)

compared to its 2019 level (23.1 million tonnes) is not met. The failure to meet the

target has been confirmed by the company today, ahead of the disclosure of FY22

results.

The steep CO2 target reduction largely relied on a commitment to phase out existing

lignite plants by 2023 and the full exit of lignite by 2028 (when the new lignite plant

Ptolemaida V was expected to shift to natural gas). This was one of the quickest phasing-

outs in Europe. However, security of gas supply concerns due to the war in Ukraine has
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led to a temporary increase in lignite-fired electricity production and slowed the

decommissioning of the plants.

PPC has reaffirmed its intention to boost investments in renewables in Greece, helping

move it towards its decarbonisation goal. PPC’s EUR500 million SLB bond issued in July

2021 and due 2028, contains a CO2 target reduction of 57% to be met by 2023. We

expect a similar situation to the present one at end-2023.

Another issuer facing similar challenges is Polski Koncern Naftowy ORLEN S.A. (PKN;

BBB+/Stable), a petroleum refiner based in Poland, which is already paying a higher

coupon on two local-currency SLBs from this year due to a cut in its public ESG rating, to

which the bonds’ performance target was tied.

SLB bond issuances linked to sustainability goals, such as CO2 emissions reductions or

water usage goals or – more residually – ESG ratings level, offer a mutual benefit for

issuers (the bonds are priced favourably due to the inclusion of ESG commitments), and

ESG-sensitive investors. However, the energy crisis has proved challenging for

companies committed to decarbonization targets.
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of Conduct section of this site. Directors and shareholders’ relevant interests are

available at https://www.fitchratings.com/site/regulatory. Fitch may have provided

another permissible or ancillary service to the rated entity or its related third parties.

Details of permissible or ancillary service(s) for which the lead analyst is based in an

ESMA- or FCA-registered Fitch Ratings company (or branch of such a company) can be

found on the entity summary page for this issuer on the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast

information), Fitch relies on factual information it receives from issuers and

underwriters and from other sources Fitch believes to be credible. Fitch conducts a

reasonable investigation of the factual information relied upon by it in accordance with

its ratings methodology, and obtains reasonable verification of that information from

independent sources, to the extent such sources are available for a given security or in a

given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-

party verification it obtains will vary depending on the nature of the rated security and

its issuer, the requirements and practices in the jurisdiction in which the rated security is

offered and sold and/or the issuer is located, the availability and nature of relevant

public information, access to the management of the issuer and its advisers, the

availability of pre-existing third-party verifications such as audit reports, agreed-upon

procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and

other reports provided by third parties, the availability of independent and competent

third- party verification sources with respect to the particular security or in the

particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings

and reports should understand that neither an enhanced factual investigation nor any

third-party verification can ensure that all of the information Fitch relies on in

connection with a rating or a report will be accurate and complete. Ultimately, the issuer

and its advisers are responsible for the accuracy of the information they provide to Fitch

and to the market in offering documents and other reports. In issuing its ratings and its

reports, Fitch must rely on the work of experts, including independent auditors with

respect to financial statements and attorneys with respect to legal and tax matters.

Further, ratings and forecasts of financial and other information are inherently forward-

looking and embody assumptions and predictions about future events that by their

nature cannot be verified as facts. As a result, despite any verification of current facts,

ratings and forecasts can be affected by future events or conditions that were not

anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided 'as is' without any representation or warranty

of any kind, and Fitch does not represent or warrant that the report or any of its

contents will meet any of the requirements of a recipient of the report. A Fitch rating is

an opinion as to the creditworthiness of a security. This opinion and reports made by

Fitch are based on established criteria and methodologies that Fitch is continuously

evaluating and updating. Therefore, ratings and reports are the collective work product

of Fitch and no individual, or group of individuals, is solely responsible for a rating or a
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report. The rating does not address the risk of loss due to risks other than credit risk,

unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any

security. All Fitch reports have shared authorship. Individuals identified in a Fitch report

were involved in, but are not solely responsible for, the opinions stated therein. The

individuals are named for contact purposes only. A report providing a Fitch rating is

neither a prospectus nor a substitute for the information assembled, verified and

presented to investors by the issuer and its agents in connection with the sale of the

securities. Ratings may be changed or withdrawn at any time for any reason in the sole

discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not

a recommendation to buy, sell, or hold any security. Ratings do not comment on the

adequacy of market price, the suitability of any security for a particular investor, or the

tax-exempt nature or taxability of payments made in respect to any security. Fitch

receives fees from issuers, insurers, guarantors, other obligors, and underwriters for

rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the

applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number

of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or

guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to

US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or

dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name

as an expert in connection with any registration statement filed under the United States

securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom,

or the securities laws of any particular jurisdiction. Due to the relative efficiency of

electronic publishing and distribution, Fitch research may be available to electronic

subscribers up to three days earlier than to print subscribers.
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an Australian financial services license (AFS license no. 337123) which authorizes it to
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the Corporations Act 2001.
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