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Reference: Dr. Cleary's Evidence, Page 29, Table 11 

Please provide Dr. Cleary's understanding of whether DBRS' credit ratings are based 
entirely on the credit metrics shown in Table 11, or whether DBRS also takes other 
factors into consideration. If other factors are considered, please identify those 
factors. 

Dr. C leary is well aware that credit metrics are only a part of what debt rating agencies 
cons ider in determinin g their ratings. 

Fo r example, "Attachment A - CA-N P-082 - DBRS Methodo logy Sept 18.pdf" includes 
a copy of the September 2018 DBRS methodology pub licat ion entitled " Ratin g 
Compani es in the Regulated Electri c, Natural Gas and Water Util iti es Industry." From 
this document, Dr. Cleary notes the following: 

• Page 4 of this document provides the overall fram ework, which involves making a 
business risk assessment (B RA) and a financial risk assessment (FRA). 

• Page 5 discusses the utilities industry in general. 
• Pages 6-7 provides an outline of the primary BRA facto rs that include assessing 

regulation, business mix, and franchise and customer mix respectively. 
• Pages 7-8 of thi s document di scusses additional BRA factors that may be considered. 
• Page 9 of thi s document discusses primary FRA metrics, plus some additional metrics. 
• Page 10 discusses blending the BRA and FRA into a final issuer rating, as well as rat ing 

the specific instrument and other criteria. 
• Notably, DBRS states the following on page 10 of this document: 

• 
"The final issuer rating is a b lend of the BRA and FRA. In most cases, the BRA w ill have 
greater weight than the FRA in determining the issuer rating." 
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Requests for Informal ion 
CA-NP-028 

NP 2016/20 17 GRA 

Q. 

A. 

Please provide any recent Moody's analyses of its rating methodology used for 
evaluating regulated utilities, similar to those filed in both the 2009 and 2012 
hearings. If no new ones have been issued please provide the latest documents. 

Moody's latest rat ing methodology report for Regulated Electric and Gas Utili t ies dated 
Decem ber 201 3 is provided as Attachment A. 

Newfoundland Power - 201612017 General Rate Applicalion Page I of I 
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Regulated Electric and Gas Utilities 

Summary 

T his rating methodology explains Moody's approach to assessing credit risk for regulated 
electr ic and gas utilides globally and is intended to provide general guidance that helps 
compan ies, investors, and other interested market participants understand how qualitative 
and quamicative ri sk characteristics are likely co affect raring oU(comes for companies in the 
regulated electric and gas utility industry. This document does not include an exhaustive 
{reatmem of all factors that are reflected in Moody's ratings but should enable the reader to 

understand the qualirative considerations and financial information and ratios thar are 
usually most important for ratings in th is sector. 

This rating methodology replaces 1 the Rating Methodology for Regulated Electric and Gas 
Udlitics published in August 2009. While rei-leering many of the same core principles as the 

2009 methodology, rhis updated document provides a more transparent presentation of the 
rating considerations that are lIsuaJly mOst important for companies in this sector and 
incorporates refinements in our analysis that better reflect credit fundamenrals of rhe 
industry. No radng changes will result from publication of this raring merhodology. 

This report includes a derailed raring gr id and illusrrative examples that compare rhe 
mapping of rated public companies agai nst the factors in the grid. The grid is a reference 
(001 that can be used to approximate credit proHies within the regu la red electric and gas 
utility sector in most cases. The grid provides summarized gu idance for [he factors that are 

generally most importam in assigning ratings to companies in the regulated electric and gas 
miliry indusrry. However, the grid is a summary thar does nO( include every rating 
consideration. The weights shown for each factor in the grid represenr an approximarion of 

their imporcance Fo r racing decisions but actual importance may va ry subs tantially. In 
addition, the illustrative mapping examples in this document lise historical results while 
ratings are based on our forwa rd-loolcing expectations. As a result, the grid-indicated rating 

is nor expected (Q match the actual raring of each company. 

This update llIay lIot be effective in SOllie jurisdiClions until (crt:lin r~lJuirc llli.'Jl(s Me Illel. 
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The grid contains four key factors that are imporrant in ou r assessment for ratings in the regulated 
c1ecuic and gas miliry sector, and a nO[ching factO r for snucrural subordinadon at holding companies: 

1. Regulawry Framework 

2. Abili ty ro Recover Cos[S and Earn Returns 

3 . Diversification 

4 . Financial Snength 

Some of these fac tors also encom pass a number of sub-factors. Since an issuer's scoring on a particular 
gr id factor or sub-factor often will not match its overall rating, in Appendix C we include a discussion 
of some of the grid "outliers" - companies whose grid-indicated rating for a specific sub-factor differs 
significandy from the actual rating - in order w provide addi tional insights. 

This rating methodology is nO[ intended to be an exhaustive disclL';sion of all facto rs that our analysts 
consider in assigning ratings in this sector. We note (hat our analysis for ratings in (his secwr covers 
facw[s that are common across all industries sllch as ownersh ip, management, liquidity, corporate legal 
struc(Ure, governance and cOllmry related risk<; which are not explained in deta il in this docllment, as 
wel l as factors that can be meaningful on a company-specific basis. Our ra tings consider these and 
mher quali tarive considerations tha t do not lend themselves to a uansparem presemation in a gr id 
format. The grid lI sed for this methodology reflects a decision co favor a relari vely simple and 
transparent presentation ra ther than a more complex grid [hat would map grid-indicated ratings more 
closely ro acrual ratings. 

H ighligh ts of rhis report include: 

» An overview of the rated un iverse 

» A summary of the rating methodology 

» A discussion of the key rating factors that drive ratings 

» Comments on the rating methodology assumptions and limitations, including a discussion of 
rad ng considerations thar are nO( included in the grid 

The Appendices show the full grid (Appendix A), a list of (he companies included in our illustra tive 
sample universe of issuers with their ratings, grid-indicated rati ngs and country of domicile (Appendix 
B), tables thar illustrate the applicadon of the grid to the sample universe of issuers , with explana tory 
comments on some of the more significant differences between the grid-implied rati ng for each sub­
facto r and our actual rating (Appendix C)2, our approach to rati ngs within a utility famil y (Appendix 
D), a descriprion of the var ious types of companies rated under this methodology (Appendix E), key 
industry issues over the inrermed ia te term (Appendix F), regional and other considera tions (Appendix 
G), and tre<Hlllellt of power purchase agreemenrs (Appendix H). 

I n general. rhe raring (or OTher inJit--awr of creJi( ~(r.:ngth ) urili7;ed for CIlmparison tu the grid- illl plied rating i~ the .~e ni () r unsecured rating fm investmem-grade iil~uers , 

the Corporate Family Rating (CFR) for spcculative-grade issucrs and the Baselinc Credit Assessment (BCA) for Government Related Issuer.; (G Rls) . Individual debt 
insrmlllcnr rat ings also factor in decisions on notching fo r sen iority level :Ind I:ollatcrn l. Related do<.:uments that provide additiona l insight in this area arc the nting 

methodologies ~ I,oss Gjvro Qefuult for Speculative Gr;ute Non~Ejnancial Companies in the US Canada and EMFA ~, published June 2009. and ~ Updarrd Sll!llmar;y 
Guidance for Notching Bonds Preferred Srock.~ and Hybrid Securiri,s ofCoroorate Issuers", published February 2007. 
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While incorporating many of the core principles of the 2009 version, this methodology updates how 
rhe Four key I' .. ring factors <lre defined, and how certain sub-ElCtors are weighted in the grid. 

More specificaIly, this methodology introduces four equally weighted sub-factors into the two rating 
facto rs that are related to regulation -the Regulatory Framework and the Ability to Recover Costs and 
Earn Returns - in order to provide more granularity and transpa rency on the overall regulatory 
environmelH, which is rhe most important consideration for this sector. 

The weighting of the grid indicators for diversification are unchanged, bur the proposed descriptive 
criteria have been refined {Q place greater emphasis on the economic and regulatory diversity of each 
utiliry's service area rather than the diversity of operations, because we think this emphasis bener 
distinguishes credit risk. We have refined the definitions of the Generation and Fuel Diversity sub­
factor to better incorporate the full range of challenges that can affect a particubr fuel type. 

While the overall weighting of the Financial Strength factor is unchanged, the weighting for twO sub­
faccors that seek co measure debt in relation to cash flow has increased. The 15% weight for CFO Pre­
WC/Debt reflects our view thac this is the single most predictive fi nancial measure, followed in 
importance by CFO Pre-WC - Dividends/Debt with a 10% grid weighcing. The additional weighting 
of these ratios is balanced by the elim ination of a separate liquidity sub-factor that had a 10% 
weighting in the prior grid. 

Liquidity assessment remains a key focus of our analysis. However, we consider it as a qualitative 
assessment outs ide the grid because its credit importance varies greatly over rime and by issuer and 
accordingly is nOt well represented by a fixed grid weight. See "Orner Rating Considerations" for 
insights on liquidity analysis in this sector. 

Lower financial metric thresholds have been introduced for certain utilities viewed as having lower 
business risk, for instance many US natural gas local distribution companies (LDCs) and certain US 
eienric transmiss ion and distribution companies (T&Ds. which lack generation but generally re tain 
some procurement responsibilities for cusmmers). The low end of the scale in the methodology grid 
has been extended from B to Caa to better capture our views of more challenging regulatory 
environments and weaker performance. 

We have introduced minor changes to financial metric rnresholds at the lower end of the scale, 
primarily to incorpora te this extension of [he grid. 

We have incorporated scorecard notching for structural subordination at holding compan ies. Ratings 
already incorporated srrtlccural subordina tion. but including an adjustment in the scorecard will result 
in a closer alignment of grid-indicated outcomes and ratings for holding compan ies. 

Treatment of first mortgage bonds (primarily in the US), which was the subject of a Request for 
Commenr in 2009 and adopted subsequent to the 2009 methodology, is summarized in Appendix G. 

This methodology describes the analytical framework used in determining credit racings. In some 
instances our analysis is also guided by additional publications which describe our approach for 
analytical considerations that are not specific to any single sector. Examples of such considerations 
include but ,He not limited to: the assignment of shon-term ratings, the relative ranking of different 
classes of debt and hybrid securi ties, how sovereign credit quality affects non-sovereign issuers, and the 
assessment of credit suppOtt trom other ent ities. Documents that describe our approach to such cross­
sector methodological considerations can be found here. 
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The Regulated Electric and Gas Utilities racing methodology applies ro rate-regulared .i elec tric and gas 
mili ties thar are not Networko;4. Regulated Electric and Gas Utiliries are companies whose 
predominanr~ business is the sale of electricity andlor gas or related services under a rate-regulated 

framework, in mOSt cases to rerail customers. Also included under rhis methodology are rate-regulated 
utilities rhat own generaring assets as any material part of their business, utili ri es whose charges or bills 
(Q customers include a meaningful component related to the elect ric or gas commodity, utilities whose 
rates are reguhued ;:1[ a sub-sovereign level (e.g. by provinces, states or municipaliries), and compan ies 

providing an independent sysrel~l operator funcrion to an electr ic grid. Companies rated under this 
methodology are primarily rare-regulated monopo lies or, in cercain circumsrances, companies thar may 

nor be outrighr monopolie..o; but where government regulation effectively sets prices and limits 
competition. 

This rating methodology covers regula ted electric and gas utilities worldwide. These companies are 
engaged in the production, transmission, coordination, distribution and/or sale of electricity and/or 
narural gas. and they are either inves(Qr owned companies. commercially oriented government owned 

companies or, in the case of independem system operators, not-for-profit or similar entities. A1i 
detai led in Appendix E, this methodology covers a wide variety of compan ies active in rhe sector. 
including vertically integrated utiliries, tra nsmission and distribution utili ties with retail Cllstomers 

and/or sub-sovereign regulation, local gas disrriburion utility companies (LDCs), independem sysrem 
operators, and regulal'ed generation companies. These companies may be operaring compan ies or 
hold ing com panies. 

An over-arching consideration for regu lated utilities is rhe regula tory environment in which they 
operate. While regulation is also a key consideration for networks. a utility's regulatory envi ronment is 

in comparison often more dynamic and more subjecr to political intervemion. The direct relationship 
thar a regu lated utility has with the retail CUStomer, including billing for electric or gas supply that has 
subsramial price volatil ity, can lead to a more politically charged ra te-setting environment. Similarly, 

regulation at the sub-sovereign level is often more accessible for participation by inrerveners . including 
disaffected customers and the politicians who wam their votes. Our views of regulatory environments 
evolve over time in accordance with our observations of regulatory. polit ical, and judicial events that 
affect issuers in rhe sector. 

This methodology pertains to regulated electric and gas utilities and excludes rhe following types of 
issuers, which are covered by separate rari ng methodologies: Regulated Networks, Unregulated 
Utiliries alld Power Companies, Public Power Utiliries, Municipal Joinr Anion Agencies, Electric 
Cooperatives, Regulated Wafer Compan ies and Natural Gas Pipelines. 

Companies in many industries are regulated. \v/c use the term r.He-regulaced to distinguish companies whose rates (by which we also mean tariffs or revenues in general) 

are set b}' regulators. 

Rcglllan::J Electric anJ Gas Netwnrks arc companies whose prcJnminanr busi ness is purdy the transmission anJ/or Jiscriburioll of clecrricity anJ/nr natural gas without 

involvement ill lhe procurelll<!nt or sale ofdectricil), and/o r gas; whose charges to customers thus do not include a meaningful commodity COSt co mponent; which sell 

mainly (or in many cascs cxclusively) 10 non-retail cuslOmers; and which are rate-reguhltcd under a naliOll;ll framework. 

We generally consider a ..:ompany (0 be predominanrl), a regulated ele..:rric and gas lI tili!)' when a majorif)' of its .:ash Aows. prospe..:tive1y and o n a sustained basis. ar<! 

derived from regulated elc..:uic and gas utility bll5inesscs. Since (';lsh Aows can be \'olarile {such thar a company might have a majority of utility l.'aSh flows simply due (0 

a cyclical downIurn in its non-uti li t)' businesses). we may also consider the breakdown of assers andlo r debt of a comp:ln}' to d !:termine which business is predominant. 



Other Related Methodologies 

» Regulated Elect ric and Gas Networks 

» Unregu lated Util i des and Power Companies 

» Na(Ural Gas Pipelines 

» US Public Power Electric Utilities with Generation Ownership Exposure 

» US Elecnic Generation & Tra nsmiss ion Cooperatives 

» US Municipal Toint Action Agencies 

» Government Related Issuers: Methodology Update 

» Global Regulated Water Uti li ties 
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The rared universe includes approximately 3 15 entities that are either uriliry operating companies or a 
parem holding company with one or more miliry company subsidiarie.·. that operate predominantly in 
dle electric and gas m iliry business. These companies accoum for about U5$730 billion of toral 
outstanding long-term debt instruments. 

T he Regulated Electric and Gas Utili ry sector is predominantly investmenr grade. reflecting the stabiliry 
generally conferred by regulation mat [),pically sets prices and also limits comperition. such that defaul[S 
have been lower than in many other non-financial corporate sec[Qrs. However, the na ture of regulation 
can vary significantly from jurisdiction to jurisdiction. Most issuers at rhe lower end of rhe ratings 
spectrum operate in challenging regulatory environmenrs. Additional information about the ratings and 
default performance of the sector can be fo und in our publication "Infrastructure Default and Recovery 
Rates, 1983-20 12H I". fu shown on the ~ollowing table. the rarings spectrum for issuers in the sector 
(b()[h holding compan ies and operati ng companies) ranges from Aaa to Ca: 

EX HIBIT 1 

Regulated Electric and Gas Util ities' Senior Unsecured Ratings Distribution 

80 

70 

60 

so -
40 - -
30 - -

20 - -± r- - -

• ~ ~ • • -10 

o 

Source: Moody's Investors Service, ra tings as o{December 2013 
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This report explains the rating methodology for regu lated electric and gas utilities in seven sections, 
which are summarized as follows : 

1. Identification and Discussion of the Rating Factors in the Grid 

T he grid in this rating methodology focuses on four rating factors. The four factors are comprised of 
sub-factors that provide further detail : 

Factor I Sub-Factor Weighting - Regulated Utilities 

Broad Rating 
Broad Rating Factors Factor Weighting Rating Sub-Factor 

Regulatory Framework 25% Legislative and Judicial Underpinnings of the Regulatory 
Framework 

Ability to Recover Costs 
and Earn Ret urns 

Diversi fication 

Financial Strength, Key 
Financial Metrics 

Tota l 

Notching Adjustment 

25% 

10% 

40% 

100% 

Consistency and Predictability of Regulation 

Timeliness of Recovery of Operating and Capital Costs 
Sufficiency of Rates and Returns 

Market Position 

Generation and Fuel Diversity 

CFO pre-WC + Inte rest/Interest 

CFO pre-WC / Debt 

CFO pre-WC - Dividends / Debt 

Debt/Capitalization 

Holding Company Structural Subordination 

·'0% weight for issuers thai lack generation; **0% weight for issuers that lack generation 

2. Measurement or Estimation of Factors in the Grid 

Sub-Factor 
Weighting 

12.5% 

12.5% 

12.5% 
12.5% 

5%* 

5%** 

7.5% 

15 .0% 

10.0% 

7.5% 

100% 

o to -3 

We explain am general approach for scoring each grid factor and show the weights used in the grid . 
We also provide a rationale for why each of these grid components is meaningful as a credit indicator. 
The information used in assessing the sub-factors is generally found in or calculated from information 
in company fi nancial statements, derived from other observations or estimated by Moody's analysts. 

O ur ratings are forward-looking and reflect our expectations for future financia l and operating 
performance . H owever, histor ical results are helpful in understanding patte rns and trends of a 

company's performance as well as for peer comparisons. We utilize historical data (in most cases, an 
average of the last th ree years of reported resu lts) in rh is document to illustrate the application of the 

rating grid. Al l of the quantitative credit merrics incorporate Moody's standard adjusnnents to income 
st,nemeIH, cClsh How staremem and balance sheet amounts for restructuring, impairment, off-balance 
sheet accounts, receivable securitization programs, under-funded pension obligations, and recurring 
operating leases. 
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For definitions of Moody's moS( common rario terms please see Moody's Basic Definitions for Credit 

Statistics. User's Guide Qune 20 11 , document #78480). For a descr iption of Moody's standard 
adjustments, please see Moody's Approach to Global Srandard Ad jusrmenrs in rhe Analys is of 
Financial Statements for Non-Financial Corporations December 20 10 (128137). T hese documents 

can be found at www.moodys.com under the Resea rch and Ratings direcmfY. 

In most cases, the illustrative examples in th is document use hismric financial data from a recent three 

year period. However, the factors in the gr id can be assessed using variolls time periods. For example, 
rati ng commirrees may fi nd it analytica lly useful m exami ne both hismric and expecred future 
perfo rmance for periods of several years or more, or for individual rweive monrh periods. 

3. Mapping Factors to the Rating Categories 

After est imating or calculating each sub-factO!", the outcomes for each of the sub-facrors are mapped to 

a broad Moody's rating category (Aaa, Aa, A, Baa, Ba, B, or Caa). 

4 . Mapping Issuers to the Grid and Discussion of Grid Outliers 

III Append ix C, we provide <l fable showing how each company in the sample set of issuers maps ro 
grid- indicated rarings for each racing sub-facror and factor. We highlight companies whose grid­

indica ted performance on a specific sub-facwr is two or more broad raring categories higher or lower 
than irs acmal raci ng and discuss the general reasons for such positive and negative omliers for a 
par ticular sub-factor. 

5. Assumptions, Limitations and Rating Considerations Not Included in the Grid 

This section d iscusses Iimirarions in the use of the grid to map against acrual rarings, some of the 
additional facro rs that are nor included in the grid but can be important in dererm ining racings, and 

limitations and assumprions rhar pertain to the overall rating methodology. 

6 . Determining the Overall Grid-Indicated Rating 

To determine the overall grid-indicated rari ng, we cOllverr each of the su b-t~ctor ra tings inro a 
nu meric vaJue based upon the scale below. 

A .. A. A B .. B. B 

3 6 9 12 15 18 

c. 
20 
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The numer ica l score for each sub-factor is mul tiplied by the weight for chat sub-factor wi th the results 

then summed to produce a composite weighted-factor score. The composite weighted factor score is 
then mapped back to an alphanumeric rating based on the ranges in the table below. 

Grid-Indicated Rating 

Grid-Indicated Rating 

Aaa 

Aal 

Aa2 

Aa3 

Al 

A2 

A3 

Baal 

Baa2 

Baa3 

Bal 

Ba2 

Ba3 

Bl 

B2 

B3 

Caal 

Caa2 

Caa3 

Ca 

Aggregate Weighted Total Factor Score 

x < 1.5 

1.5 s x < 2.5 

2.5 s x < 3.5 

3.5sx<45 

45sx<S.5 

5.5 s x < 6.5 

65 s x < 75 

7.5sx<8.5 

8.5 s x < 9.5 

9.5 s x < 105 

10.5 s x < 11.5 

11.5 s x < 12.5 

125 s x < 13.5 

13.5 s x < 14.5 

14.5 s x < 15.5 

15.5 s x < 16.5 

16.5 s x < 17.5 

17.5 s x < 18.5 

18.5 s x < 19.5 

x ~ 19.5 

For example, an issuer with a composite weighted factor score of 11.7 wou ld have a Ba2 grid-indicated 
ra ting. We used a si milar procedure to derive the grid indicated rac ings shown in the illustrative 
examples. 

7. Appendices 

T he Appendices provide illustrative examples of grid-indicated rarings based on historical financial 
information and also provide addidonal commentary and insights on our view of credit risks in this 

industry. 



Discussion of the Grid Factors 

Moody's analysis of elecnic and gas util ities foc uses on four broad facco rs: 

» Regulatory Framework 

» Abili[}' [Q Recover Costs and Earn Rerurns 

~) Diversifkation 

» Financial Strength 

There is also a nocching f.1.c(Qr for holding company structural subordination. 

Factor 1: ReguLatory Framework (25%) 

Why It Matters 
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For rate-regula red udlities, which ryp ica lly operate as a monopoly, the reguia(Qry environmelH and 
how the lItiliry adapts to that environment are the most importalH credit considerations. T he 

regulato ry environmelH is comprised of two rating fac tors - the Regulatory Framework and its 
corollary facto r, [he Abili[}' to Recover Costs and Earn Returns. Broadly speaking, the Regularory 
Framework is rhe foundation fo r how all rhe decisions that affect utilities are made (includ ing the 
setting of rates), as well as the predictabili ty and consistency of decision-making provided by that 
foundation. T he Abili[}' (Q Recover Costs and Earn Returns relates more directly to the actual 
dccisions, including thcif timeliness and the rate-se tting oU(comes. 

Util i[)' rates(, are set in a political/regulatory process rather than a competi tive or free-market process; 

thus, the Regula tory Framework is a key determinant of the success of utility. The Regulato ry 
Framework has many com ponents: the governing body and the utili[}' legislation or decrees it enacts, 

the manner in which regularors are appointed or elected, the rules and procedures promulgated by 
those regulatOrs> the judiciary that imerprets the laws and rules and that arbitrates disagreements, and 
the manner in which the m iliry I11clllages the political and regula tory process. In many cases, utilities 
have experienced credit stress or default prim arily or at least secondar ily because of a break-down or 

obstacle in the Regulatory Framework - for instance, laws mat proh ibited regulators from including 
investments in uncompler.ed power plan ts or plants not deemed "used and useful" in rates, or a 
disagreement about f;Ite-maki ng that could not be resolved until after the utility had defaulted on its 

debts. 

How We Assess Legislative and Judicial Underpinnings of t he Regulat ory Framework for t he Grid 

For th is sub-iactor, we consider the scope, clarity, transparency, supponiveness and granu la ri[}' of 
urili[}' legis lation, decrees, and rules as they apply to rhe issuer. We also consider the strength of rhe 
regulator's authority over ra te-making and ocher regu latory issues affecting me utili ty, the effectiveness 

of rhe judiciary or other independent body in arbitra ting disputes in a disinteres ted manner, and 
whether rhe udliry's monopoly has meaningful or growing carve-outs. In addition, we look at how well 
developed the fram ework is - borh how fully fleshed am the rules and regulations are and how well 

tested it is - the extent to which regulatory or judicial decisions have created a body of precedent that 
will help determine future rate-making. Since the focus of our scoring is on each issuer, we consider 

[n jurisdiaion5 where' uril i£), r~ve'nues indude mareriat p;overnmcnr subsidy pa)'me'nrs, we ,onsidcr url1iry rares [0 be' indusi\'e of (helic paymenrs, and We' rhus cvatuare 

sub-fucrors la. lb. 2a and 2b in lighr ofbo(h rarcs and material subsidy payments. For example, we would consider the legal and judicial underpinnings and consisren.,:y 

and prC'dicrabilir:-' o f subsidies as well as rareli. 
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how effective the udlity is in navigating the regulatOl), framework - both the ut ili ty's abi li ty ro shape 
the framework and adapt to ir. 

A utility operaring in a regulatory framewo rk that is characterized by legislation thar is credit 
supportive of util i£ies and el iminates doubt by prescribing many of rhe procedures that the regulators 
will USe in determin ing fair rares (which legislar.ion may show evi dence of being responsive to the needs 

of the utility in general or specific ways), a long history of transparent rate-setring, and a judiciary that 
has provided ample precedent by impartially adjudicating disagrecmenrs in a manner that addresses 
ambigui ties in the laws and ru les will receive higher scores in the Legislative and Judicial 

Underpi nnings sub-factor. A utility operating in a regulatory framework char, by statute or practice, 
allows the regula tor to arbitrarily prevent the utility from recovering its Cos tS or ea rning a reasonable 
return on prudendy incurred investments, or where regulatory decis ions may be reversed by pol iticians 
seeki ng [Q enhance rheir populist appea.! will receive a much lower score. 

In general, we view national utiliry regulacion as bei ng less liable ro po li tical intervention than 
regulation by state, provincial or municipal entities , so the very highest scoring in this sub-facror is 
reserved for this category. However, we acknowledge that states and provinces in some countr ies may 
be larger than sma'!l nations, such that their regulators may be equally "above-the-fray" in terms of 

impartial and technically-oriented rare secting, and very high scoring may be appropriate. 

T he relevant judicial sysrem can be a major factor in the regulatory framework. This is parricularly true 
in litigious societies like the Uni ted States, where disagreements between the utility and its state or 
munic ipal regulator may eventually be adjudicated in federa l district courtS or even by the US 

Supreme Court. In addition, bankruptcy proceedings in the US take place in federal courts, which 
have at times been able to impose rate settlement agreements on state or municipal regu lators . As a 
result, the range of decisions available to state regulators may be eHecrively circumscribed by court 
precedent at the state or federal level, which we generally view as favorable for the credit­

supporriveness of the regu lato ry framework. 

Electric and gas utilities are generally presumed to have a strong monopoly that will continue into the 
foreseeab le future, and this expectation has allowed these companies ro have grea(er leverage than 
companies in other sectors with similar ratings. T hus, the existence of a monopoly in itself is unlikely 

ro be a driver of strong scoring in this sub-facror. On the other hand, a strong challenge ro the 
monopoly could cause lower scoring. because the utility can only recover irs COStS and investments and 
service its debt if customers purchase its services. There have some instances of incursions into utilities' 

monopoly, including municipa li za tion, self-generation, distributed generation with net metering. or 
unauthorized use (beyond the level for which the utility receives compensation in rates). Incursions 
tha t are growing significantly or having a meaningful impact on fates for cusromers that remain with 

the uril it), could have a negative impact on scori ng of chis sub-factor and on factor 2 - Ability to 

Recover Costs and Earn Returns. 

T he scoring of this sub-factor may not be the same for evety mility in a particular jurisdicdon. We 
have observed that some utili ties appear to have greater sway over the relevant miliry legisla tion and 
promulgation of rules chan orher uti li ties - even those in the same jurisdictioll. The content and toile 

of publicly fi led documents and regularory decisions sometimes indicates tha t rhe management team at 
one utility has ben er responsiveness ro and credibil ity with its regulators or legis lato rs than the 

management a( another miliry. 
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While rhe underpinnings co [he regulatory framework rend to change relatively slowly, they do evolve, 
and our facror scoring will seek to reflect that evolution. For instance. a new framework will ryp ically 
become tested over rime as regulacory decisions afe issued, or perhaps litigated. thereby serting a body 
of precedem. Uti lities may seek changes co laws in order CO permit them to securitize certain costs or 
coliect interim rates, or a jurisdic£ion in which rates were previously recovered primarily in base rate 
proceedings may instirure riders and rrackers. These changes wou ld li kely impact scoring of sub-factor 
2b - Timeliness of Recovery of Operati ng, and Capital Costs, bur they may also be sufficiently 
signiflcant to indicate a change in the regulatory underpinnings. On the negative side, a judiciary that 
had formerly been independent may starr (Q issue decisions thar indicate it is conforming irs decis ions 
to the expectations of an execucive branch char wants to mandate lower ra tes. 



Factor la: Legislative and Judicial Underpinnings of the Regulatory Framework (12.5%) 

A" 
Utility regulat ion occurs under a fu lly developed 
framework that is national in scope based on legislation 
that provides the utility a nearly absolute monopoly 
(see note 1) within its service territory. an unquestioned 
assurance that rates will be set in a manner that will 
permit the utility to make and recover all necessary 
investments, an extremely high degree of clarity as to 
the manner in which utilities will be regu lated and 
prescriptive methods and procedures for setting ra tes. 
Existing utility law is comprehensive and supportive 
such that changes in legislation are not expected to be 
necessary; or any changes t hat have occurred have been 
strongly supportive of utilities credit qua lity in general 
and sufficiently forward-looking so as to address 
problems before they occurred. There is an 
independent judiciary that can arbitrate disagreements 
between the regu lator and the utility should they occur, 
including access to nat ional courts, very strong judicial 
precedent in the interpretation of utility laws, and a 
strong rule of law. We expect these conditions to 
continue. 

Ba 

Utility regulat ion occurs (i) under a national, state, 
provincial or municipal framework based on legislation 
or government decree that provides the utility a 
monopoly within its service territory that is generally 
strong but may have a greater level of exceptions (see 
note 1), and that, subject to prudency requirements 
which may be stringent, provides a general assurance 
(with somewhat less certai nty) that rates will be set will 
be set in a manner that will permit the utility to make 
and recover necessary investments: or (ii) under a new 
framework where the jurisdiction has a history of less 
independent and transparent regulation in other 
sectors. Either: (i) the judiciary that can arbitrate 
disagreements between the regulator and the uti lity 
may not have clear authority or may not be fu lly 
independent of the regu lator or other politica l pressure, 
but there is a reasonably strong rule of law: or (ii) where 
there is no independent arbiter, the regu lation has 
mostly been applied in a manner such redress has not 
been required. We expect these conditions to continue. 

Aa 

Utility regulation occurs under a fully deveLoped nationaL. 
state or provinCial framework based on legislation that 
provides the utility an extremely strong monopoly (see note 
1) within its service territory, a strong assurance, subject to 
limited review, that rates wi ll be set in a manner that wi ll 
permit the utility to make and recover all necessary 
investments, a very high degree of clarity as to the manner 
in which utilities will be regulated and reasonably 
prescriptive methods and procedures for setting rates. If 
there have been changes in utility legislation, they have 
been timely and clea rly credit supportive of the issuer in a 
manner that shows the util ity has had a strong voice in the 
process. There is an independent judiciary that can 
arbitrate disagreements between the regu lator and the 
utility, should they occur including access to national 
courts, strong judiciaL precedent in the interpretation of 
utility laws, and a strong rule of law. We expect these 
conditions to continue. 

B· 

Utility regulation occurs (i) under a national, state, 
provincial or municipa l framework based on legislation or 
government decree that provides the utility monopoly 
within its service territory that is reasonably strong but may 
have important exceptions, and that, subject to prudency 
requirements which may be stringent or at times arbitrary, 
provides more limited or less certain assurance that rates 
wi([ be set in a manner that will permit the utility to make 
and recover necessary investments; or (ii) under a new 
framework where we would expect less independent and 
transparent regulation, based either on the regulator 's 
history in other sectors or other factors. The judiciary that 
can arbitrate disagreements between the regulator and the 
utility may not have clear authority or may not be fully 
independent of the regu lator or other political pressu re, but 
there is a reasonably strong rule of law. Alternately, where 
there is no independent arbiter, the regulat ion has been 
applied in a manner that often requires some redress adding 
more uncertainty to the regulatory framework . There may 
be a periodic risk of creditor-unfriendly government 
intervention in utility markets or rate-setting 

A 

Utility regu lation occurs under a well developed 
nationa l, state or provincia l framework based on 
legislation that provides the utility a very strong 
monopoly (see note 1) within its service territory, 
an assurance, subject to reasonab le prudency 
requirements, that rates will be set in a manner 
that will permit the utility to make and recover all 
necessary investments, a high degree of clarity as 
to the manner in which utilities will be regulated, 
and overa ll guidance for methods and procedures 
for setting rates. If there have been changes in 
utility legislation, they have been mostly t imely 
and on the whole credit supportive for the issuer, 
and the util ity has had a clear voice in the 
legislative process. There is an independent 
judiciary that can arbitrate disagreements between 
the regulator and the utility, should they occur, 
including access to national courts, clear judicial 
precedent in the interpretation of utility law, and a 
strong rule of law. We expect these conditions to 
continue. 

Caa 

UtiLity regulation occurs (i) under a national, state, 
provincial or municipal framewor k based on 
legislation or government decree that provides the 
utility a monopoly within its service territory, but 
with little assurance that rates will be set in a 
manner that will permit the utility to make and 
recover necessary investments: or (ii) under a new 
framework where we would expect unpredictable 
or adverse regulation, based either on the 
jurisdiction's history of in other sectors or other 
factors. The judiciary that can arbitrate 
disagreements between the regulator and the 
utility may not have clear authority or is viewed as 
not being fully independent of the regulator or 
other political pressure. Alternately, there may be 
no redress to an effective independent arbiter. The 
ability of the utility to enforce its monopoly or 
prevent uncompensated usage of its system may 
be limited. There may be a risk of creditor­
unfriend ly nat ionalization or other significant 
intervention in utility markets or rate-setting. 
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Baa 

Utility regulation occurs (i) under a national, state, provincial or 
municipal fra mework based on legislation that provides the utility a 
strong monopoly within its service territory that may have some 
exceptions such as greater self-genera tion {see note 1}, a general 
assurance that, subject to prudency requirements that are mostly 
reasonable, rates will be set will be set in a manner that will permit 
the ut ility to make and recover all necessary investments, reasonable 
clarity as to the manner in which utilities will be regulated and overall 
guidance for met hods and procedures for setting rates: or (ii) under a 
new framewo rk where independent and transparent regulation exists 
in other sectors. If there have been changes in utility legislation, they 
have been credit supportive or at least balanced for the issuer but 
potentially less timely, and the uti lity had a voice in the legislative 
process. There is either {i} an independent judiciary that can arbitrate 
disagreements between the regulator and the utility, including access 
to courts at least at the state or provincial level, reasonably clear 
judicial precedent in the interpretation of utility laws, and a genera lly 
strong rule of law: or (ii) regulation has been applied (under a well 
developed framework) in a manner such that redress to an 
independent arbiter has not been required. We expect these 
conditions to continue. 

Note 1: The strength of the monopoly refers to the legal, regulatory and practical obstacles for customers in the utility'S territory to obtain service from another provider. Examples of a weakening of the monopoly would include the ability of a city or large 
user to leave the utility system to set up their own system, the extent to which self-generation is perm itted (e.g. cogenerat ion) andlor encouraged (e.g., net metering, DSM generation). At the lower end of the ratings spectrum, the util ity'S monopoly may be 
challenged by pervasive theft and unauthorized use. Since utilities a re generally presumed to be monopolies, a strong monopoly position in itself is not sufficient for a strong score in this Sub-factor, but a weakening of the monopoly can lower the $Core. 



How We Assess Consistency and Predictability of Regulation for the Grid 
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For the Consistency and Predictability sub-factor, we consider the track record of regulatolY decisions 
in terms of consistency, predictability and supportiveness. W e evalua te the urility's interactions in the 
regulatory process as well as the overall stance of the regularor toward the util iey, 

In most jurisdictions, the laws and rules seek to make rate-setting a primarily technical process that 
exam ines costs the utility incurs and the returns on investments the utility needs to earn so it can make 

investments that are requ ired to build and maintain the uti li ty infrastructure - power plants, electric 
transmission and distriburion systems, and/or natural gas distribucion systems. When the process 

remains technical and transparem such that regulators can suppOrt the financial health of tile utility 
while balancing their public duty to assure char reliab le service is provided ar a reasonable COSt, and 
when the utility is able to align itself with the policy initiatives of the governing jurisdiction, the utility 

will receive higher scores in this sub-factor. When the process includes substantial political 
intervention, which could take the form of legislators or other government officia ls publica lly second­
guess ing regularors, dismissing regularors who have approved unpopular rate increases, or preventing 
the implementation of rate increases, or when regularors ignore the lawslru les to del iver an outcome 

that appears more politically motivated, the utiliey will receive lower scores in this sub-factor. 

As with the prior sub-factor, we may score different util ities in the same jurisdiction differently, based 

on omcomes chat arc more or less supportive of credi t qual ity over a period of time. We have observed 
tha t some milities are better able ro meet the expectations of their cusromers and regularors, whether 

through bener service, greater reliability. more stable rates or simply more effective regu latory outreach 
and comm unication. These utilities typically receive more consis tent and credit supportive outcomes, 
so they will score higher in this sub-facror. Conversely, if a utility has mul tiple rapid rate increases. 
chooses to submi t major rate increase requests during a sensitive election cycle or a severe economic 

downturn, has chronic customer service issues. is viewed as frequently providing incomplete 
information ro regulators. or is cone deaf to the priorities of regularors and politicians, it may receive 
less consistent and supportive Olltcomes and thus score lower in this sub-factor. 

In scoring chis sub-factor, we will primarily evaluate the actions of regulators. policicians and ju rists 
rather than their words. Nonetheless, words maner when they are an indication of future action. We 
seek ro d ifferent iate between political rhetoric that is perhaps oriented toward gaining attention for the 

viewpoin t of the speaker and rhetoric thac is indicative of future actions and trends in decision­
making. 



Factor 1b: Consistency and Predictability of Regulation (12.5%) 

A .. 

The issuer 's interaction with the regula tor has led 
to a strong, lengthy track record of predictable, 
consistent and favorable decisions. The regulator 
is highly credit supportive of the issuer and 
uti li ties in genera l. We expect these conditions 
to continue. 

B. 

We expect that regulatory decisions wi lt 
demonstrate considerable inconsistency or 
unpredictability or that decisions will be 
politically charged, based either on the issuer's 
track record of interaction with regulators or 
other governing bodies, or our view that decisions 
will move in this direction. The regulator may 
have a history of less credit supportive regulatory 
decisions with respect to t he issuer, but we 
expect that the issuer will be ab le to obtain 
support when it encounters financial stress, with 
some potent ially material delays. The regulator's 
authority may be eroded at times by legisla tive o r 
political action. The regulator may not follow the 
framework for some material decisions. 

A. 

The issuer's interaction with the regu lator has a 
led to a considerable track record of 
predominantly predictable and consistent 
decisions. The regulator is mostly credit 
supportive of utilities in general and in almost all 
instances has been highly credit supportive of the 
iss uer. We expect these conditions to con tinue. 

B 

We expect that regulatory decisions will be 
largely unpredictable or even somewhat arbitrary, 
based either on the issuer's track record of 
interaction with regula tors or other governing 
bodies, or our view that deciSions will move in 
this direction. However, we expect that the 
issuer will ultimately be able to obtain support 
when it encounters financial stress, albeit with 
material or more extended delays. Alternately, 
the regulator is untested, lacks a consisten t track 
record, or is undergo ing substantial change. The 
regulator's authority may be eroded on frequent 
occasions by legislative or po li tical act ion. The 
regulator may more frequen tly ignore the 
framework in a manner detrimental to the issuer. 

A 

The issuer's interaction with the regu lator has led 
to a track record of largely predictable and 
consistent decisions. The regulator may be 
somewhat less cred it supportive of utilities in 
general, but has been qu ite credit supportive of 
the issuer in most circu mstances. We expect 
th ese conditions to con t inue, 

Coo 

We expect that regulatory decisions wilt be highly 
unpredictable and frequently adverse, based 
either on the issuer's t rack record of interaction 
with regu lators or other governing bodies, or our 
view that decisions wilt move in this direction . 
Alternately, decisions may have credit supportive 
aspects, but may often be unenforceable. The 
regu lator's authority may have been seriously 
eroded by legislative or political action. The 
regulator may consistently ignore the framework 
to the detriment of the issuer. 
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Boo 

The issuer's interaction with the regulator has led 
to an adequate track record. The regulator is 
generally consistent and predictable, but there 
may some evidence of inconsistency or 
unpredictability from t im e to ti me, or decisions 
may at t imes be politically charged, However, 
instances of less cred it supportive decisions are 
based on reasonab le appli cation of existing rules 
and statutes and are not overly punitive. We 
expect these conditions to continue. 



Factor 2: Ability to Recover Costs and Earn Returns (25%) 

Why It Matters 
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This rating facco r examines the abi lity of a utility to recover its COStS and earn a return over a period of 

time, including during differing marker and economic conditions. While the Regulacory Framework 
looks at the transparency and predictabil ity of the rules that govern the decision-making process with 
respect to utilities, the Ability to Recover Costs and Earn Returns evaluates the regula cory elemenrs 
that directly imp;lcr rhe ability of rhe utility to generate cash flow and service its debt over time. The 

ability to recover prudently incurred costs on a timely basis and CO attract debt and equity capital are 
crucial credit considerations. The inabil ity co recover costs, for instance if fuel or purchased power 
costs ballooned during a rate freeze period, has been one of dle greatest drivers of financial stress in this 

sector, as well as the calise of some utility defaults. In a senor that is typically free cash flow nega tive 
(due to large capital ex:penditures and dividends) and thar routinely needs to refinance very large 
maturities of long-term debt, investor concerns about a lack of timely cost recovery or the sufficiency 

of rates can, in an ex:treme scenario, strai n access (Q capital markets and pmenrially lead to insolvency 
of rhe utility (as was rhe case when "used and useful" requiremems duea tened some utilities chat 
ex:perienced years of delay in completing nuclear power plants in the 1980s) . W hi le our scoring fo r the 

Abil icy to Recover Costs and Earn Returns may primarily be influenced by our assessment of rhe 
regulatory relationship, it can also be high ly impacted by rhe management and business decisions of 
the utiliry. 

How We Assess Ability to Recover Costs and Earn Returns 

T he timeliness and sufficiency of rates are scored as separate sub-factors; however, they are interrelated , 
Timeliness can have an im pact on our view of what consti[Uces suffic ient returns, because a strong 
assurance of timely cost recovery reduces risk. Conversely, utilities may have a strong assurance that 
they will earn a full return on certain deferred costs until rhey a.re ab le to collect them, or their 

generally strong returns may allow them to weather some rate lag on recovery of construcrion-related 
capital expenditures. The timeli ness of COSt recovery is particularly impor tant in a period of rapidly 
rising costs. During the past Bve years, utilities have beneHned from low interest rates and generally 
decreasing fuel costs and pu rchased power costs, bur these market conditions could easily reverse , For 

example, fuel is a large component of total costs for vertically integrated utilities and for natura l gas 
mil iries, and fuel prices are highly volatile, so the timeliness of fuel and purchased power Cost recovery 
is especia lly importam. 

Wh ile Factors 1 and 2 are closely inter- related, scor ing of these factors will not necessarily be the same. 

We have observed jurisdictions where the Regulatory Framework caused considerable credit concerns­
perhaps it was untested or going through a trans ition ro de-regulation, but where rhe track record of 
rate case outcomes was qu ite positive, leading to a higher score in the Abili ty to Recover Costs and 

Earn Returns. Conversely, there have been instances of strong Legislative and Judicial Underpinnings 
of the Regulawry Framework where {he commission has ignored d1e framework (which would affect 

Consisrency and Predictability of Regulation as well as Abiliry to Recover Costs and Earn Returns) or 
has used exmlOrdinary measures to prevent or dder an increase thar mighr have been jusrilhble from a 
COSt perspecrive bur would have caused rate shock. 

One mighr surmise that Factors 2 and 4 should be strongly correlated, si nce a good Ability to Recover 

COStS and Earn Rerurns would normally lead to good financial metrics. However, the scoring for the 
Ability to Recover Costs and Earn Returns sub-factor places more emphasis on our expeccarion of 
timeliness and sufficiency of ra tes over rime; whereas financial metrics may be impacted by one-time 
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evems, market condi tions or const ruction cycles - trends that we believe cou ld normalize or even 

reverse. 

How We Assess Timeliness of Recovery of Operating and Capital Costs for the Grid 

The criteria we consider include provisions and COSt recovelY mechanisms for operating costs, 
mechanisms that allow actual operating and/or capital expenditures to be trued-up periodically imo 
rates withour having to file a rare case (th is may include formu la rates, rider and trackers, or rhe ability 

to periodically adjust rates for construction work in progress) as well as the process and timeframe of 
general tarifTIbase rate cases - those that are fully reviewed by the regu lator. generally in a public 
format that includes testimony of the urili ty and other stakeholders and imerest groups. We also look 
at (he track record of the utility and regulator for timeliness. For instance. having a formula rate plan is 

positive, bur if the actual process has included reviews thar are delayed for long periods, it may dampen 
the benefit [0 the mi li ry. III addition, we seek to estimate the lag between the time that a utility incurs 
a major constructio n expenditures and the rime thar (he utility will stan to recover and/o r earn a 
return on (ha t expenditure. 

How We Assess Sufficiency of Rates and Returns for the Grid 

The criteria we consider include sta tu tory protections that assure full cost recovery and a reasonable 
return for the utility on its investments, rhe regu lamry mechanisms used to determine what a 
reasonable return should be. and the track record of the mility in actually recovering COS tS and ea rning 
returns. We examine outcomes of rate casesltar iff reviews and compare them [Q the request subm ined 
by rhe utili ty, [Q prior rate casesftariff reviews for (he same utility and to recem rarelrariA-" decisions for 
a peer group of co mparable utilities. In th is context, comparable utili ties are typ ically utilities in the 

same or similar jurisdiction. In cases where rhe ut ility is unique or nearly unique in its jurisdicrion, 
comparison will be made to other peers with an adjustment for 10c21 diffe rences, including prevai li ng 
rates of interest and returns on capital, as well as the timeliness of rate-setti ng. We look at regulatory 

disallowances of cos ts or investments, with a focus on their financial severity and also on the reasons 
given by the reguLator, in order to assess the likelihood that such disallowances will be repeated in the 
future. 



Factor 2a: Timeli ness of Recovery of Operating and Capita l Costs (12.5%) 

A .. 

Tariff formulas and automatic cost recovery 
mechanisms provide full and highly timely 
recovery of all operating costs and essentially 
contemporaneous return on all incremental 
capital investments, with statutory provis ions in 
place to preclude the possibility of challenges to 
rate increases or cost recovery mechanisms. By 
statute and by practice, general rate cases are 
efficient, focused on an impartial review, qu ick, 
and permit inclusion of fu lly forwa rd-looking 
costs. 

B. 

There is an expectation that fuel, purchased power 
or other highly variable expenses will eventually 
be recovered with delays that wil l not place 
material financia l stress on the utility, but there 
may be some evidence of an unwillingness by 
regulators to make timely rate changes to address 
volatility in fuel, or purchased power, or other 
market-sensitive expenses. Recovery of costs 
related to capital investments may be subject to 
delays that are somewhat lengthy, but not so 
pervasive as to be expected to discourage 
important investments. 

A. 

Tariff formulas and automatic cost recovery 
mechanisms provide full and highly timely 
recovery of all operating costs and essentially 
contemporaneous or near-contemporaneous 
return on most incremental capital investments, 
with minimal challenges by regulators to 
companies' cost assumptions. By statute and by 
practice, general rate cases are efficient, focused 
on an impartial review, of a very reasonable 
duration before non-appealable interim rates can 
be collected, and primarily permit inclusion of 
forward-looking costs. 

B 

The expectation that fuel, purchased power or 
other high ly variable expenses will be recovered 
may be subject to material delays due to second­
guessing of spending decisions by regulators or 
due to political intervention. Recovery of costs 
related to capital investments may be subject to 
delays that are material to the issuer, or may be 
likely to discourage some important investment. 

Note: Tariff formu las include formula rate plans as well as trackers and riders re lated to capital investment 

A 

Automatic cost recovery mechanisms provide full 
and reasonably timely recovery of fuel, purchased 
power and all other highly variable operating 
expenses. Material capital investments may be 
made under tariff formulas or other rate-making 
permitting reasonably contemporaneous returns, 
or may be submitted under other types of filings 
that provide recovery of cost of capital with 
minimal delays. Instances of regulatory 
challenges that delay rate increases or cost 
recovery are generally related to large, 
unexpected increases in sizeable construction 
projects. By statute or by practice, general rate 
cases are reasonably efficient, primari ly focused 
on an impartial review, of a reasonable duration 
before rates (either permanent or non-refundable 
interim rates) can be collected, and permit 
inclusion of important forward-looking costs. 

c .. 

The expectation that fuel, purchased power or 
other highly variable expenses will be recovered 
may be subject to extensive delays due to 
second-guessing of spending decisions by 
regulators or due to political intervention. 
Recovery of costs related to capital investments 
may be uncertain, subject to delays that are 
extensive, or that may be likely to discourage even 
necessary investment 
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B .. 

Fuel, purchased power and all other highly 
variable expenses are generally recovered through 
mechanisms incorporating delays of less than one 
year, although some rapid increases in costs may 
be delayed longer where such deferrals do not 
place financial stress on the utility. Incremental 
capital investments may be recovered primarily 
through general rate cases with moderate lag, 
with some through tariff formulas. Alternately, 
there may be formula rates that are untested or 
unclear. Potentially greater tendency for delays 
due to regulatory intervention, although this will 
generally be limited to rates related to large 
capital projects or rapid increases in operating 
costs. 



Factor 2b: Sufficiency of Rates and Returns (1 2.5%) 

A" 

Sufficiency of rates to cover costs and attract 
capita l is (and will continue to be) unquestioned. 

•• 
Rates are (and we expect will continue to be) set 
at a level that generally provides recovery of most 
operating costs but return on investments may be 
less predictable, and there may be decidedly more 
instances of regulatory challenges and 
disallowances, but ultimate rate ou tcomes are 
generally su ff icient to attract capital. In general, 
this will translate to returns (measured in relation 
to equ ity, total assets, rate base or regulatory 
asset value, as app licab le) that are generally 
below average relative to global peers, or where 
allowed returns are average but difficult to earn. 
Alternately, the ta riff formula may not take into 
account all cost components and/or 
remuneration of investments may be unclear or 
at times unfavorable. 

A. 

Rates are (and we expect will continue to be) set 
at a level that permits full cost recovery and a fair 
return on all investments, with minimal 
challenges by regulators to companies' cost 
assumptions. This will translate to returns 
(measured in relation to equity, total assets, rate 
base or regulatory asset value, as applicable) that 
are strong relative to global peers. 

• 
We expect rates will be set at a level that at times 
fa ils to provide recovery of costs other than cash 
costs, and regulators may engage in somewhat 
arbitrary second-guessing of spending decisions 
or deny rate increases related to funding ongoing 
operations based much more on politics than on 
prudency reviews. Return on investments may be 
set at levels that discourage investment. We 
expect that rate outcomes may be difficult or 
uncertain, negative ly affecting continued access 
to capital. Alternately, the tariff formula may fail 
to take into account significant cost components 
other than cash costs, and/or remuneration of 
investments may be generally unfavorable. 

A 

Rates are (and we expect will continue to be) set 
at a level that generally provides full cost 
recovery and a fair return on investments, with 
limited instances of regulatory challenges and 
disallowances. In general, this will translate to 
returns (measured in relation to equity, total 
assets, rate base or regu latory asset value, as 
applicable) that are generally above average 
relative to global peers, but may at times be 
average. 

c" 
We expect rates will be set at a level that often 
fails to provide recovery of material costs, and 
recovery of cash costs may also be at risk. 
Regulators may engage in more arbitrary second­
guessing of spending decisions or deny rate 
increases re lated to funding ongoing operations 
based primarily on politics. Return on 
investments may be set at levels that discourage 
necessary maintenance investment. We expect 
that rate outcomes may often be punitive or 
highly uncertain, with a markedly negative impact 
on access to capital. Alternately, the tariff 
formula may fail to take into account significant 
cash cost components, and/or remuneration of 
investments may be primarily unfavorable. 
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." 
Rates are (and we expect will continue to be) set 
at a level that generally provides full operating 
cost recovery and a mostly fair return on 
investments, but there may be somewhat more 
instances of regulatory challenges and 
disallowances, although ultimate rate outcomes 
are sufficient to attract capital without difficulty. 
In general, this will translate to returns (measured 
in relation to equity, total assets, rate base or 
regulatory asset value, as applicable) that are 
average relative to global peers, but may at times 
be somewhat below average. 



Factor 3: Diversification (10%) 

Why It Matters 
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Diversiflcarion of overall business operations helps to mitigate the ri sk rhat economic cycles, materia l 
changes in a single regularory regime or commodity price movements will have a severe impact on cash 
flow and credit qualiry of a urility, While utiliries ' sales volumes have lower exposure to economic 

recessions than many non-financial corporate issuers, some sales componenrs, including industrial 
sales, are directly affected by economic trends thac cause lower production andlor plant closures. In 
addition, economic activity plays a role in rhe rate of customer growdl in rhe service territory and 

(absent energy efficiency and conservation) can often impact usage per cuscomer. The economic 
srrengdl or weakness of the service rerrirory can affect the political and regulatOry environmenr for rate 
increase requests by the utiliry. For ucili ries in areas prone CO severe storms and other natural disasters, 
the utility's geographic diversity or concentration can be a key determinant for creditworthiness. 

D iversity among regu latory regimes can mitigate the impact of a single unfavorable decision affecci ng 
one part of the lI[i1i ty's footp rint. 

For ucilities with electric generation. fuel source diversity can mitigate the impact (to the utility and co 
its rate-payers) of" changes in commodity prices, hydrology and w<l.ter flow. and environmemal or other 

regula r.ions affecting plant operations and economics. We have observed that urilides' regu lacory 
environments are mOSt likely co become unfavorable during periods of rapid rare increases (which are 

more imporrant than absolute rate levels) and that fuel diversity leads to more srable rates over time. 
For rhat reason, fuel dive rsity can be imporranr even if fuel and purchased power expenses are an 
automacic pass-through ro rhe urili ry's ra tepayers. Changes in environmental , safe ty and other 
regulations have caused vul nerabi lities for certain technologies and fuel sources during rhe past five 
years. These vulnerabili ties have varied widely in different count ri es and have changed over time. 

How We Assess Market Position for t he Grid 

Marke t position is com prised primar ily of the econom ic diversity of the util ity's service te rrito ry and 

the divers iry of its regu larory regimes. We also consider the diversity of utility operations {e.g., 
regulated electr ic, gas, wa ter, sream} when there are material operations in more than one area. 
Economic diversiry is a rypically a funcrion of the population. size and breadth of the territory and the 

businesses that dr ive its GOP and employment. For the size of rhe territOlY, we typical ly consider the 
number of customers and rhe volumes of generation andlor throughput. For breadth, we consider the 
number of sizeable metropolitan areas served. rhe economic diversity and vitali ty in those metropolitan 
areas, and any concentration in a particular area or indus try. In our assessment. we m<ly consider 
various in formation sources. For example, in the US, information sources on rhe diversiry and vi tality 

of economies of individual states and metropolitan areas may include Moody's Economy.com. We also 
look at the mix of the urility's sa les volumes among customer types, as we ll as the track record of 

volume sales and any notable payment patterns during economic cycles. For diversity of regulatory 
regi mes, we rypical1y look at rhe number of regulators and the percentages of revenues and uriliry assets 
tha t are under the purview of each. While the highest scores in the Marke t Position sub-factor are 

reserved for issuers regulated in multiple jurisdictions , when there is only one regulato r, we make a 
di ffe rentiation of regimes perceived as having lower or higher voladliry. 

Issuers with multiple supportive regulatory jurisdictions, a balanced sales mix among residential, 
commercial, industrial and governmental customers in a large service rerrirory wi th a robust and 
d iverse economy will generally score higher in rhis sub-factor. An issuer wirh a small service territory 

economy (hat has a high dependence on olle or rwo sectors, especially high ly cyclical industries, will 
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generally score lower in this sub-facwr, as will issuers with meaningful exposure w economic 
dislocations caused by narural disasters. 

For issuers that are vertically integrated utilities having a meaningful amount of generation, this sub­

factor has a weighting of 5%. For electric transmission and distribution utilities without meaningful 
generation and for natural gas local distribution companies, this sub-factor has a weighting of 10%. 

How We Assess Generation and Fuel Diversity for the Grid 

Criteria include the fuel type of the issuer's generation and important power purchase agreements, the 
ability of the issuer to economically shift its generation and power purchases when there are changes in 
fuel prices, the degree to which the mility and its rate-payers are exposed to or insulated from changes 
in commodity prices, and exposure to Challenged Source and Threatened Sources (see the 

explanations tor how we generally characterize these generation sources in the table below). A regulated 
utility's capacity mix may not in itself be an indication of fuel diversity or the ability to shift fuels, 
since utilities may keep old and inefficient plants (e.g., natural gas boilers) to serve peak load. For this 

reason, we do not incorporate set percentages reflecting an "ideal" or "sub-par" mix for capacity or 
even generation. In addition to looking at a utility's generation mix to evaluate fuel diversity, we 
consider the eHiciency of the utility's plants, their placement on the regional dispatch curve, and the 

demonstrated ability/inability of the utility ro shift its generation mix in accordance wirh changing 
commodity prices. 

Issuers having a balanced mix of hydro, coal, natural gas, nuclear and renewable energy as well as low 
exposure to challenged and threatened sources of generation will score higher in this sub-factor. Issuers 
that have concentration in one or two sources of generation, especially if they are threatened or 
challenged sources, will score lower. 

In evaluating an issuer's degree of exposure to challenged and threarened sources, we will consider nor 
only rhe existence of rhose plants in rhe utility's portfolio, but also the relevant factors thar will 
determine the impact on the utility and on its rate-payers . For instance, an issuer that has a fairly high 
percemage of irs generation from challenged sources could be evaluated very differenrly if its peer 

utilities face the same magnitude of those issues than if its peers have no exposure (0 challenged or 
threatened sources. In evaluating threatened sources, we consider the utility's progress in its plan to 

replace those ~Ollfces, its reserve margin, the availability of purchased power capacity in rhe region, and 
the overall impact of the replacement plan on rhe issuer's rates relative (0 its peer group. Especially if 
there are no peers in rhe same jurisdicrion, we also examine the extent to which the utility's generation 
resources plan is aligned with the relevant government's fuel/energy policy. 



Factor 3: Diversification (10%) 

Weighting 10% 

Market Position 

Generation and Fuel 
Diversity 

Market Position 

Generation and Fuel 
Divers ity 

Sub-Factor 
Weighting 

5% • 

5% •• 

Sub-Factor 
Weighting 

5% .. 

5% ",. 

A .. 

A very high degree of multinational and 
regional diversity in terms of regulatory 
regimes andlor service territory 
economies. 

A high degree of diversity in terms of 
generation and/or fuel sources such that 
the utility and rate-payers ue weI! 
insulated from commodity price changes, 
no generation concentration, and very 
low exposu res to Challenged or 
Threatened Sources (see defin itions 
below). 

B. 

Operates in a market area wi th somewhat 
greater concentration and cyclica lity in 
the service territory economy and/or 
exposure to storms and other natural 
disasters, and thus less resilience to 
absorbing reasonably foreseeable 
increases in utility rates. May show 
somewhat greater volatil ity in the 
regulatory regime(s). 

Modest diversifica t ion in generation 
and/or fuel sources such that the utility 
or rate-payers have greater exposu re to 
commodi ty price changes. Exposure to 
Cha llenged and Threatened Sources may 
be more pronounced, but the utility will 
be able to access alternative sources 
without undue financial stress. 

A. 

Materia l operations in three or more nations 
or substantial geographic regions providing 
very good diversity of regu latory regimes 
and/or service territory economies. 

Very good diversification in term s of 
generation and/or fuel sources such that the 
utillty and rate-payers are affected on ly 
minimally by commod ity price changes, little 
generation concentration, and low exposu res 
to Cha llenged or Th reatened Sources. 

B 

Operates in a limited market area with 
material concentration and more severe 
cyclicallty in service territory economy such 
that cycles are of materially longer duration 
or reasonably foreseeable increases in utility 
rates could present a material challenge to 
the economy. Service territory may have 
geographic concentration that limits its 
resilience to storms and other natura l 
disasters, or may be an emerging ma rket. 
May show decided volati lity in the regu latory 
regime(s). 

Operates with little diversification in 
generation and/or fuel sources such that the 
utili ty or rate-payers have high exposu re to 
commodity price changes. Exposure to 
Cha llenged and Th reatened Sources may be 
high, and accessing alternate sources may be 
challenging and cause more financia l stress, 
but ultimately feas ible 

"1 0% weight for issuers that lack generat ion "0% weight for issuers that lack generation 

A 

Material opera tions in two to three nations, states, 
provinces or regions that provide good diversity of 
regulatory regimes and service territory 
economies. Alternately, operates within a single 
regulatory regime with low volatility, and the 
service terri tory economy is robust, has a very high 
degree of diversity and has demonstrated 
resil ience in economic cycles. 

Good diversificat ion in terms of generat ion and/or 
fuel sources such that the utility and rate-payers 
have only modest exposure to commodity price 
changes; however, may have some concentration 
in a source that is neither Cha llenged nor 
Th reatened. Exposure to Threatened Sources is 
low. While there may be some exposure to 
Challenged Sources, it is not a cause for concern. 

c .. 
Operates in a concentrated economic service 
territory with pronounced concentration, 
macroeconomic risk factors, and/or exposu re to 
natura l disasters. 

Operates with high concentration in generation 
and/or fuel sou rces such that the utility or rate­
payers have exposu re to commodity price shocks. 
Exposu re to Challenged and Threatened Sources 
may be very high, and accessing alterna te sou rces 
may be highly uncertain 
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B .. 

May operate under a Single regulatory regime viewed as 
having low volatility, or where multiple regulatory regimes 
afe not viewed as providing much diversity. The service 
territory economy may have some concentration and 
cycl icality, but is sufficiently resilient that it can absorb 
reasonably foreseeable increases in utili ty rates. 

Adequate diversification in terms of generation and/or fuel 
sources such that the utili ty and rate-payers have moderate 
exposure to commodity price changes; however, may have 
some concentration in a source that is Challenged. Exposure 
to Threatened Sources is moderate, while exposure to 
Challenged Sou rces is manageable. 

Definitions 

"Challenged Sources" are generation plants that face higher 
but not insurmountable economic hurd les resul ting from 
penalties or taxes on thei r operation, or from environmental 
upgrades that are requ ired or likely to be required. Some 
examples are carbon-emitting plants that incur ca rbon taxes, 
plants that must buy emissions credits to operate, and plants 
that must install environmental equipment to continue to 
operate, in each where the taxes/credits/upgrades are 
sufficient to have a material impact on those plants· 
competitiveness relalive to other generation types or on the 
utility's rates, but where the impact is not so severe as to be 
likely require plant closure. 

"Threatened Sources' are generation plants that are not 
currently able to operate due to major unplanned outages or 
issues with licensing or other regulatory compliance, and 
plants that are high ly likely to be required to de-activate, 
whether due to the effectiveness of currently existing or 
expected rules and regulations or due to economic 
challenges. Some recent examp les would include coal fired 
plants in the US that are not economic to retro-fit to meet 
mercury and air toxics standards, plants that cannot meet 
the effective date of those standa rds, nuclear plants in Japan 
that have not been licensed to re-start after the Fukushima 
Dai-ichi accident, and nuclear plants that are requ ired to be 
phased out wi thin 10 years (as is the case in some European 
countries). 



Factor 4 : FinanciaL Strength (40%) 

Why It Matters 
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Elenric and gas utilities are regulated, asset-based businesses characterized by la rge investments in 

long-lived properry, planr and equipmenr. Financial strengd1, including the abiliry to service debt and 
provide a re(Urn to shareholders, is necessary for a urility ro anract capital at a reasonable cost in order 
ro invest in its generation, transmission and distribution assets, so that the utility can fulfill its service 
obligations at a reasonable cost ro rate-payers. 

How We Assess It for the Grid 

In comparison to companies in other non-financial corporate seaors, the financial statements of 
regu lated elecrric and gas utilities have cerrain unique aspects that impact financial analysis, which is 

furrher complicated by disparate treannenr of cerrain elements under US GeneraUy Accepted 
Accounting Principles (GAAP) versus Inrernational Financial Reporring Standards (IFRS). Regularory 
accouming may permit utilities ro defer cerrain costs (thereby creating regulatory assets) that a non­
utility corporate entity would have to expense, For instance, a regulated utility may be ab le to defer a 

substantial porrion of cos ts related ro recovery from a storm based on the general regulatory framewo rk 
for those expenses, even if the utiliI)' does not have a specific order to colien the expenses from 
ratepayers over a set per iod of time. A regulated utility may be able ro accrue and defer a return on 

equity (in addition to capitalizing interest) fo r construction-work- in-progress fo r an approved project 
based on [he assumption that it will be able to collect that deferred equity return once the asset comes 
into service. For this reason, we focus more on a utility's cash Row than on its reponed net income. 

Conversely, utili ties may collect certain cos ts in rates well ahead of the time they must be paid (for 
instance, pension COSts), thereby creacing regulatory liabilities. Many of our metries focus on Cash 
Flow from Operations Before Changes in Working Capital (CFO Pre-WC) because, un like Funds 
from Operations (FFO), it captures the changes in long-term regulawry assets and liabilities. 
However, under IFRS the two measures are essentially the same. In genera!, we view changes in 

working capital ilS less importam in utility financial analysis because they are often either seasonal (for 
example, power demand is generally greatest in the summer) or caused by changes in fuel prices that 
are [ypically a relatively automatic pass-through to the custOmer. We will nonetheless examine the 
impacr of working capital changes in analyzing a utility's liquidity (see Other Rating Considerations­

Liquidity). 

Given [he long-term nature of utility assets and the often lumpy narure of thei r capital expendirures, it 
is important to analyze both a util ity's historical financial performance as well as its prospective future 

performance, which may be different from backward-looking measures. Scores under this factor may 
be higher or [ower than what might be expected from historical results, depending on our view of 
expected Futu re perFormance. In the illust rative mapping examples in this document, the scoring grid 
uses three year averages for the financial strength sub-factors. Multi-year periods are usually more 

representative of credit quality because utilities can experience swings in cash flows from one-time 
events, including such items as rate refunds, srorm cost deferrals that create a regulatory asset, or 

securi tization proceeds that reduce a regula wry asset. Nonetheless, we also look at trends in metri es 
for individual periods, which may influence our view of future performance and ratings. 

For th is scoring grid, we have identified four key ratios [hat we consider the most consistently useful in 

the analysis of regula red elect ric and gas utilities. However, no single financial ratio can adequately 
convey the relative credit strength of these highly diverse companies. Our ratings consider the overall 
financial strength of a company, and in individual cases other financial indicators may also play an 
important role. 
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T he cash flow inreresr coverage ratio is an indicator for a utility's ability to cover the COSt of its 
borrowed capital. The numeraror in the rat io calculation is the sum of eFO Pre-we and interest 

expense, and the denominator is interest expense. 

CFO f're- Workillg Capital/Debt 

This imporram merric is an indicawr for the cash generat ing abi li ty of a uri lity compared (0 its roeal 
debt. The numemtor in rhe ratio calculation is epo Pre-We, and the denom inator is roral debt. 

CEO Pre-Working Capita! Minus Dividends I Debt 

T his ra tio is an indicaror for fi nancial leverage as well as an indicaror of the strength of a utility's cash 
flow after div idend payments are made. Dividend obligations of utilities are often substantial, quasi­

permanem outflows thar can affect dle ability of a utili ty to cover its debt obligations, and this ratio 
can also provide insight imo the financial policies of a util ity or utility holding company. The higher 
the level of retai ned cash flow relative to a uril ity's debt, the more cash the lltility has to su pport its 
capital expendirure program . The numerator of th is ratio is CFO Pre-We minus dividends, and the 
denomi naror is [Otal debe. 

DcbtlCapitaliZlltiol1 

This ratio is a traditional measure of balance sheet leverage. The numerator is total debt and the 

denomina(Qf is cot<11 cap italization. All of our ratios are calculared in accordance with Moody's 
st~mdard adjustments7, bur we no te that our definition of total capi talization includes deferred taxes in 
addition (Q total debt, preferred stock, other hybrid securities, and common equi ty. Si nce the presence 
or absence of deterred faxes is a fu nction of national tax policy, comparing utilities using th is ratio may 

be more meaningful among utilides in the same country or in countr ies with sim ilar tax policies. High 
debt levels in comparison (Q capitalization can indicate higher imerest obligadons, can limit the ability 
of a utility [Q raise additional financing if needed, and can lead (Q leverage covenanr violati ons in bank 
credit faciliries or other financing ag,reements8. A high ratio may result from a regulatOry framewo rk 

that does nOt permit a robust cushion of eq uity in the capital st ructure, or from a material write-off of 
an as..<;er, which may not have im pacted current period cash flows but could affect future per iod cash 
flows relative to debt. 

T here are twO sets of thresholds fo r three of these ratios based on the level of the issuer's business risk­

the Standard G rid and the Lower Business Risk (LBR) G rid. In our view, the different types of utility 
entities covered under rhis methodology (as desc ribed in Appendix E) have differem levels of business 

risk. 

Generacion util ities and vertically integrated utilities generally have a higher level of business ri sk 

because they are engaged in power generation, so we apply the Standard Grid. We view power 
genera tion as the highest- risk component of the electric utility business, as generation plants are 
typica lly the most expensive part of a urility's infrastructure (representing asset concentration risk) and 
are subject to the greatest risks in both construction and operarion, including the risk that incurred 
COStS will ei ther nor be recovered in rates or recovered with marerial delays . 

In certain circumsrance~, anal)'s£s may also arply specific adjusrl1l <.:nrs. 

R We also examine debr/capiraliz:lI ion ratios as defi ned in applicable covenams (which typically exclude deferred faXes from capitalization) relative to {he covenant 

threshold level. 
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Other rypes of utilities may have lower business risk, such that we believe that they are most 

appropriately assessed using the LBR G rid. due ro factors that could include a generally greater transfer 
of risk to customers, very strong insulation from exposure (Q commodity price movements, good 
protecrioll from volumetric risks. fa irly limited capex needs and low exposure to srorms, major 
accidents and natural disas ters. For instance, we rend (Q view many US Ilatural gas local distriburion 

companies (LDCs) and certain US electric transmission and disrriburion companies (T&Ds. which 
lack generation bur generally retain some procurement responsibi lities for cusmmers), as typically 
having a lower business risk profile than their ve rtically integrated peers. In cases ofT&Ds thar we do 

no t view as having materially lower risk than their verrically integrated peers, we will apply the 
Standard grid. This could resul t from a regula tory framework char exposes them to energy supply risk, 

large capital expenditures for required ma.imenance or upgrades. a heiglHened degree of exposure (Q 

caras trophic storm damage. or increased regulatory scrutiny due to poor reliabili ty. or other 
considerations. The Standard Grid will also apply to LDCs that in our view do not have materially 
lower risk; for inscance. due ro their ownership of high pressu re pipes or older sysrems requiring 
ex tensive gas main replacements, where gas com modity costs are nO[ fully recovered in a reasonably 

contemporaneous manner, or where rhe LDC is not well insula ted from declining volumes. 

T he four key ra rios, their weighting in the gr id, and the Srandard and LBR scoring thresholds are 
detailed in the fo llowing tab le. 

Factor 4 : Financial Strength 

Weighting 40% 

CFO pre-WC + Interest I 
Interest 

CFO pre-WC I Debt 

CFO pre-We - Dividends I 
Debt 

Debt f Capitalization 

Sub-Factor 
Weighting Aa. A, A Ba. B, B Ca. 

7.5% 

15% 

10% 

7.5% 

2: Bx 6x - 8x 4.5x - 6x 3x - 4.5x 

Standard Grid 2:40% 30% - 40% 22%-30% 13% - 22% 

Low Business 
2: 38% 27% - 38% 19% - 27% 11% -19% 

Risk Grid 

Standard Grid 2:35% 25% - 35% 17% - 25% 9% -17% 

Low Business 
Risk Grid 

2:34% 23% - 34% 15% - 23% 7% -15% 

Standard Grid < 25% 25% - 35% 35% - 45% 45% - 55% 

Low Business 
<29% 29% - 40% 40% -50% 50% - 59% 

Risk Grid 

Notching for StructuraL Subordination of HoLding Companies 

Why It Matters 

2x - 3x 1x - 2x 'h 

5% -13% 1%-5% < 1% 

5% -11% 1%-5% < 1% 

0% - 9% (5%) - 0% < (5%) 

0%-7% (5%) - 0% , (5%) 

55% - 65% 65% - 75% 2:75% 

59% - 67% 67% - 75% 2:75% 

A typical utility company structu re consists of a holding company (" Holdeo") that owns one or more 
opera ring subsidiaries (each an "Opeo") , OpCos may be regu lated utilities or non-utility com panies. 

A Holdeo typically has no operations - irs assers are mosrly lim ired ro irs equity interests in 
subsidiaries, and potentially other invem11enrs in subsidiaries that ,He structured as advances, debr, or 
even hybrid securities, 

Most HoldCos presenr their financial statements on a consolidated basis that blurs legal considerations 
abol!( priority of creditors based on the legal structure of the fam il y. and grid scoring is thus based on 
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consolidated rados. However, HoldCo creditors typica lly have a secondary claim on rhe group's cash 
Rows and assets after OpCo cred itors . We refer to this as srrucmral subordination, because it is the 

corporate legal structure, rather than specinc subordination provisions, that causes creditors <l.t eAch of 
the utility and non-ut ility subsidiaries to have a more direct claim on rhe cash flows and asse ts of the ir 
respective OpCo obl igors. By contrast, the debt of rhe HoldCo is typ ically serviced pr imarily by 
dividends that are up-streamed by the OpCOS9. Under normal circumsrances. these dividends <l.re 

made from net income, after payment of the OpCo's interest and preferred dividends. In most non­
fina ncial corporate sectors where cash often moves freely bervveen the entities in a single issuer fami ly, 
this d ist inction may have less of an impact. However, in the regulated util ity sector, barriers to 

movement of cash among companies in the corporate family can be much more restrictive, depending 
on the regu latory framework. These barriers can lead to sign iflcanrly different probabili ties of default 
fo r HoldCos and OpCos. Structural subordination also affects loss given default. Under most 
defaul r lO scenarios, an OpCo's creditors wil l be satisfied from the value residing at that OpCo before 

any of the OpCo's assets can be used ro s<l. risFy claims of the HoldCo's credirors. The preVillence of 
debt issuance at the OpCo level is :lI1other reason that structura l subordination is usually a more 
seri ous concern in the utility sector than for investment grade issuers in other non-finan cial corporate 

sectors. 

The grids for facm rs 1-4 are primarily oriemed to OpCos {and m some degree I-or HoldCos with 
minimal current strucmral subordination; for exam ple. there is no current structural subordination to 
debt at the operating company if all of the utility family's debt and preferred stock is issued ;H the 
HoldCo level, although there is structural subordinat ion to other liabilities at the OpCo level}. The 

additional risk from structural subordination is addressed via a notching adjus tment to bring grid 
outcomes (on average) closer to the acmal raci ngs of HoldCos. 

How We Assess It 

Grid- indicated ratings of holding companies Illay be notched down based on structural subordinariol1. 
The risk factors and mitigams that impact structural subordination are varied and can be present in 
di fferent combi nations, sllch thac a formu laic approach is not practical and case-by-case analyst 

judgmem of the interaction of all pertinent EKt"o rs that may increase or decrease its importance to the 
credit risk of an issuer are essential. 

Some of (he porcnrially pertinent faewrs char could increase the degree and/or impact of structural 
subordination include the following: 

» Regulatory or other barriers to cash movement from OpCes to HoldCo 

» Specif1c ring-lcncing provisions 

» Strict nnancial covenants at rhe OpCo level 

» Higher leverage at the O pCo level 

» Higher leverage at the HoldCo level I I 

» Significant dividend limitarions or potenriallimit3tions at an imporrant OpCo 

» HaldCo exposure to subsidiaries wi th high business risk or vola tile cash flows 

~ The HoldCo and opeo nlly also ha\'c imcrcompany ,lgreemcnrs, including ra.x sharing agreements, that can be another source of cash [0 rhe HoldCo. 

I" AClUal priority in a J efault scenarin will he determinnl by man)' fac[llf1l. incluJing the corpurare and hankruptc), law.~ of rh l! ju risJictiun. (he asSd value of I!ach 0 pCl), 
specific financing tefms, ilHer-reiationships among members of tho;: famil}'. etc. 

11 While higher Io;:verag.c ar rhe HoldCo does nor incro;:a~ slrucmral subordination pef 5(' , i[ exacerbates (he impact of any slructu ral subordination thar exists 
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» T he group's investmenr program is primarily in busi nesses that are higher risk or new to the group 

Some of the potentia lly mitigadng Fac(Qrs thar could decrease rhe degree and/or impacr of structural 
subordi nation include the fo llowi ng: 

» Subsunria l dive rsity in cash flows From a va riety of utiliry OpCos 

» Meaningful dividends to HoldCo from un levered utility OpCos 

» Dependable, meaningful dividends to Holdeo from non-utility OpCos 

» The group's inves rm em program is primari ly in strong miliry businesses 

» Inter-company guaramees - however, in many jurisdictions the value of an upstream guarantee 

may be limited by certain factors, including by the value chat the OpCo received in exchange for 

granting the guarantee 

Notching for structural subordination within the grid may range from 0 (Q negative 3 notches. 
Ins tances of extreme structural subordination are relatively rare, so the grid convention does not 
accommodate wider differences, although in the instances where we believe it is present, actual rati ngs 

do re fl ect the full impact of structural subordination . 

A related issue is the rela tionship of ratings wi th in a miliry fami ly with muldple operating companies , 
and sometimes intermediate holding compan ies. Some of the key issues are the same, such as the 

relative amounts of debt at the holding company level compa red to the operating company level (or at 
one OpCo re1adve to another), and the degree to which operati ng com pan ies have credit insulation 
due to regulation or other protective factors. Appendix D has additional insights on ratings with in a 
mility family. 

Rating Methodology Assumptions and Limitations, and Other Rating Considerations 

The grid in th is ra ting methodology represents a decision to favor sim plicity that enhances 

transparency and to avoid greater com plex..iry tha t would enable the grid to map morc closely to actual 
ratings. Accordingly, (he four rating fac cors and rhe notching factor in d1e grid do not consri[U[e an 
exhaustive creatmem of all of the considerations tha r are important for ratings of com panies in the 

regula ted electric and gas utility sector. In addition, our ratings incorporate expecta tions for future 
perfo rmance, whi le the financial information that is used to illustrate the mapping in the grid in this 
document is main ly historical. In some cases, our expectations for future performa nce may be 
inform ed by confl dential information that we can't disclose. In other cases, we escimate future resul ts 

based upon past performance, industry trends, competitor actions or other factOrs. In either case, 
predicting the furure is subject (0 the risk of substantial inaccuracy. 

Assumptions that may calise our forward-looking expectations to be incorrect include unanticipated 
changes in any of the following fac mrs: the macroeconomic environment and general financial market 
conditions, industry competition, disru ptive technology, regulamry and legal actions. 

Key raring assumptions thar apply in this secror include our view [hat sovereign credit ri sk is strongly 
correlated with rhat of other domestic issuers, that legal priority of claim affects average recovery on 
different classes 01-" debt, suHkiencly to generally warrant differences in rarings for different debe classes 
of the same issller, and the assumprion that access [Q liqu idity is a srrong drive r of credit risk. 
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In choosing metrics for rhis racing methodology grid , we did not explicitly include certain importanr 
facwrs that are common to all companies in any industry such as the quali ty and experience of 
management, assessments of corporate governance and the quali ty of f-lnancial reporting and 

informacion disclosure. Therefore ranking these facrors by raring category in a grid would in some 
cases suggest roo much precision in the relative ranking of particular issuers aga inst all other issuers 
(har are rared in va rious industry secrors. 

Ratings may include additional facrors that are difficult ro quantifY or that have a meaningful effect in 
differentiat ing credi t qualicy only in some cases, btl( not al l. Such facto rs include financial concrols, 
exposure to uncertain licensing regimes and possible government interference in some countries. 
Regularory, licigarion, liquidity, technology and repu(<l riona i risk as well as changes to consumer and 
business spendin g parrerns, competitor strategies and macroeconomic trends also affect ratings. While 

these are important consicienHions, it is nOt possib le [Q precisely express these in rhe rating 
methodology grid without making the grid excessively complex and significantly less transparent. 
Ra tings may also reflect circumstances in which the weighting of a particular facto r will be 

subs tantiaJly diflerent From the weighting suggested by the grid. 

T his variation in weigluing nHing considerations can also apply to facrors that we choose nor to 
represent in rhe grid. For example, liquidity is a consideradon frequently critical to ratings and which 
may not, in other ci rcllmstances, have a substantial impaCt in discriminating between two issuers with 
a similar credit proHle. As an example of the limif<l.tions, ratings can be heavily affected by extremely 
weak liqu idicy that magn ifies default risk. However, two identical companies might be rated the same 

if their only differentiating feature is that one has a good liquidity position while the other has an 

extremely good liquidity position . 

Other Rating Considerations 

Moody's considers other factors in add ition to those discllssed in this report, but in most cases 
understanding rhe considerations discussed herein should enable a good approximadon of our view on 
rhe credit quality of companies in rhe regulated electric and gas utilities sec[Or. Ratings consider our 

assessment of the quality of management, corporate governance, f-1nanc iaJ controls, liquidity 
Ill<lnagement, evenr risk and seasonali ty. The analysis of these factors remains an integral parr of our 

rating process. 

Liquid ity and Access to Capital Markets 

Liquidity analys is is a key element in the financial analysis of electric and gas utilities, and it 

encompasses a company's abilicy ro generate cash from internal sources as well as the availability of 
exrernal sources of financing (0 su pplem ent these internal sources. Liquidity and access to financing 
are of panicular importance in th is senor. Utility assets can often have a very long usefullile- 30, 40 

or even 60 years is not uncommon, as well as high price tags. Partly as a result of construction cycles, 
th e utili ty sector has experienced prolonged periods of negadve free cash flow - essentially, rhe sum of 
its dividends <lnd its capital expenditures for maintenance and growth of irs infrasrfUnure frequenrly 

exceeds cash from operations, such that a portion of capical expenditures must routinely be debt 
fi nanced. Utilities are among rhe larges t debt issuers in rhe corporate universe and typically require 

consistent access ro the capira l markeoi to assure adequate sources of funding and to maintain financial 
flexibility. Substantial portions of capex are non-discredonary (for example, maintenance, adding 
customers to the network, or meering environmental mandates); however, utilities were swift to cut or 

defer discrerionary spending during the 2007-2009 recession. Dividends rep resent a qllasi-permanenr 
outlay, since utili ties will typically only rarely cur their dividend. Liquidity is also important to meet 
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maturing obligations, which often occur in large chunks, and (Q meet collateral calls under any 
hedging agreements. 

Due (Q the importance of liquidity, incorporating it as a fac(Qr with a flxed weighting in the grid 
would suggest all importance level that is often En diHerem from the actual weight in the rating. In 
normal circumstances most companies in r.he sector have good access to liquidity. The industry 

generally requires, and for the most part has, large, syndicated, multi-year committed credit facilides. 
In addition, utilities have demonstrated strong access to capital markets , even under difficult 
conditions. As a result, liquidiry has generally not been an issue for most utilities and a utility with 

very strong liquidity may not warrant a radng distinction compared to a utiliry with strong liquidiry. 
However, when there is weakness in liquidity or liquidity management, it can be rhe dominant 
consideration fo r ratings. 

Our assessment of liquidity for regulated utilities involves an analysis of total sources and uses of cash 

over the next 12 months or more, as is done For all corporates. Using our financial projections of the 
utiliry and our analysis of its available sources of liquidiry (including an assessment of the quality and 
reliability of alternate liquidity such as committed credit facilities), we evaluate how its projected 
sources of cash (cash from operat ions, cash on hand and existing committed mulri-year credit Elcilities) 

compare r.o its projecred lIses (including all or most capital expenditures, dividends, mamrities of short 
and long-term debt, our projection of potentialliquidiry calls on financial hedges, and important 
issuer-specific items such as special tax payments). We assume no access to capital markets or 
additional liquidity sources, no renewal of existing credit facilit ies, and no Cllt to dividends. We 

examine a company's liquidiry profile under this scenario, its abiliry to make adjustments to improve 
irs liquidiry position, and any dependence on liquidity sources wi th lower qualiry and reliability. 

Management Quali ty and Financial Po licy 

The quality of managemem is an important factor supporting the credit strength of a regulated utility or 
miliry holding company. Assessing the execution of business plans over rime can be helpful in assessing 
management's business strategies, policies, and philosophies and in evaluating management performance 

relative to performance of competitors and our projections. A record of consistency provides Moody's 
with insight into management's likely future performance in stressed situation.~ and can be an indicator of 
management's tendency to depart signitlcandy from its stated plans and guidelines. 

We also assess financial policy (including dividend policy and planned capital expenditures) and how 
man<lgemem balances the potentially competing interests of shareholders, fixed income investors <lnd 
other stakeholders. Dividends and discretionary capical expendicures are the [wo primary components 
over which management has the greatest control in the shon term. For holding companies, we 
consider the extent to which management is willing stretch its payour ratio (through aggressive 

increases or delays in needed decreases) in order to satisfy common shareholders. For a utility that is a 

subsidiary of a parent company with several utility subsidiaries, dividends to the parent may be more 
volatile depending on the cash generation and cash needs of that utility, because parents typically want 
to assure that each utility maimains the regulatory debt/equity ratio on which its rates have been set. 

The effect we h;we observed is that utility subsidiaries often pay higher dividends when they have 
lower capital needs and lower dividends when they have higher capital expenditures or other cash 
needs. Any dividend policy that curs inco the regulatory debt/equity ratio is a material credit negative. 
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The siz.e and scale of a regulated utilicy has generally not been a major determinant of its credit 
strength in the same way thar it has been For most other industrial sec(Qrs. While size bring.s cenain 

economies of scale that can somewhat affect the utility's cost structure and competitiveness, ra tes are 

more heavily impacted by costs related to fuel and fixed assets. Particularly in the US, we have no t 
observed m<ueriai differences in rhe success of uti lities' regulatory outreach based on their size. Smaller 

utilities have sometimes been better able to focus thei r attention on meeting the expectations of a 
single regulator chan their mu lti-stare peers. 

However, size can be a very importanc factor in our assessment of certain risks thar impact ra tings, 
including exposure to narural disasters, cuswmer concentrarion (primarily to indusrrial cusromers in a 

single sectOr) and construction risks associated wirh large projects. While rhe grid attempts to 

incorporate the first two of these into Factor 3, for some issuers these considerations may be 
sufficiently importanr thar the rating reflects a greater weight for these risks. While construction 
projects always carry the risk of cost over-funs and delays, these risks are materially heightened for 
projects dut are very large rela tive to the size of the utility. 

Interaction of Utility Ratings with Government Policies and Sovereign Ratings 

Compared to most industrial sectors, regulated utilities are more likely to be impacted by government 
actions. Credit impacts can occur direcrly through ra te regulation, and indirectly through energy, 
environmental and tax policies. Government actions affect fuel prices, the mix of generating plants, the 
certainty and timi ng of revenues and costs, and the likelihood that regulated milides will experience 
financial stress. While our evolving view of the impact of such policies and the general economic and 
financial climare is reflected in ratings fOf each utility, some considerations do not lend themselves to 
incorporation in a simple ratings grid. 11 

Diversified Operations at the Utility 

A small number of regulated utilities have diversified operations that are segmems within the utility 
company, as opposed (Q the more common practice of housing such operations in one or more 
separate affiliates. In general, we will seek to evaluate the other businesses that are material in 
accordance with the appropriate methodology and the rating will reflect considerations from such 
methodologies. There may be analyticallimitarions in evaluating rhe miliry and non-utility businesses 
when segment financial results are nor fully broken om and these may be addressed through estimarion 
based on available information . Since regulated utilities are a relatively low risk business compared to 

o ther corporate sectors, in most cases di vers ified non-utility operations increase (he business risk profile 
of a utility. Reflecting this tendency, we note that assigned ratings are typically lower than grid­
indicated ra tings for such companies. 

Event Risk 

We also recognize the possibility chac an unexpected event could cause a sudden and. sharp decline in 
an issuer's fundamental creditworthiness. Typical special events include mergers and acquisirions, asser 
sales, spin-offs, capital restrLlcturing programs, litigation and shareholder distributions. 

11 See also [he cross-s~(ror merhodology How Sovereign Credir Ol13lir), May Affec[ OIher Rarings February 2012. 
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Among the areas of focus in corporate governance arc audit comm ince financial expertise, the 

incentives crc.u cd by execmive compensation packages, related parry transactions, interact ions with 

outside auditors. and ownership struc[Ure. 

Investment and Acquisition Strategy 

In our credit assessment we rake into consideration management's investment strategy. Investment 

strategy is bench marked with that of the other companies in the rated universe to fu rther verify iL'~ 

consistency. Acquisitions can strengthen <1 company's business. Our assessmenr of a com pany's 
colerance for acquisitions ar a given ra ci ng level takes into consideration (l) managernem's risk 

appetite, including the likelihood of fur ther acquisitions over the medium term; (2) share buy-back 

activity; (3) rhe compa ny's commirmem co specific leverage targets; and (4) the volatility o f rhe 
underlying businesses, as well as that of the busi ness acquired . Ratings can often hold after acquisitions 

even if leverage temporarily climbs above normally acceptable ranges. However, th is d epends on (1) 

rhe strategic fit; (2) pro-forma capitalizacionlleverage following an acquisition; and (3) oll r confidence 
that cred it metrics will be restored in a relatively short rimeframe. 

Financial Controls 

We rely on rhe accuracy of audited fi nancial statements to assign and monitor ratings in chis sec[Qr. 

Such accuracy is on ly possible when companies have sufficiem imernal comrols , including centralized 

operations, rhe p roper [Qne at the ra p and consistency in accounring pol icies and procedu res. 

Weaknesses in rhe overall financial repordng processes, financial sta temem restatements or delays in 
regula[Qry fIl ings ca n be indica tio ns of a potential breakdown in internal controls. 
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For the 45 representative utilities shown in the illustra£ive mapping examples, the grid-indicated 
ratings map to current ass igned rarings as follows (see Appendix BfaI' rhe details): 

» 33% or ] 5 companies map ro (heir assigned rating 

» 49% or 22 companies have grid-indica ted ratings thac arc within one alpha-numeric notch of their 

assigned rating 

)} 16% or 7 compa nies have grid-indicated ratings that are wi thin two alpha-numeric nQ(ches of 

their assigned rating 

» 2% or 1 company h<.ls <I. grid- indicated rating (h:u is wirhin three alpha-numeric notches of its 

assigned rating 



Grid Indicated Rating Outcomes 

Map to Assigned Rating 

American Electric Power Company, Inc. 

China Longyuan Power Group Corporation Ltd. 

Chubu Electric Power Company, Incorporated 

Entergy Corporation 

FortisBC Holdings Inc. 

Great Plains Energy Incorporated 

Hokuriku Electric Power Company 

Madison Gas & Electric 

MidAmerican Energy Company 

Mississippi Power Company 

Newfoundland Power Inc. 

Oklahoma Gas and Electric Company 

Osaka Gas Co., Ltd. 

Saudi Electricity 

Wisconsin Public Service Corporation 

Map to Within Two Notches 

Ameren Illinois Company 

Consumers Energy Company 

Distribuidora de Electricidad La Paz SA 

Empresa Electrica de Guatemala, SA (EEGSA) 

Gail (India) Ltd 

Gas Natural Ban, SA 

Ohio Power Company 
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Map to Within One Notch 

Appalachian Power Company 

Arizona Public Service Company 
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China Resources Gas Group Limited 

Duke Energy Corporation 

Florida Power & Light Company 

Georgia Power Company 

Hawaiian Electric Industries. Inc. 

Idaho Power Company 

Kansai Electric Power Company, Incorporated 

Korea Electric Power Corporation 

MidAmerican Energy Holdings Co. 

Niagara Mohawk Power Corporation 

Northern States Power Minnesota 

Okinawa Electric Power Company, Incorporated 

PacifiCorp 

Pennsylvania Electric Company 

PNG Companies 

Public Service Company of New Mexico 

SCANA 

Southwestern Public Service Company 

UGI Utilities. Inc. 

Virginia Electric Power Company 

Map to Within Three or More Notches 

Western Mass Electric Co. 



Appendix A: Regulated Electric and Gas Utilities Methodology Factor Grid 

Factor 1a: l egislative and Judicia l Underpinnings of the Regulatory Framework {12.5%} 
A .. 

Utility regulation occurs under a fully developed 
framework that is national in scope based on legislation 
that provides the utility a nearly absolute monopoly 
(see note'_ within its service territory. an 
unquestioned assurance that rates will be set in a 
manner that will permit the utility to make and recover 
all necessary investments, an extremely high degree of 
clarity as to the manner in which utilities will be 
regulated and prescriptive methods and procedures for 
setting rates. Existing utility law is comprehensive and 
supportive such that changes in legislation are not 
e)(pected to be necessary; or any cha nges that have 
occurred have been strongly supportive of uti lities 
credit quality in general and sufficiently forward ­
looking so as to address problems before they occurred. 
There is an independent judiciary that can arbitrate 
disagreements between the regulator and the utiLity 
should they occur, including access to national courts, 
very strong judicial precedent in the interpretation of 
utility laws, and a st rong rule of law. We expect these 
condit ions to continue. 

B, 

A. 
Utility regulat ion occurs under a fully developed national, 
state or provincial framework based on legislation that 
provides the utility an extremely strong monopoly (see 
note 1) within its service territory, a strong assurance, 
subject to limited review, that rates will be set in a manner 
that will permit the utility to make and recover all 
necessary investments, a very high degree of clarity as to 
the manner in which utilities will be regulated and 
reasonably prescriptive methods and procedures for setting 
rates. If there have been changes in utility legislation, they 
have been timely and clearly credi t supportive of the issuer 
in a manner that shows the util ity has had a strong voice in 
the process. There is an independent judiciary that can 
arbitrate disagreement s between the regulator and the 
utility, should t hey occur including access to national 
courts, strong judicial precedent in the interpretation of 
ut ility laws, and a strong rule of law. We expect these 
condit ions to continue. 

B 

A 

Utility regulation occurs under a well developed 
national, state or provincial framework based on 
legislation that provides the utility a very strong 
monopoly (see note 1) within its service 
territory, an assurance, subject to reasonable 
prudency requirements, that rates will be set in a 
manner that will permit the utility to make and 
recover all necessary investments, a high degree 
of clarity as to the manner in which utilities will 
be regulated, and overall guidance for methods 
and procedures for setting rates. If there have 
been changes in utility legislation, they have 
been mostly timely and on the whole credit 
supportive for the issuer, and the uti lity has had 
a clear voice in the legislative process. There is 
an independent judiciary that can arbitrate 
disagreements between the regulator and the 
utility, should they occur, including access to 
nat ional courts, clear judicial precedent in the 
interpretation of utility law, and a strong rule of 
law. We expect these conditions to continue. 

c .. 
Utility regulation occurs (i) under a national, state, Utility regulation occurs (i) under a national, state, Utility regulation occurs (i) under a nati onal, 
provincial or municipal framework based on legislation provincial or municipal framework based on legislation or state, provincial or municipal framework based 
or government decree that provides the utility a government decree that provides the utility monopoly on legislation or government decree that 
monopoly within its service territory that is generally within its service t erritory that is reasonably strong but may provides the utility a monopoly within its service 
strong but may have a greater level of except ions (see have important exceptions. and that, subject to prudency territory, but with li tt le assurance that rates will 
note 1), and that, subject to prudency requirements requirements which may be stringent or at t imes arbitrary, be set in a manner that will permit the utility to 
which may be stringenl. provides a general assurance provides more limited or less certain assurance that rates make and recover necessary investments; or (ii) 
(with somewhat less certainty) that ra tes will be set will be set in a manner that will permit the utility to make under a new framework where we would expect 
will be set in a manner that will permit the utility to and recover necessary investments; or (ii) under a new unpredictable or adverse regulation, based either 
make and recover necessary investments; or (ii) under a framework where we would e)(pect less independent and on the jurisdiction's history of in other sectors or 
new framework where the jurisdiction has a history of transparent regulation, based either on the regulator'S other factors. The judiciary that can arbitrate 
less independent and transparent regula tion in other history in other sectors or other factors. The judiciary that disagreements between the regulator and the 
sectors. Either: (i) the judiCiary that can arbitrate can arbitrate disagreements between the regulator and t he utility may not have dear authority or is viewed 
disagreements between the regulator and the uti lity utility may not have clear authority or may not be fully as not being fully independent of the regulator or 
may not have dear authority or may not be fully independent of the regulator or other poli tical pressure, but other political pressure. Alternately, there may 
independent of the regulator or other polit ical pressure, there is a reasonably strong rule of law. Alternately, where be no redress to an effective independent arbiter. 
but there is a reasonably strong rule of law; or (ii) there is no independent arbiter, the regulation has been The abiLity of the utility to enforce its monopoly 
where there is no independent arbiter, the regulation applied in a manner that often requires some redress or prevent uncompensated usage of its system 
has mostly been applied in a manner such redress has adding more uncertainty to the regulatory framewo rk. may be limited. There may be a risk of creditor-
not been required. We expect these conditions to There may be a periodic risk of credit or-unfriendly unfriendly nationalization or other significant 
continue. government intervention in utility markets or rate-setting. intervention in utility markets or rate-setti ng. 
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B .. 

Utility regulation occurs (i) under a national, state, provincial or 
municipal framework based on legislation that provides the utility a 
strong monopoly within its service terri tory that may have some 
exceptions such as greater self-generation (see note 1), a general 
assurance that, subject to prudency requirements that are mostly 
reasonable, rates will be set will be set in a manner that will perm it 
the utility to make and recover all necessary investments, reasonable 
clarity as to the manner in which utilities will be regulated and 
overall guidance for methods and procedures for setting rates; or (ii) 
under a new framework where independent and transparent 
regulation exists in other sectors. If there have been changes in 
utility legislation, they have been cred it supportive or at least 
balanced for the issuer but potentially less timely, and the uti lity had 
a voice in the legislative process. There is either (i) an independent 
judiciary that can arbitrate disagreements between the regulator and 
the util ity, including access to courts at least at the state or 
provincial level, reasonably clear judicial precedent in the 
interpretation of utility laws, and a generally strong rule of law; or 
(i i) regulation has been applied (under a well developed framework) 
in a manner such that redress to an independent arbiter has not been 
required. We expect these conditions to continue. 

Note 1: The strength of the monopoly refers to the legal. regulatory and practical obstacles for customers in the utility'S territory to obtain service from another provider. E)(amples of a weakening of the monopoly would include the ability of a city or large user to 
leave the utility system to set up their own system, the extent to which self-generation is permitted {e.g. cogeneration) and/or encouraged (e.g., net metering, DSM generation), At the lower end of the ratings spectrum, the utility's monopoly may be challenged by 
pervasive theft and unauthorized use. Since utilities are generally presumed to be monopolies, a strong monopoly position in itsell is not sufficient for a strong score in this sub-factor, but a wea~ening of the monopoly can lower the score. 



Factor 1b: Consistency and Predictability of Regulation (12.5%) 

A .. 

The issuer's interaction with the regulator has 
led to a strong, lengthy track record of 
predictab le, consistent and favorable decisions. 
The regulator is highly credit supportive of the 
issuer and utilities in general. We expect these 
conditions to continue. 

. , 
We expect that regulatory decisions will 
demonstrate considerable inconsistency or 
unpredictability or t hat decisions will be 
politica lly charged, based either on the issuer's 
track record of interaction with regulators or 
other govern ing bodies, or our vi ew that 
decisions will move in this direction. The 
regulator may have a histo ry of less credit 
supportive regulatory decisions with respect to 
the iss ue r, but we expect that the issuer will be 
able to obtain su pport wh en it encounters 
fi na ncia l stress, with some potentially material 
delays. The regulator's authority may be eroded 
at times by legislative or political act ion. The 
regulator may not follow the framework for 
some material decisions. 

A, 

The issuer's interaction with the regu lator has a led 
to a considerable t ra ck record of predominantly 
predicta ble and consistent decisions. Th e regu lat or 
is mostly credit sup portive of utilities in general and 
in almost all instances has bee n highly credit 
supportive of t he issuer. We expect t hese 
conditions to co ntinu e. 

• 
We expect that regulatory decisions will be largely 
unpred ictable or even somewhat arb itrary, based 
eit her on t he issuer's t rack record of interact ion with 
regulato rs or other governing bod ies, or our view 
t hat decisions will move in this direction . However, 
we expect t hat the issuer will ult imately be ab le to 
obtain support when it encounters financial stress, 
albe it with material or more extended de lays . 
Alternate ly, the regu lator is untested, lacks a 
co nsistent track record, or is undergoing substantial 
change. The regulator's authority may be eroded on 
frequent occasions by legis lative or political action. 
The regu lator may more frequently igno re t he 
framework in a manner detrimental to the issuer. 

A 

Th e issuer's interaction with the regulator 
has led to a t rack record of largely 
predictable and consistent decisions. The 
regulator may be somewhat less credit 
supportive of utilities in general, but has 
been quite credit supportive of the issuer in 
most circumstances. We expect these 
conditions to continue. 

c .. 
We expect t hat regu latory decisions will be 
highly unpred ictab le and frequently 
adverse, based eit her on the issuer's t rack 
record of interaction wit h regulators or 
other govern ing bodies, or o ur view that 
decis ions will move in t his direction. 
Alternately, decisions may have cred it 
supporti ve aspects, but may often be 
unenforceable. The regulator's authority 
may have been seriously eroded by 
legis lative or political action. The regulator 
may cons istently ignore the framework to 
the detriment of the issuer. 
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... 
The issuer's interaction with the regulato r has led to an 
adequ ate track record . The regulator is generally consistent 
an d predictable, but there may some evidence of 
inconsistency or unpred ictabi li ty from t ime to time, or 
decisions may at t imes be politically cha rged. However, 
instances of less credit supportive decisions are based on 
reasona ble application of existing rules and statutes and are 
not overly punitive. We expect these conditions to continue. 



Factor 2a: Timeliness of Recovery of Operating and Capital Costs (12.5%) 

A" 

Tariff formulas and automatic cost recovery 
mechanisms provide full and highly time ly 
recovery of all operating costs and essentially 
contemporaneous return on all incremental 
capital investments, with statutory provisions in 
place to preclude the possibility of cha llenges to 
rate increases or cost recovery mechanisms. By 
statute and by practice, general rate cases are 
efficient, focused on an impartial review, qu ick, 
and permit inclusion of fully forward -looking 
costs. 

B. 

There is an expectation that fuel, purchased 
power or other highly variable expenses will 
eventua lly be recovered with delays that will 
not place material financial stress on the utility, 
but there may be some evidence of an 
unwillingness by regulators to make timely rate 
changes to address volati li ty in fuel, or 
purchased power, or other market-sensitive 
expenses. Recovery of costs related to capital 
investments may be subject to delays that are 
somewhat lengthy, but not so pervasive as to be 
expected to discourage important investments. 

A. 

Tariff formulas and automatic cost recovery 
mechanisms provide full and high ly timely recovery 
of a ll operating costs and essentially 
contemporaneous or near-contemporaneous return 
on most incremental capital investments, with 
minimal challenges by regulators to companies' 
cost assumptions. By statute and by practice, 
general rate cases are efficient, focused on an 
impartial review, of a very reasonable duration 
before non-appea lable interim rates can be 
collected, and primarily permit in clusion of forward­
looking costs. 

B 

The expectation that fuel, purchased power or other 
high ly variab le expenses will be recovered may be 
subject to material delays due to second-guessing 
of spending decisions by regulators or due to 
political intervention. Recovery of costs related to 
cap ital investments may be subject to delays that 
are material to the issuer, or may be likely to 
discourage some important investment. 

Note: Tari ff formulas include formula ra te plans as well as trackers and r iders related to capital investment. 

A 

Automatic cost recovery mechanisms provide full 
and reasonably timely recovery of fuel, purchased 
power and aU other highly variab le operating 
expenses. Material cap ital investments may be 
made under tariff formulas or other rate-making 
permitting reasonably contemporaneous returns, or 
may be submitted under other types of filings that 
provide recovery of cost of capita l with minimal 
de lays. Instances of regu latory challenges that delay 
ra te increases or cost recovery are generally related 
to large, unexpected increases in sizeable 
construction projects. By statute or by practice, 
genera l rate cases are reasonably efficient, primarily 
focused on an impartial review, of a reasonable 
duration before rates (e ither permanent or non­
refundab le interim rates) can be coUected, and 
permit inclusion of important forward -looking costs . 

c" 
The expectation that fuel, purchased power or other 
highly variab le expenses wil l be recovered may be 
subject to extens ive delays due to second-guessing 
of spending decisions by regulators or due to 
political intervention . Recovery of costs related to 
capital investments may be uncertain, subject to 
delays that are extensive, or that may be likely to 
discou rage even necessary investment. 
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B" 

Fuel, purchased power and aU other highly variable 
expenses are generally recovered through 
mechan isms incorporating delays of less than one 
year, although some rapid increases in costs may be 
delayed longer where such deferrals do not place 
financial stress on the utility. Incremental capital 
investments may be recovered primarily through 
general rate cases with moderate lag, with some 
through tariff formulas. Alternately, there may be 
formula rates that are untested or unclear. 
PotentiaUy greater tendency for delays due to 
regu latory intervention, although this will generally 
be limited to rates re lated to large capital projects or 
rapid increases in operating costs. 



Factor 2b: Sufficiency of Rates and Returns (12.5%) 

A" 

Sufficiency of rates to cover costs and attract 
capital is (and will continue to be) 
unquestioned. 

B, 

Rates are (and we expect will continue to be) 
set at a level that generally provides recovery of 
most operating costs but return on investments 
may be less predictable, and there may be 
decidedly more instances of regulatory 
challenges and disallowances, but ultimate rate 
outcomes are genera lly sufficient to attract 
capital. In general. this will tra nslate to returns 
(measured in relation to equity, tota l assets, 
rate base or regulatory asset value, as 
app licable) that are generally below average 
relative to global peers, or where allowed 
returns are average but difficult to earn. 
Alternate ly, t he tariff formula may not take into 
account all cost components and/or 
remuneration of investments may be unclear or 
at times unfavorable. 

A, 

Rates are (and we expect witl continue to be) set at 
a level that permits full cost recovery and a fair 
return on all investments, with minimal challenges 
by regulators to companies' cost assumptions. This 
will tra nslate to returns (measured in relation to 
equity, total assets, rate base or regulatory asset 
value, as applicable) that are strong relative to 
global peers. 

B 

We expect rates will be set at a level that at times 
fails t o provide recovery of costs other t han cash 
costs, and regu lators may engage in somewhat 
arb itrary second-guessing of spending decisions or 
deny rate increases rela ted to funding ongoing 
operations based much more on politiCS than on 
prudency reviews. Return on investments may be 
set at levels that discourage investment. We expect 
that rate outcomes may be difficult or uncertain, 
negatively affecting continued access to capital. 
Alternate ly, the tariff formu la may fail to take into 
account significant cost components other than 
cash costs, and/or remuneration of investments 
may be generally unfavorable. 

A 

Rates are (and we expect will continue to 
be) set at a level that generally provides full 
cost recovery and a fair return on 
investments, with limited instances of 
regulatory challenges and disallowances. 
In general, t his will translate to returns 
(measured in relation to equity, total 
assets, rate base or regulatory asset value, 
as applicable) that are generally above 
average relative to global peers, but may at 
times be average. 

c" 
We expect rates wi ll be set at a level that 
often fails to provide recovery of material 
costs, and recovery of cash costs may also 
be at risk. Regulators may engage in more 
arbitrary second-guessing of spending 
decisions or deny rate increases related to 
funding ongoing operations based primarily 
on politics. Return on investments may be 
set at leve ls that discourage necessary 
maintenance investment. We expect that 
rate outcomes may often be punitive or 
highly uncerta in , with a marked ly negative 
impact on access to capital. Alternately, 
the tariff formula may fail to take into 
account significant cash cost components, 
and/or remuneration of investments may 
be primarily unfavorable. 
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B" 

Rates are (and we expect will continue t o be) set at a level 
that generally provides full operating cost recovery and a 
mostly fair return on investments, but there may be 
somewhat more instances of regu latory challenges and 
disallowances, although ultimate rate outcomes are sufficient 
to attract capital without difficulty. In general, this will 
translate to returns (measured in relation to equ ity, total 
assets, rate base or regu latory asset value, as applicable) that 
are average relative t o global peers, but may at times be 
somewhat below average. 



Factor 3: Diversification (10%) 

Weighting 
10% 

Market 
Position 

Generation 
and Fuel 
Diversity 

Market 
Position 

Generation 
and Fuel 
Diversity 

Sub-Factor 
Weighting 

5% • 

S% •• 

Sub-Factor 
Weighting 

5% • 

S%U 

A .. 

A very high degree of 
multinational and regional 
diversity in t erms of regulatory 
regimes and/or service 
territory economies. 

A high degree of diversi ty in 
terms of generation and/or 
fuel sources such that the 
utility and rate-payers are well 
insulated from commodity 
price changes, no generation 
concentration, and very low 
exposures to Cha llenged or 
Threatened Sources (see 
definitions below). 

Ba 

Operates in a market area with 
somewhat greater 
concentration and cydicality in 
the service territory economy 
and/or exposure to storms an d 
other natural disasters, and 
thus less resilience to 
absorbing reasonably 
foreseeable increases in utility 
rates. May show somewhat 
greater volati li ty in the 
regulatory regime(s). 

Modest diversification in 
generation and/or fue l sources 
such that the utility or rate­
payers have greater exposure 
to commodity price changes. 
Exposure to Cha llenged and 
Threatened Sources may be 
more pronounced, but the 
uti li ty will be able to access 
alternative sources wit hout 
undue fi nancial stress. 

Aa 

Material operations in three or more 
nations or substantial geographic regions 
providing very good diversity of regulatory 
regimes and/or service territory economies. 

Very good diversificat ion in terms of 
generation and/or fuel sources such that 
the uti li ty and rate-payers are affected 
only minimally by commodi ty price 
changes, littLe generation concentration, 
and low exposures to Challenged or 
Threatened Sources. 

B 

Operates in a limit ed market area with 
material concentration and more severe 
cydicality in service t erritory economy 
such t hat cycles are of materially longer 
duration or reasonably foreseeable 
increases in utili ty rates could present a 
material challenge to th e economy. 
Service t erritory may have geographiC 
concentration that limits its resilience to 
storms and other natural disasters, or may 
be an emerging market. May show decided 
volatility in the regulatory regime{s). 

Operates with little diversificat ion in 
generation and/or fuel sources such that 
the utility or rate-payers have high 
exposure to comm odity price changes. 
Exposure to Challenged and Threatened 
Sources may be high, and accessing 
alternate sources may be challenging and 
cause more fi nancial stress, but ul timateLy 
feasible . 

10% weight for issuers that lack generation ··0% weight for issuers that lack generation 

A 

Material operations in two to three nations, 
states, provinces or regions that provide 
good diversity of regulatory regimes and 
service territory economies. AlternateLy, 
operates within a single regulatory regime 
with low volatility, and the service territory 
economy is robust, has a very high degree of 
diversity and has demonstrated resilience in 
economic cycles. 

Good diversificat ion in terms of generation 
and/or fuel sources such t hat the utility and 
rate-payers have only modest exposure to 
commodity price changes; however, may 
have some concentration in a source that is 
neither Challenged nor Threatened. 
Exposure to Threatened Sources is low. 
While there may be some exposure to 
Challenged Sources, it is not a cause for 
concern . 

Ca. 

Operates in a concentrated economic service 
territ ory with pronounced concentration, 
macroeconomic risk factors, and/or 
exposure to natural disasters. 

Operates with high concentration in 
generation and/or fue l sources such that the 
utility or ra te-payers have exposure to 
commodity price shocks. Exposure to 
ChalLenged and Threatened Sources may be 
very high, and accessing a lternate sources 
may be highly uncertain. 

Baa 
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May operate under a single regulatory regime viewed as having low volatility, 
or where multiple regulatory regimes are not viewed as providing much 
diversity. The service territory economy may have some concentration and 
cyclicality, but is sufficiently resilient that it can absorb reasonably fo reseeable 
increases in utility rates. 

Adequate diversification in terms of generation and/or fuel sources such that 
t he utiLity and rate-payers have moderate exposure to commodity price 
changes; however, may have some concentration in a source that is 
Challenged. Exposure to Threatened Sources is moderate, while exposure to 
Challenged Sources is manageable. 

Definitions 

Challenged Sources are generation plants that face higher but not 
insurmountable economic hurdles resulti ng from penalties or taxes on their 
operation, or from environmental upgrades that are required or likely to be 
required. Some examples are carbon-emitting plants that incur carbon taxes, 
plants that must buy emissions credits to operate, and plants that must install 
environmental equipment to continue to ope rate, in each where the 
taxes/credits/upgrades are sufficient to have a material impact on those 
plants' competitiveness relative to other generation types or on the uti li ty's 
ra tes, but where the impact is not so severe as to be likely require plant 
closure. 

Threatened Sources are generation plants that are not currently able to 
operate due to major unplanned outages or issues with licensing or other 
regulatory compliance, and plants that are highly like ly to be required to de­
activate, wheth er due to the effectiveness of current ly existing or expected 
ruLes and regulati ons or due to economic challenges. Some recent examples 
would include coa l fired plants in the US that are not economic to retro-fit to 
meet mercury and air toxics standards, plants that cannot meet the effective 
date of those standards, nuclear plants in Japan that have not been licensed to 
re-start after the Fukushima Dai-ichi accident, and nuclear pLants that are 
required to be phased out within 10 years (as is the case in some European 
countries). 



Factor 4 : Financial Strength 

Sub-Factor 
Weighting 40% Weighting A .. A. A 

CFO pre-WC + Interes t I Interest 7.5% ~ 8x 6)( - 8x 4.5x - 6x 

Standard Grid ~40% 30% - 40% 22% - 30% 

eFa pre-We I Debt 15% 

Low Business Risk Grid 2. 3B% 27% - 38% 19% - 27% 

Standard Grid 2. 35% 25% - 35% 17% - 25% 

CFO pre -WC - Dividends I Debt 10% 

Low Business Risk Grid 2.34 % 23% - 34% 15% - 23% 

Standard Grid < 25% 25% - 35% 35% - 45% 

Debt I Capitalization 7.5% 

Low Business Risk Grid <29% 29% - 40% 40% - 50% 

B .. B. 

3x - 4 .5x 2x - 3x 

13% - 22% 5% -13 % 

11 % - 19% 5% - 11% 

9% -17% 0%-9% 

7% -15% 0%-7% 

45% - 55% 55% - 65% 

50% - 59% 59% - 67% 
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B c .. 

1x - 2x < 1x 

1%-5% < 1% 

1%-5% < 1% 

(5%) -0% < (5%) 

(5%) -0% < (5%) 

65% - 75% 2. 7S% 

67% - 75% 2: 75% 
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Appendix B: Regulated Electric and Gas Utilities - Assigned Ratings and Grid-Ind icated Ratings fo r a 
Selected Cross-Section of Issuers 

BCA I Rating Before Grid Indicated 
Issuer Outlook Actual Rating Up/ift u Rating Country 

Ameren Illinois Company RUR-Up Baa2 A3 USA 

2 American Electric Power Company, Inc. RUR-Up Baa2 Baa2 USA 

3 Appalachian Power Company RUR-Up Baa2 Baal USA 

4 Arizona Public Service Company RUR-Up Baal A3 USA 

S China longyuan Power Group Corporation Stable Baa3 8al Bal China 

6 China Resources Gas Group ltd. Stable Baal 8aa2 Baal China 

7 Chubu Electric Power Company, Inc. Negative A3 Baa2 Baa2 Japan 

B Consumers Energy Company RUR-Up (P)Baal A2 USA 

9 Distribuidora de Electricidad La Paz SA Stable Ba3 Bal Bolivia 

10 Duke Energy Corporation RUR-Up Baal Baa2 USA 

11 Empresa Electrica de Guatemala, SA Positive Ba2 Baa3 Guatemala 

12 Entergy Corporation Stable Baa3 Baa3 USA 

13 Florida Power & Light Company RUR-Up A2 Al USA 

14 FortisBC Holdings Inc. Negative Baa2 Baa2 Canada 

lS Gail (India) Ltd Stable Baa2 Baa2 A3 India 

16 Gas Natural BAN, SA Negative B3 Bl Argentina 

17 Georgia Power Company Stable A3 A2 USA 

lB Great Plains Energy Incorporated RUR-Up Baa3 Baa3 USA 

19 Hawaiian Electric Industries. Inc. RUR-Up Baa2 Baal USA 

20 Hokuriku Electric Power Company Negative A3 Baa2 Baa2 Japan 

21 Ida ho Power Company RUR-Up Baal A3 USA 

22 Kansai Electric Power Company, In c. Negative A3 Baa2 Baa3 Japan 

23 Korea Electric Power Corporat ion Stable Al Baa2 Baa3 Korea 

24 Madison Gas & Electric RUR-Up Al Al USA 

25 MidAmerican Energy Company RUR-Up A2 A2 USA 

26 MidAmerican Energy Holdings Co. RUR-Up Baal A3 USA 

27 Mississippi Power Company Sta ble Baa1 Baal USA 

28 Niagara Mohawk Power Corporation RUR-Up A3 A2 USA 

29 Newfoundland Power Inc. Stable Baal Baal Canada 

30 Northern States Power Minnesota RUR-Up A3 A2 USA 

31 Ohio Power Company Stable Baa1 A2 USA 

32 Okinawa Electric Power Company, Inc. Stable Aa3 A2 A3 Japan 

33 Oklahoma Gas & Electric Company RUR-Up A2 A2 USA 

34 Osaka Gas Co., ltd. Stable Aa3 Al Al Japan 

" BeA means a Baseline Cred it Assessment for a government rci:ucd issuer. PleaS(" see Covernmrn[ Related I s.~llers- Mr[bodology \lpdat(' Iu!y 20 1 Q. In addition . .:errain 
companies in Japan receive a ratings uplift due to counrry-spe..:ific considerations. Please see ~Sllpporr system for large corporate: entities in Japan can provide ratings 
uplifT. wirh lj mi(s~ in Appendix G. 



Issuer Outlook Actual Rating 

35 PadfiCorp RUR-Up Baal 

36 Pennsylvania Electric Company Stable Baa2 

37 PNG Companies llC RUR-Up Baa3 

38 Public Service Company of New Mexico RUR-Up Baa3 

39 Saudi Electricity Company Stable A1 

40 SCANA Corporation Stable Baa3 

41 Southwestern Public Service Company RUR-Up Baa2 

42 UGI Utilities, Inc. RUR-Up A3 

43 Virginia Electric and Power Company RUR-Up A3 

44 Western Massachusetts Electric Company RUR-Up Baa2 

45 Wisconsin Public Service Corporation RUR-Up A2 

BeA I RatingBefore 
Uplift '] 

Baa7 
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Grid Indicated 
Rating Country 

A3 USA 

Baal USA 

Baa2 USA 

Baa2 USA 

Baal Saudi Arabia 

Baa2 USA 

Baal USA 

A2 USA 

A2 USA 

A2 USA 

A2 USA 
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In rhe table below positive or negative "oudiers" fo r a given sub-factor are defi ned as issuers whose grid su b-facro r score is at least twO broad rating categories higher or lower than 
a com pany's rating (e.g. a B-rared company whose rating on a specifk sub-factor is in the Baa-rating category is flagged as a positive ourlier for that sub-faeror), Green is lIsed co 
denote a positive ourlier, whose grid-indicated performance for a sub-facror is rwo or more broad rating ca tegories higher than Moody's ra ting. Red is used to denme a negative 
ourlier, whose grid-indicated performance for a sub-facw[ is (wo or more broad rating categories lower rhan Moody's radng. 

Grid-Indicated Ratings 

4 

6 

B 

9 

10 

11 

12 

13 

14 

15 

'6 

Ameren Illinois Company 

American Electric Power 
Company, Inc. 

Appalach ian Power Company 

Arizona Public Service 
Company 

China Longyuan Power Group 
Corporation Ltd. 

China Resources Gas Group 
Limited 

Chubu Electric Power 
Company, Incorporated 

Consu mers Energy Company 

Distribu idora de Electricidad 
La Paz S.A 

Duke Energy Corp. 

Empresa Electrica de 
Guatema la, SA (EEGSA) 

Entergy Corp 

Florida Power & Light 
Company 

FortisBC Holdings Inc. 

Gail (India) Ltd 

Gas Natura l Ban, SA 

Actual Rating I 
BeA or Rating 
Before Uplift 

BaaZ 

BaaZ 

BaaZ 

Baal 

Baa31 Ba1 

Baal I BaaZ 

A3 / BaaZ 

Baal 

B.3 

Baal 

B" 

Baa3 

A2 

BaaZ 

BaaZ! BaaZ 

B3 

Indicated 
Rating 

A3 

BaaZ 

Baal 

A3 

B., 

Baal 

BaaZ 

A2 

B., 
BaaZ 

Baa3 

Baa3 

A1 

BaaZ 

A3 

B1 

Indicated 
Factor 1 
Rating 

Ba. 

A 

A 

A 

B, 

B, 

A 

A 

A 

B. 

B" 

A 

A 

B, 

c" 

Factor ,. 
12.50 

% 

A 

A 

A 

A 

B. 

B. 

Ao 

A 

B 

A 

B, 

A 

A 

A 

B. 

ca. 

Factor ,. 
12.S0 

% 

Boo 

A 

A 

A 

Ba. 

B" 

Boo 

Ao 

" 
Aa 

Ba 

Ba. 

A. 

A 

B. 

c .. 

Indicated 
Factor 2 
Rating 

so, 

Boo 

Ba. 

Ba. 

A 

B. 

Ba. 

A 

Ba. 

Ba 

Ba. 

A 

A 

B" 

c" 

Factor 
2. 

12.50 
% 

A< 

A 

Ba. 

A 

Ba. 

B. 

B, 

Aa 

B 

A 

Ba 

Ba. 

Ao 

A 

B" 

Ca. 

Factor 2. 

12.50 
% 

B, 

B" 

Ba. 

Ba. 

A 

Ba. 

A 

A 

" 
Ba. 

Ba 

Ba. 

Ba. 

A 

Ba. 

Ca. 

Indicated 
Factor 3 
Rating 

B" 

Ba. 

B" 

Ba. 

Ba. 

Ba. 

Boo 

" 
B 

A 

B. 

A 

A 

A 

B. 

Factor Factor Factor 
3a 3b 4a 

Factor 4. Factor 
4, 

Factor 
4d 

----------------
Indicated 

5.00 5.00 Factor 4 7.50 
% % Rating % 

Ba. A Boo 

B" Ba. Ba. Ba. 

B" B" Ba. B" 

Ba. so. A A 

Ba. A B, B. 

Ba. A Ao. 

A B, B. Ao 

"a " A A 

A Boo 

A A B" A 

B. Ba. A 

A B" A A 

A A A. Aa. 

A Ba B. 

B. A. A .. 

B A B. 

15.00 
% 

A 

Ba. 

Ba. 

A 

B. 

A 

B. 

A 

A 

Ba. 

A. 

A 

A. 

B. 

A .. 

A 

10.00 
% 

B" 

so, 

Ba. 

A 

B" 

A 

B. 

A 

A 

Ba. 

B 

A 

A. 

Ba 

A .. 

Ba. 

7.50 
% 

A. 

B" 

Ba. 

A 

A 

B" 

A 

A 

A 

B" 

A. 

B. 

Aa 

Aa. 

Hold-Co 
Notching for 
Structural 

Subor­
dination 

,I, 

-, 
,I, 

,I. 

-, 
,I. 

,I. 
,I. 

ofa 

-2 

,I. 
-2 

,I, 
o 

,I. 
,I, 



Grid- Indicated Ratings 

17 

1B 

19 

20 

21 

22 

23 

24 

25 

26 

Z7 

2B 

29 

30 

31 

32 

33 

34 

35 

36 

Georgia Power Company 

Great Plains Energy 
Incorporated 

Hawaiian Electric Industries, 
Inc. 

Hokuriku Electric Power 
Company 

Idaho Power Company 

Kansa i Electric Power 
Company,l ncorpora ted 

Korea Electric Power 
corporation 

Madison Gas & Electric 

MidAmerican Energy 
Company 

MidAmerican Energy 
Holdings Co. 

Mississippi Power Compa ny 

Niagara Mohawk Power 
Corporation 

Newfound land Power Inc 

Northern States Power 
Minnesota 

Oh io Power Company 

Okinawa Electric Power 
Company, Incorporated 

Oklahoma Gas and Electric 
Company 

Osaka Gas Co., ltd. 

PacifiCorp 

Pennsylva nia Electric 
Company 

Actual Rating I 
BeA or Rating Indicated 
Before Uplift Rating 

A3 A2 

Baa3 Baa3 

8aaZ Baal 

A3 I BaaZ Baa2 

Baa l A3 

A3/ Baa2 Baa3 

Al /Baa2 Baa3 

A1 A1 

A2 A2 

Baal A3 

Baal Baal 

A3 A2 

Baal Baal 

A3 A2 

Baal A2 

Aa3 I AZ A3 

A2 A2 

Aa3 I A1 A1 

Baal A3 

BaaZ Baal 

Indicated 
Factor 1 
Rating .. 

A 

A 

A 

A 

A 

B .. 

A 

A 

A 

A 

A 

A 

A 

A 

A, 

A 

" 
A 

A 

Factor 

" 
12.50 

% 

A, 

A 

A 

A, 

A 

A, 

B .. 

A 

A 

A 

A 

A 

A 

A 

A 

A, 

A 

" 
A 

A 

Factor ,. 
12.50 

% 

A, 

A 

A 

B .. 

A 

B .. 

B .. 

" 

" 
A 

A 

A 

A 

A 

A 

" 
A, 

" 
A 

A 

Indicated 
Factor 2 
Rating 

A 

B, 

A 

B .. 

A 

B .. 

s, 

A 

B, 

B .. 

A 

A 

A 

A 

B .. 

A 

B .. 

A 

B .. 

B .. 

Factor 
2, 

12.50 
% 

A, 

B .. 

'" 
B, 

A, 

B, 

Bo 

" 
B, 

Bo, 

A, 

A, 

A 

A, 

B .. 

A 

B .. 

A 

A, 

A 

Factor 2. 

12.50 
% 

, .. 
Bo 

A 

A 

B .. 

A 

Bo 

B .. 

B .. 

Bo, 

B" 

B .. 

A 

,,, 
A 

A 

A 

A 

B, 

B .. 

Indicated 
Factor 3 
Rating 

B .. 

Bo 

B, 

B, 

B .. 

s .. 

A 

B .. 

B .. 

A 

B, 

B .. 

B .. 

B .. 

B, 

B, 

B .. 

A 

B .. 

B .. 
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Factor Factor Factor Factor Factor Factor 
3a 3b 4a 4b 4c 4d Hold-Co 

Indicated 
5.00 5.00 Factor 4 7.50 

% % Rating % 

B .. B .. A A, 

B .. B, B .. , .. 
B .. B, B .. A 

B .. B, B, A, 

B .. A B .. B .. 

A Bo 

A A s, B, 

B .. B .. " A, 

B .. A A A, 

A Bo, B .. B .. 

B" B, B .. A 

B .. A A, 

B .. B .. B .. Bo, 

B .. s .. A A 

B .. B A A 

.0 B, B .. ", 
B .. B .. A A 

A A A" 

A B .. A A 

s .. B .. B .. 

15.00 
% 

A 

B .. 

B .. 

B, 

B .. 

B, 

A, 

A 

B .. 

B .. 

A 

B .. 

A 

Aa 

B, 

A 

A 

A 

B .. 

10.00 
% 

B .. 

B .. 

, .. 
B, 

B .. 

B, 

Ao 

A, 

A 

B .. 

A 

B .. 

A 

A 

A 

A 

B .. 

Bo 

Notching for 
Structural 

7.50 Subor-
% dination 

A 0/' 

B .. -1 

, .. -1 

0/, 

A 0/' 

0/, 

B .. 0/, 

A 0/' 

A 0/' 

B .. o 

B .. 0/, 

A, 0/, 

B .. 0/, 

A 0/, 

A 0/' 

0/' 

A 0/' 

A 0/' 

A 0/' 

A 0/, 
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Grid- Indicat ed Ratings 

37 

3B 

39 

40 

41 

42 

43 

44 

45 

Factor Factor Factor Factor Factor Factor Factor Factor Factor Factor 

" 
,. 2. 2b 3. 3. .. 4. 4, 4d Hold·Co 

ActuaL Rating I Indicated Indicated Indicated Indicated 
Notching for 

Structural 
BeA or Rating Indicated Factor 1 12.50 12.50 Factor 2 12.50 12.50 Factor 3 5.00 5.00 Factor 4 7.50 15.00 10.00 7.50 Subor· 
Before Uplift Rating Rating % % Rating % % Rating % % Rating % % % % dination 

PNG Companies Baa3 Baa2 A A A B, Boa B, Boa Boa B, '" B, B, Boa 0/' 

Public Service Company of 
New Mexico Baa3 BaaZ Boa A Boa B, B" B, Boa B" B" Boa A B" A B" 0/' 

Saudi Elect ric ity All Baal Baal B" B" A B, B" B, A Boa A" A Aaa A A B" o/a 

SCA NA Baa3 BaaZ Aa Aa Aa Boo B" B" B, B" B, B" Boa Boa Boa B" ·1 

Southwestern Public Service 
Company BaaZ Baa l A A A Boa A B" B, B, B" B" ,"a B" B" A 0/ ' 

UG I Uti lities, Inc. A3 A2 A A A A A A B" Boa A A A A A 0/' 

Virginia Electric Power 
Company A3 A2 .. .. .. A .. ,", ,,, B" B" A A A A A 0/' 

Western Mass Electric Co. BaaZ A2 A A A, A A A " B, A Aa A A A oh 

Wisconsin Public Service 
Corporation A2 A2 A A A, A A, B" ,,, B" B" A A, A A A 0/' 

Oucliers in Legislative and Judicial Underpi'1l1ings of the Regulator:)' Framework 

For Chubu Elecrric Power Company, Hokuriku Electric Power Company, Kansai Electric Power Company, and Okinawa Electric Power Company, our ratings 
consider rhe credit-supportive underpinnings in the Electric Utili ty Industries Law that have been balanced against higher leverage and lower returns than global peers. 

For SCANA Corporation, the South Carolina Base Load Review Act provides strong credit support for compan ies engaging in nuclear new-build , which also affects the 
scoring for consisrency and predictability of regulation. However, SCANA's rating also considers the size and complexity of the nuclear construction project, which is 

our of scale ro the size of th e co mpany, as weI! as structural subordination. 

Oudiers in ConsistenQ' and Predictabi lity of Regulacion 

Consumers Energy Company has benefi n ed from increasingly predictable regulatory decis ions in M ich igan, as well as improved timeliness due (Q forward test years and 
the abili ty to implement interim rates. However, the substantial debt at irs parent, CMS Energy Corporation (Baa3, RUR-up), has weighed on the ratings. 

Duke Energy Corporation has received generally consistent and predicrable rare trea tment at it subsidiary operating companies, bur parent debt has impacted financial 
merrics 
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The shift in business mix at Western Massachusetts Electric Company will place a greater percentage of its rate base under the jurisdiction of the PERC, generally 

viewed as having greater consistency and predictability, which is somewhat tempered by its financial menics. 

Ou diers in Timeliness of Recovery of Operating and Capital Costs 

Ameren Illinois Company has a formula rate plan that has a positive impact on timeliness, balanced against rare decisions that have been somewhat below average. 

Hawaiian Electric Industries, Inc.'s timeliness has improved considerably due to the introduction in rate-making of a de-coupling mechanism, forward test year and an 
investment tracker at its utility subsidiary. 

For Mississippi Power Company, a fully forward test year and the ability to recover some consrruction-work-in-progress in rates lead to strong scoring for timeliness. 

Ratings also consider risb associated widl consrruccion of a power plant that will utilize lignite and integrated gasification combined cycle technology, that has 
exper ienced material COStS overruns and thar represems a high degree of asset concentration for the utility. 

For MidAmerican Energy Company, the absence of a fuel cost pass-through mechanism at the time of this writing results in its relatively low scoring on timeliness. 
However, the company has proposed a fuel clause in irs currem rate case, and the regulatory framework has generally been quite credit supportive, which has helped the 

utility generate good financial metrics. 

The primary utili ty divisions ofPacifiCorp have forward test years thar have a positive impact on timeliness, balanced against rate decisions that have been somewhat 

below average. 

Omliers in Sufficiency of Rates and Returns 

China Lon6'YLlan Power Group Corpora tion Ltd. has benefitted from a higher benchmark tariff for its wind power generarion, balanced against a less well developed 

regulatory framework. 

Ourliers in Market Position 

Okinawa Elecrric Power Company, Incorporated's service te rritolY is a group of small islands with limited economic diversity, which negatively impacts its market 

position. Generation is highly dependent on coal and oil. These factors are balanced aga inst a strong regulatory framework. 

Ourliers in Generation and Fuel Diversity 

Ohio Power Company has been highly dependent on coal-fired generation but will be divesting generation assets in accordance wiTh regulaTory initiatives. 

Outliers in Financial Strength 

Distribuidora de Eleccricidad La Paz S.A. has strong historical financial metrics that are balanced against the somewhat unpredictable regulatory framework and [he ri sk 

of government intervention in its business. 
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Gail (India) Limited has strong hisrorical financial metrics that are balanced against higher business risk in its diversifled, non-rare-regulated operarions, including in oil 

and gas exploration and production, Financial metrics are expected ro weaken somewhat relative to historical levels due to debt funded capex and are rhus expected ro 

be more in line with its rating going forward. 

Gas Narural BAN S.A. has strong historical financial metrics that are expected to deteriorate due to frozen (drill' POSiriOllS, reflected in weak scores for the regularory 

environment. Its ratings are also impacted by debt maturities that are concentrated in the sho rt term and th e Government of Argentina 's B3 nega tive rating. 
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A typical utility company structure consists of a holding company ("HoldCo") that owns one or more 
operating subsidiaries (each an "OpCa"). OpCos may be regula red urilicies or non-mility companies. 
Financing of these entiries varies by region . in part due to the regulatory framework. A HaldCo 
typically has no operations - its assets are mostly limited to its equity interests in subsidiaries, and 
potentially ocher investments in subsidiaries or minority interests in other companies. However. in 
certain cases there may be material operarions at the Holdeo level. Financing can occur primarily at 
the OpCo level. primarily at the HoldCo level. or at both Holdeo and OpCos in varying proponions. 
When a HoldCo has multiple mili ty OpCos. they will often be located in different regulatory 
jurisdictions. A HoldCo may have both levered and unlevered OpCos. 

GeneralApproach fO a Urility Family 

In our analysis, we generally consider [he stand-alone credit profile of an OpCo and [he credit proftle 
of its ultimate parent HoldCo (and any ilHermediate HoldCos), as well as the profile of the fam ily as a 
whole, while acknowledging that these elements can have cross-family credi t implications in varying 
degrees. principally based on the regulatory framework of [he OpCos and the financing model (wh ich 
has often developed in response to [he regulatory framework). 

In addition [Q consider ing individual OpCos under this (or another applicable) methodology, we 
typically'4 approach a Holdeo rating by assessi ng the qualimtive and quantitative factOrs in this 
methodology for the consol idated entity and each of its utility subsidiaries. Ratings of individual 
entities in the issuer family may be pu lled up or down based on the interrelationships among the 
companies in the family and their relative credit strength. 

In considering how closely aligned or how differentiated radngs should be among members of a ut ility 
family, we assess a variety of factOrs, including: 

» Regu latory or other barriers to cash movement among OpCos and from OpCos to HoldCo 

» Differentiation of rhe regulatory frameworks of the vario lls OpCos 

» Specific ring-fencing provisions at parricular OpCos 

» Financing arrangements - for inscance, each OpCa may have its own fi nancing arrangements, or 

the sole liquidity fac ility may be at the parent; there may be a liquidity pool among certain but not 

all members of the family; cermin members of the family may bener be able to withstand a 

temporary hiatus of externailiquidiry or access to capital markets 

» Financial covenan ts and rhe extent [Q which an Even[ of Default by one OpCo limi ts availability 

of liquidity to another member of [he family 

» The extCIll to which higher leverage ar one emity increases default risk For other members of the 

family 

» An entity's exposure to or insulation from an affiliate with high business risk 

l~ Sec: paragraph at the end of this secrion fo r approaches fO Hybrid HoldCos. 
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» Structural fearures or other limitations in fina ncing agreements that restrict movements of funds. 

investments. provision of guarantees or collateral, etc. 

» The relative size and financial significance of any particular OpCo to the l-foldCo and the family 

See also those facco rs noted in Notching for Srrucrural Subordination of Holding Companies. 

Our approach CO a Hybrid HoldCo (see definition in Appendix E) depends in parr on the importance 
of irs non-utility operations and the availabili ry of information on individual businesses. If the 
businesses are material and their individual results are fully broken our in Hnancial disclosures. we may 
be able to assess each material busi ness individually by reference to the relevant Moody's 
methodologies to arrive at a composite assessment for the combined businesses. If non-utility 
operations are material but are nor broken OUt in financial disclosures, we may look at the consolidared 
entity under more than one methodology. When non-utility operations are less material but could still 
impact the overall credit profile, the difference in business ri sks and our estimation of their impact on 
financial performance will be qualitatively incorporated in the rar ing. 

Higher Barriers to Cash Iv/ovement with Financing Predominantly at the OpCos 

Where higher barriers to cash movemem exist on an OpCo or OpCos due rhe regulatory framework 
or debt structural fearures, ratings among fam ily members are likely to be more differentiated, For 
instance. fo r utility fam ilies with OpCos in the US, where regulatory barriers to free cash movement 
are relatively high, greater importance is generally placed on the stand-alone credit profile of the 
OpCa. 

Ou r observation of major defaults and bankruptcies in the US sector generally corroborates a view that 
regula don creates a degree of separateness of default probab ili ty. For instance, Portland General 
Electric (Baa 1 RUR-up) did not default on its securities, even though its then-parent Enron Corp, 
emered bankruptcy proceedings. When Entergy New Orleans (Ba2 stable) emered intO bankruptcy, 
the ratings of its affiliates and parent Entergy Corporation (Baa3 stable) were unaffected, PG&E 
Corporation (Baa 1 stable) did not enter bankruptcy proceedings despite bankruptcies of two major 
subsidiar ies - Pacific Gas & Elec(ric Company (A3 stable) in 2001 and National Energy Group in 
2003. 

The degree of sepa rateness may be greater or sma ller and is assessed on a case by case basis, because 
situational considerarions are imporranr. One area we consider is financing arrangements. For 
instance, there will tend (Q be greater differentiation if each member of a family has irs own bank 
credit facilities and difficult ies experienced by one entity would not trigger events of defaulr fo r other 
entities. While the exis tence of a money pool might appear to reduce separateness between the 
parricipants, there may be regulatory barriers within money pools that preserve separateness, For 
instance, non-utility emities may have access to the pool only as a borrower, only as a lender, and even 
the utility entities may have regulatory limi ts on thei r borrowings from the pool or their credit 
exposures to other pool members. If the only source of eX[ernalliquidity for a money pool is 
borrowings by the HoldCo under its bank credit facilit ies, there would be less separateness, especially if 
the utilities were expected to depend on tha t liqu idity source. However, the ability of an OpCo ro 
finance itselfby accessing capital m<lrkets must also be considered. Inter-company tax agreements can 
also have an impact on our view of how separate the risks of default are. 

For a HaldCo. the greater the regularory, economic. and geograph ic diversity of its OpCos. the greater 
its potential separation from the default probability of any individual subsidiary. Conversely, if a 
HoldCo's actiol15 have made it clea r (har rhe HoldCo will provide supporr fo r an OpCo encollmering 



NP-CA-082, Attachment A 
Page 50 of 65 
CA-NP-028, Attachment A 

Page 48 of 63 

some financia l stress (for instance, due to delays and/or cost over-runs on a major cOllsrrucrion 

project), we would be likely to perceive less separateness. 

Even where high barriers to cash movement exist, onerous leverage at a parent company may not only 
give rise [0 grearer norcili ng I'or structural subordination ,l( the parenr, it l11 <l.y also pressure an OpCo's 
raring, especially when there is a clear dependence on an OpCa's cash Aow [0 service parent deb t. 

While most of the regularory barriers [0 cash movement are very real, they are not absolure. 
Furthermore, while it is not usually in the interest of an insolvent parent or its creditors [0 bring an 
operating utilif)' into a bankruptcy proceeding, such an occurrence is nOt impossible. 

The greatest separateness occurs where strong regulawry insulation is supplemented by effective ring­
fencing provisions that fully separate the management and operations of the OpCo from the rest of the 
family and limit the parem's ability to cause the OpCo to commence bankrup[Cy proceedings as wel l 
as limiting dividends and cash transfers. Currenrly, most entities in US utility fam ilies (including 

HoldCos and OpCos) are rated within 3 notches of each o ther. However, Energy Future Holdings 
Corp. (Caa3 sen ior unsecured) and its T&D subsidiary Oncor Electric Delivery Company LLC (Baa3 
senior secured) have much wider notching due to rhe combination of regulatory imperatives and 
srrong ring-fencing that includes <l. signif-k<l.nt minority shareholder who mUSt agree to important 

corporate decisions, including a voluntary bankruptcy fili ng. 

Lower Bllrriers lO ensh MotlCl}J(!m with Fi1ll1llciJ/g Predominantly (It the OpCOJ 

Our approach to rating issuers within a family where there are lower regulatory barriers to movement 
of cash from OpCos ro HoldCos (e.g., many pans of Asia and Europe) places greater emphasis on the 
credit profile of the consolidated group. Individual OpCos are considered based on their individual 

characteristics and the ir im portance to the family, and their assigned ratings are typ ically banded 
closely around the consolidated credit profile of the group due [Q the expectation thac cash wiU transit 
relatively freely among fam ily em iries. 

Some utili ties may have OpCos in jurisdictions where cash movement among certa in family members 
is more restricted by rhe regulatory framework, while cash movemenr fro l11 and/or among OpCos in 

Q[her jurisdinions is less restricted . In these situa tions. O pCos with more restrictions may va ry more 
widely from the consol ida red credit' profile while dlOse with fewe t' restrictions may be more tighdy 
banded around rhe other enriries in the corporare fami ly group . 
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Appendix E: Brief Descriptions of the Types of Companies Rated Under This 
Methodology 

The following describes the principal categories of companies rated under this methodology: 

Vertically Integrated Utility: Vertically integrated utilities are regulated electric or combination 

milities (see below) that own genenuion, distribmion and (in mOSt cases) electric transmission assets. 
Vertically integrated utilities are generally engaged in all aspects of the electricity business. They build 
power plants, procure fuel , generate power, build and maintain the electric gr id that del ivers power 

from a group of power planes CO end-users (including high and low voltage lines. transformers and 
substations) , and generally meet all of the electric needs of the customers in a specific geographic area 
(also called a service terri tory). The rates or tariffs for aU of these monopolistic activities are set by the 
relevant regulatory <tmhority. 

Transmission & Distribution Utility: Transmission & Distribmion utilities (T&Ds) typically operate 
in deregu lated markers where generarion is provided under a cOlllpetirive framework. T&Ds own and 
operate the electric grid that transmits and/or distributes electriciry within a specific state or region. 

T&Ds provide electrical transportation and distribution services to carry electriciry from power plants 
and transmission lines to retail, commercial, and industrial customers. T&Ds are typicaIly responsible 

for billing customers for electric delivery and/or supply. and most have an obligation to provide a 
standard supply or provider-of-last-resort (POLR) service to customers that have not switched to a 

competirive supplier. These factors distinguish T&Ds from Nerwork<;, whose CLlsmmers are retail 
electric supp liers and/or other electricity companies. In a smaller number of cases, T&Ds rated under 
this methodology Illay nO t have an obligation to provide POLR services, but are regulated in sub­
sovereign jurisdictions. The rates or tariff.<; for these monopolistic T&D activities are set by the 

relevant regulatory authority. 

Local Gas D istribution Company: Distribution is the final step in delivering namral gas to customers. 
Whi le sOllie large industrial. cOlllmercial, and electric generation cUS{Qmers receive Il<l tural gas directly 

from high capaciry pipelines that carry gas from gas producing basins to areas where gas is consumed. 
most ocher users receive natural gas from their local gas uriliry, also called a local distribution company 
(LDC). LDCs are regu Lued uriliries involved in the delivery of natural gas [Q consumers within a 
specific geographic area. Specifically, LDCs rypical ly transport natural gas from delivery points located 

on large-diameter pipelines (that usually operate at fairly high pressure) ro households and businesses 
through thousands of miles of small-diamerer disrribution pipe (that usually operate at fairly low 
pressure). LDCs are typically responsible for billing customers for gas delivery and/or supply. and 
most also have the responsibiliry to procure gas for at [cast some of their customers, although in some 

markets gas supp ly [Q all cl.lsmmers is on a competitive basis. These factors distinguish LDCs from gas 
networks, whose customers are retail gas supp liers and/or other natural gas compan ies. The rates or 

tariffs for these monopolistic activi ties are set by the relevant regulataty authority. 

Integrated Gas Utility: Integrated gas regulated utilities are regulated uti lities thar deliver gas to all 
end lIsers in a particular service rerrimry by sourcing the commodiry; operari ng rranspon infrastrucrure 
that often combines high pressure pipelines with low pressure distribution systems and, in some cases, 

gas storage, re-gasificarion or other related facilities; and performing other supply-related activities. 
such as customer billing and metering. The rates or tariffs for the totaliry of rhese activities are set by 
the relevant regularory authority. Many integrated gas utilities are national in scope. 
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Combination Utility: Combination utilities are those rhat combine an LDC or Integrated Gas Utili ry 
with either a vertica lly integrated utility or a T&D utility. The rates or tariff's for these monopolistic 

activities are set by the relevant regulatory authority. 

Regulated Generation Utility: Regulated generation util ities (Regula ted Gencos) are uti lities that 
almost exclusively have generation assets, but their activit ies are genera lly regulated li ke those of 

vertically integrated utili ties. In the US, th is means that the purchasers of their output (typically other 
investor-owned, municipal or cooperative utilities) pay a regula ted rate based on [he toral allowed cos ts 
of [he Regulated Genco, including a return on equity based on a capital st rucrure designated by the 

regulator (p rimar ily FERC). Com pan ies mat have been included in th is group include ceHain 
generation companies {including in Korea and China} tha r are not rate regu la ted in the usual sense of 
recoveri ng COStS plus a regulated rate of return on ei ther equity or asset value. Instead, we have looked 

at a combination of governmental action with respect ro setting feed-in tariffs and direct ives on how 
much generation will be bu_ilt (o r nor built) in combination wirh a generally high degree of 
governmenr ownership, and we have concluded that these companies are currenrly best rated under 

th is methodology. Future evolution in our view of the operating and/or regularory environment of 
these companies could lead us to conclude char rhey may be more appropriately rated under a related 
methodology (for example, Unregulated Udlities and Power Companies) . 

Independent System Operator: An Independent System Operator (ISO) is an organization formed in 
certain regional eiecu iciry markets to acr as the sale chief coordinator ora n elecrric grid. In dle areas 
where an ISO is establ ished, it coordinates, contro ls and mon itors (he operation of the electrical power 

sys tem to assure that electric supply and demand are balanced at all times, and. to the extene possible. 
tha t elecrric demand is met with the lowest-cost sourcc,<;. ISOs seek to assure adequate transmiss ion 
and generation resources, usually by identi fying new transmission needs and planning fo r a generation 

reserve milrgi n above expected peak demand. In regions where generation is competitive, they a150 
seek to es tab lish rules that foster a fa ir an d open marketp lace. and they may conduct price-setting 
auctions for energy andlor capacity. The generation resources that an ISO coord inates may belong to 

vertically integrated util ities or to independent power producers. ISOs may not be rare-regulated in 

the tradirional sense, but fall under governmental oversight. All parricipams in the regional grid are 
required [Q pay a fee or tariff (often volwnetric) to the ISO tha t is des igned to recover its cosrs, 
including COStS of investmenr in systems and equipmem needed to fulfill [heir function. ISO s may be 
for profi t or not-for-proflt emiti es . 

In the US, most 1S0 s were formed at the direction or recommendation of the Federal Energy 

Regulatory Commission (FERC), but the ISO [hat operates solely in Texas fall s under stare 
jurisdiction. Some US lSOs also perform certa in addi tional funcrions such that they are designated as 
Regional Transm iss ion Organizations (or RTOs). 

Transmission-Only Utility: Transmiss ion-only utilities are solely focused on owning and operating 
transmission assets. The transmiss ion lines [hese utiliti es own are typ ically high-voltage and allow 

energy producers to transpolT electric power over long distances from where it is generated (or 
received) to the transmission or distribution sys tem of a T&D or vertically integra ted utility. Unlike 
most of the other utilities rated under this methodology, transmission-only uriliries primari ly provide 
services to other uri Ii ties and ISOs. Transmission-only utili ties in most pans of the world other than 

the US have been rated under the Regulated Networks methodology, and we expect that FERC­
regulated transmission-on ly utilities in the US will also transition to the Regulated Nen¥ork<; when 

dm methodology is updated (expected in 2014) . 
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Utility Holding Compruty (Utility HoldCo): A5 derai led in Appendix D, regulared electric and gas 
utilities are often part of corporate families under a parent holding company. The operacing 
subsidiaries of Utiliry Holdcos are overwhelmingly regulated electric and gas ucilities. 

Hybrid Holding Company (Hybrid HoldCo): Some utili ty families conrain a mix of regulated 
electric and gas urilicies and other types of companies, bur the regula red electric and gas uriliTies 
represent the majority of the consolidated cash flows, assets and debt. The parent company is thus a 
Hybrid HoldCo. 



Appendix F: Key Industry Issues Over the Intermediate Term 

Political and Regulatory Issues 
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As highly regulated monopolisdc encicies, regulated u tilities condnually Face political and regulatory risk, 
and managing these risks through effective outreach to key customers as well as key political and regulamry 
decision-makers is, or at least should be, a core competem .. y of companies in this sector. However, larger 
waves of change in the political, reguhlW!Y or economic environment have [he porenrial to cause substantial 
changes in the level of risk experienced by udlities and their investors in somewhat unpredict;tble ways. 

O ne of che more universa l risks faced by udliries currendy is rhe compression of allowed returns. A long 
period of globally low incerest rates, held down by moneta ry stimulus policies, has gener-ally benefi tted 
utili ties, since reducdons in allowed returns have been slower than reductions in incurred capicaJ costs. 

Essentially all regulated utili ties face a ratcheting down of allowed and/or e-arned returns. More difficult to 
predict is how regulators will respond when monetary stimulus reverses, and how well utilities wil l fare 
when fIxed income investors require higher inrerest rates and equity investors require higher total returns 
and growth prospects. 

The foUowi ng global snapshot highlights that regularory frameworks evolve over rime. On an overall basis 
in the US over the past several years, we have noted some incremental positive regulatolY trends, including 
greater use of formula nues, trackers and riders, and (primarily for nanlraJ gas utilities) de-coup li ng of 
returns from volumen'ic sa les. In Canada, the framework has historicaJly been viewed as predictable and 
stable, which has helped oll5er somewhat lower levels of equity in the capital strucrure, bu t the compression 

of renlrns has been relatively steep in recent years. In Japan, the regulatOty authorities are working through 
rhe challenges presenred by the decision to shut down vi rtually all of the country's nuclear generation 
capacity, leading ro uncerrainty regarding the extent to which increased costs will be reHected in rate 

increases sufficient to permit returns on capital to rerum to prior levels. China 's regu larory framework has 
continued to evolve, with fairly low cransparency and some time-to-time shifts in favored versus less-favored 
generation sources balanced by an overaJl state policy of assuring sustainability of the sector, adequate supply 

of electricity and affordability to dle general public. Singapore and Hong Kong have fairly well developed 
and supportive regulam,y Frameworks desp ite a trend tOwards lower remrns, whereas M,alaysia, Korea and 

Thailand have been moving roward<; a more transparent regulatory framework. The Philippines is in the 
process of deregulating its power market, while Indian power uti lities continue to grapple with structural 

challenges. In Latin America, there is a wide dispersion among fram eworks, ranging from the more stable, 
long established <md predictable framework in Chile to the decidedly unpredictable framework in 
Argentina. Generally, as Latin American economies have evolved to more stable economic policies, 
regulatOry framewo rks for uriliries have also shown greater stability and predictability. 

All of the Nher issues discussed in this section have a regulatory/political componem, either as the driver of 

change or in reaction to changes in economic environmems and market factors. 

Economic and Financial Market Conditions 

As regulated monopolies, electr ic and gas uti lities have generally been quire resistant to unsettled 

economic and financia l marker conditions for several reasons. Unlike man}' companies [hat face d irect 
market-based compecicion, their rates do not decrease when demand decreases. The elasticity of 
demand For eiectriciry and gas is much lower rhan for IllOSt products in the consumer economy. 

When financial markets are volatile, milities often have greater capital market access than industrial 
companies in competitive sectors, as was the case in (he 2007-2009 recession. However, regulared 
electric and gas uriliti es are by no means immune [Q a prorraC[ed or severe recession. 
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Severe economic malaise can negatively affect utiliry credit profiles in several ways. Falling demand for 
elect ricicy or natural gas may negatively impact margins and debt service protection measures, 
especially when rates are designed such that a substantial portion of fixed costs is in theory recovered 
rhrough volumetric charges. The decrease in demand in the 2007-2009 recession was notable in 

comparison to prior recessions, especially in the residential sector. Poor economic conditions can 
make it more difficulr for regulators to approve needed rate increases or provide timely cost recovery 

for utilities, resulting in higher cost deferrals and longer regulatory lag. Finally, recessions can coincide 
with a lack of confidence in the utiliry sector that impacts access to capital markets for a period of 
time. For instance, in the Great Depression and (to a lesser extent) in the 2001 recession, access for 
some issuers was curtailed due to rhe sector's generally higher leverage than other corporate sectors, 
combined with a concerns over a lack of transparency in financial reporting. 

Fuel Price Volatility and the Global Impact of Shale Gas 

The abiliry of most uti licies to pass through their fuel costs to end users may insulate a utilicy from 
exposure to price volatility of these fuels, bur it does not insulate consumers. Consumers and 
regulators complained vociferously about utility rates during the run-up in hydro-carbon prices in 

2005-2008 (oil, natural gas and, to a lesser extent, coal). The steep decline in US natural gas prices 
since 2009, caused in large part by the development of shale gas and shale oil resources, has been a 
material benefit to US urilities, because many have been able to pass through substantial base rate 
increases during a period when all-in rates were declining. Shale hydro-carbons have also had a 
positive impact, albeit one that is less immediate and direct, on non-US utilities. In much of the 

eastern hemisphere, natural gas prices under long-term contracts have generally been tied to oil prices, 
but utilities and mher industrial users have started to have some success in negotiating to de-link 
natural gas from oil. In addition, increasing US production of oil has had a noticeable impact on 
world oil prices, generally benel-lrting oil and gas users. 

Not all utilities will benefit equally. Utilities that have locked in natural gas under high-priced long­
term contracts tha t they cannot re-negotiate are negatively impacted if rhey cannot pass through their 

full contracted cost of gas, or if the high costs cause customer dissatisfaction and regulatolY backlash. 
Utilities with large coal i-1eers or utilities constructing nuclear power plants may also fdce negative 
impacts on their regulatory environment, since their customers will benefit less from lower natural gas 
pnces. 

Distributed Generation Versus the Central Station Paradigm 

The regulation and the financing of electric utilities are based on the premise that rhe current model 

under which elecniciry is generated and distributed to customers will continue essentially unchanged 
for many decades to come. This model, called the central station paradigm (because electricity is 
generated in large, centrally located plants and distributed to a large number of custOmers, who may in 

fact be hundreds of miles away), has been in place since the early pan of the 20 th century. The model 
has worked because the economies of scale inherenr to very large power plants has more than offset the 

COSt and inefficiency (through power losses) inherent to maintaining a grid for transmitting and 
distribur.ing electricity to end users. 

Despi te rate structures that only allow recovery of invested capital over many decades (up to 60 years) , 
utilities can attract capital because invesrors assume that rares will continue to be collected for at least 

that long a period. Regulators and politicians assume that taxes and regulatory charges levied on 
electricity usage will be paid by a broad swath of residences and businesses and will not materially 
d iscourage usage of electriciry in a way that would decrease the amoullt of taxes collected. A corollary 



NP-CA-082, Attachment A 
Page 56 of 65 
CA-NP-028, Attachment A 

Page 54 of 63 

assumpcion is rhar {he number of customers taking electricity from (he system during that period will 
continue to be high enough such that rates will be reasonable and generally more attractive than o ther 
airernatives. In the event thar consumers were to switch en masse to alternate sources of generati ng or 
receiving power (for instance distributed generation), rates for remaining customers would either not 

cover the utility's costs, or rates would need to be increased so much that more customers may be 
incemivized to leave the system. This scenario has been exper ienced in the regulated US copper wire 

telephone business, where rates have increased <:juite dramatically for users who have not switched to 
digital or wireless telephone service. While this scenario cominues to be unli ke ly fo r the electricity 
sector, distributed generation, especia lly from solar panels, has made inroads in certain regions. 

D istributed generation is any reta il-scale generation, differentiated from self-generation, which 

generally describes a large industrial plant that builds its own reasonably large convemional power 
plant to meet its own needs. While some residential property owners that insta ll d istributed 
generation may choose [Q sever their connection (Q the local utilicy, mOSt choose [Q remain connected, 
generating power into the grid when it is both feasib le and economic to do so, and taking power from 

the grid at other times. Distributed generation is currently concentrated in roof-top photovoltaic solar 
panels, which have beneflned fro m varying levels of tax incentives in different jurisdictions. 
Regulatory treatmenr has also varied, bur some rate structures chac seek to incenrivize distributed 

renewable energy are decidedly credir negative for utilities , in particular net metering. 

Under net meteri ng, a customer receives a credit from the utility for all of its generadon at" the full (or 
nearly fu ll) retail rate and pays only for power taken, also at the rerail rate, resulting in a materially 
reduced monthly bill relative to a customer with no distribu ted generation. The distributed generation 

customer has no obligation to generate any particular am ount of power, so rhe utility must stand ready 
to genera te and deliver th;.1t customer's full power needs at all times. Since most utility costs, including 
the fixed cos ts oHlnancing and maintaining generation and delivery systems, are currently collected 
through volumetric races, a customer owning distributed generation effectively transfers a portion of 
the milicy's costs of serving that customer to o ther CUS(Qmers with higher net usage, notably to 

customers that do not own disr ribmed generation. The higher costs may incentivize more customers 
to install solar panels, thereby shifting the utility's fixed costs (Q an even smaller group of rate-payers. 
California is an example of a state employing net solar metering in its rate structure, whereas in New 

Jersey, which has (he second large. .. r residential solar program in the US, uti li ties buy power at a price 
closer to the ir blended COS t of gencrarion, which is much lower than the retail rate. 

To date, solar generation and net metering have not had a materi al credit impact on any utilities, but 

ratings could be negatively impacted if the programs were to grow and if rate structures were not 
amended so that each custOmer's monthly bill more closely approximated the cos t of serving tha t 
cus tomer. 

In our current view, the possib ili ty tha t there wi ll be a widesp read movement of electric utility 
customers to sever themselves from the grid is remote. However, we acknowledge that new 

technologies, such as the development of commercially viable fuel cells and/o r distributed electri c 

storage. could mater ially disrupt the central station paradigm and the credit quality of the urilicy 
sector. 
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Uriliries wirh nuclear genera tion face unique safety, regulatory, and operational issues. The nuclear 
disaster at Fukushima Daiichi had a severely negative cred it impact on its owner, Tokyo Elecrric 
Power Company, Incorporated (Ba3, Ilegative), as well as all the Iluclear utilities in the country. Japan 
previously generated abour 30% of its power from 50 reactors, but all are currently eithe r idled or shut 
down, and utilities in the country face materially higher cosrs of rep lacement power, a credit negative. 
Japan also created a new N uclear Regulation Authority (NRA), under rhe Ministry of the 
Environment to rep lace the Nuclear Safery Com mission , wh ich had been under the Ministry of 
Economy, Trade and Industry. The NRA has nm yet set any schedule for completing safeI)' checks at 
id led plants. 

Fukushima Da.iichi also had global consequences. Germany's response was to require that all nuclear 
power planes in the country be shut by 2022. Switzerland opted for a phase-out by 2031. (Most 
European nuclear plants are owned by companies rated under mher (he Unregulated Utilities and 
Power Companies methodology.) Even in countries where the regularo ry response was more 
moderate, increased regulatory scrutiny has raised operating costs, a credit negative, especially in the 
US, where low narural gas prices have rendered cenain primarily smaller nuclear plants uneconomic. 
Nuclear license renewal decisions in rhe US are currendy on hold until the Nuclear Regulatory 
Commission comes co a determinarion on the safety of spent fuel storage in rhe absence of a 
permanent reposicory. Nonetheless, we view robust and independenc nuclear safecy regu lation as a 
credit-positive for the industry. 

Other general issues fo r nuclear operarors include higher COStS and lower reliabilicy related w the 
increasing age of the fleet. In 2013, Duke Energy Florida, Inc. (Baa 1, RUR-up) decided to 

permanenrly shut C rysta l River Unit 3 after it determined that a de-lamination (or separation) in the 
concrete of the oucer wall of the containment building was uneconomic to repair. San Onofre Nuclear 
Generating Sradon was pennanendy closed in 2013 afcer irs owners, including Southern Californ ia 
Edison Company (A3, RUR-up) and San Diego Gas & EleCtric Company (Al, RUR-up), decided not 
to pursue a re-scan in light of operating defects in two steam generawrs that had been replaced in 2010 
and 2011. 

Korea Hydro and N uclear Power Company Limited (KHNP, A 1 stable) and its parent Kore-it Electric 
Power Corporation (KEPCO, AI srable), face a scandal relared w alleged corruption and acceptance of 
falsified safety documents provided by its parts suppliers for nuclear plants. Korean prosecutors' 
widening probe infO KHNP's use of substandard part<; at Illany of its 23 nuclear power plants caused 
three plams ro be temporarily shl]( down starting in May 2013 and raises the risk the Korean public 
will lose confidence in nuclear power. However, more than 80% of substandard pans in the idled 
plams have been replaced, and a restart is expected in late 2013 or early 20 14. 
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In mos t regions, our approach to notching becween diffe rent debt classes of the same regulated utility 
issuer follows the guidance in the publication Updared Summar:}' Guidance for Notching Bonds. 
Preferred Stocks and Hybrid Securities of Corporate Issuers. Februaey 2007), including a one notch 
diHerentiaJ belween senior secured and sen ior unsecured deb t. However, in mos t cases we have cwo 

nmches be[Ween the fi rst mortgage bonds and sen ior unsecured debt of regulated electric <lnd g<lS 
milities in the US. 

W ider notchi ng differentials between debt classes may also be appropriate in speculat ive grade. 

Additional insights for speculative grade issuers are provided in the publication Loss G iven Default for 
Speculative-Grade Non-Financial Companies in the US Canada and EMEA. June 2009,. 

First mortgage bond holders in the US generally benefit from a first lien on most of the fixed assets 
used to provide urilicy service, including such assetS as genera ring stations, transmission lines, 
distribution lines, switching stations and substat ions, and gas distribution facilities, as well as a lien on 
franch ise agreements. In our view, the cridcal na[Ure of these assets to the issuers and to the 

communities they serve has been a major factO r that has led to ve ry high recovery rates for this class of 

debt in situa tions of default, thereby justifying a twu notch uplift. The combination of the breadth of 
assets pledged and the bankruptcy-tested recovery experience has been unique to the US. 

In some cases, there is only a one notch difl"erent ial between US first mortgage bonds and the senior 
unsecured radng. For ins tance, th is is likely when the pledged properry is not considered critical 
infrastructure tor the region, or if the mortgage is materially weakened by carve-oU(s, lien releases or 
sim ilar crediror-unfriendly terms. 

Securitization 

The use of securitization, a financing technique utilizing a discrete revenue stream (typically related to 

recovery of specifica lly defined expenses) that is dedicated to servicing specific securitization debt, has 
primarily been used in the US, where it has been qui te pervasive in the past two decades. The firs t 
genera tion of securit ization bonds were primarily related to recovery of the negative difference between 
rhe market value of urilities' generation assets and their book value when ce[[ain states switched to 

competitive electric supply markets and mi lities sold their generation (so-ca lled stranded costs) . This 
technique was then used for significanr srorm COStS (especially hurricanes) and was evel1(ually 
broadened to include environmental related expenditures, deferred fuel costs, or even deferred 

miscellaneous expenses. States that have implemented securitiz.a.tion Frameworks include Arkansas, 
California, Connecticut, Illinois, Louisiana, Maryland, Massachusetts, Mississippi, New Hampshire, 

New Jetsey, Ohio, Pennsylvania, Texas and West Virginia. In its simples t form, a securitization 
isolates and dedicates a scream of cash flow ilHO a separate special purpose enticy (SPE). The SPE uses 
that stream of revenue and cash fl ow ro provide annual debt service for rhe securiti zed debt 

instrument. Securi rization is cypically underpinned by speci fic legis lation to segregate the 
securitiza tion revenues from the utility's revenues to assure their comi nued collection, and the de tails 
of (he enabling legislation may vary from state to state. The utility benefi ts from the securitization 

because it receives an immediate source of cash (a lthough it gives up the opportunity to earn a return 
on the corresponding asset), and ratepayers benefit because the cost of the securitized debt is lower 
{han the ucility's COSf of debt and much lower [han its all-in COSt of capital, which reduces the revenue 

requirement associated with the cost recovery. 



NP-CA-082, Attachment A 
Page 59 of 65 
CA-NP-028, Attachment A 

Page 57 of 63 

In the presenration of US securitization debr in published fi nancial rarios, Moody's makes its own 

assessmenr of the appropriate credit representation but in most cases follows the accouming in audired 
statemems under US Generally Accepted Accounting Principles (GAAP), which is in turn considers 
the terms of enabling legislation. fu a result, accounting uearment may vary. In most states uriliries 

have been required to consolidate securitization debt under GAAP, even though it is technically non­
recourse. 

In general , we view securitization debt of utilities as being on-credit debt, in parr because the rates 

associated with ir reduce the utility's headroom to increase rates for other purposes while keeping all-in 
rates affordable to custOmers. Thus, where accollnting treatment is off balance sheet, we seek to adjusr 
the company's rarios by including the securiti zation debt and related revenue.c; for our analysis. Where 
the securi tized debt is on balance sheet, our credit analysis also considers the significance of ratios that 

exclude securitization debt and related revenues. Since securitization debt amortizes mortgage-style, 
including it makes rarios look worse in early years (when most of the revenue collected goes to pay 
interest) and better in later years (when most of the revenue collected goes to pay principal). 

Strong levels of government ownership in Asia Pacific (ex-japan) provide rating uplift 

Strong levels of governmenr ownership have domi nated the credit profiles of utilities in Asia Pacific 
(exclud ing Japan), generally leading to ratings that are a number of notches above the Baseline Credit 

Ac;sessment. Regulated electric and gas urilitie.c; with significanr government owner!'ihip are rated using 
this medlOdology in conjunction with the Joinr Default Analysis approach in our methodology for 
Government-Related Issuers. 

Support system for large corporate entities in Japan can provide ratings uplift, with limits 

Moody's ratings fo r large corporate entities in Japan reflect the unique nature of the counrry's suppOrt 
sysrem, and they are higher than they would otherwise be if such support were disregarded. This is 
reflected in the tendency for ratings of Japanese milities to be higher than their grid implied ratings 

(currently higher on average by about 2 nocches), while utilities globally tend to be more evenly 
distributed above and below {heir actual racings. However, even for large prominenr companies, oW" 
ratings consider that suppOrt will nor be endless and is less likely (Q be provided when a company has 
questionable viabil ity rather than being in need of temporary liquidity assisml1ce. 
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Appendix H: Treatment of Power Purchase Agreements (UPPAsU) 

Although many ut ilities own and operace power stations, some have entered imo PPAs to source 

eiecniciry from third parties m sa tisfy retail demand. The motivation for these PPAs may be one o r 
more of the following: to oU(source operaring risks [Q parties morc skilled in power starion operarion, 
[Q provide cenainry of supply, (0 reduce balance sheet deb t, to II x the cost of power, or to comply with 
regula to!), manda tes regarding power sourcing, induding renewtlble portfolio standards. While 
Moody's regards PPAs that reduce operating or financial risk as a credit positive, some aspens ofPPAs 
may negatively aHeer the credit of utiliti es . The most conservative rrelltment would be to rrellt II PPA as 
a debt obligation of the utility as, by paying the capacity charge, the utility is effectively providing rhe 
fu nds to service rhe debt associated with the power station. At the other end of rhe cominuum , rhe 

financial obligadons of the utility cou ld also be regarded as an ongoing operati ng cost, wi th no long­
term capital component recognized. 

Under most PPAs, a utility is obliged to pay a capacity charge to the power seadon owner (which may 
be another utility or an Independent Power Producer - IPP); this charge typically covers a portion of 

the IPP's fixed COStS in relarion to rhe power available to the utility. These fixed payments usually help 
to cover the IPP's debt service and are made irrespeC(ive of whether the utiliry calls on the IPP to 

genera te and deliver power. When the utility requires generation, a further energy charge. [Q cover the 

variable COStS of the IPP. will also typica ll y be paid by the utili ty. Some other similar arran gements are 
characterized as rolli ng agreements, or long-term supply comracts, but most have similar features to 
PPAs and are thus analyzed by Moody's as PPAs. 

PPAs are recognized qualitatively to be a future use of cash whether or not they are 
treated as debt-like obligations in financial ratios 

The srarting poinr of our analys is is the issuer's audited fina ncial sraremenrs - we consider whether the 
Iltiliry's accountants determine that the PPA should be treated as a debt equivalent, a capita li zed lease, 
an operating lease, or in some other manner. PPAs have a wide variety of operational and financial 
terms, and it is our undersranding that accountants are required to have a very gmnu lar view into the 

particular comractual arrangemems in order to account for these PPAs in compliance with applicable 
accounting rules and standards. H owever, accounting treatment for PPAs may not be ent irely 
consistent across US GAAP, TFRS or other accounring framework .. . In addition, we may consider that 
factors not incorporated into the account ing trea tment may be relevam (which may include the scale 

of PPA paymelHs, their regulamry trea tlllenr including COSt recovery mechanisms, o r other tacto rs {ha t 
create financial or operational risk for the utiliry tha t is greater, in our estimation, (han rhe benefits 
received). When the accollnting treatl1lenr of a PPA is a deb t or lease equivalent (such that it is 

reporred on the balance sheet, or disclosed as an operating lease and thus included in our adjusted debt 
calcu lation), we generally do nor make adjustmems m remove the PPA from the balance sheet. 

However, in relevanr ci rcumstances we consider making adjustments that impute a debt equivalent to 
PPA .. that are off-balance sheet for accounting purposes. 

Regardless of whether we consider that a PPA warrants or does not warram trea tment as a debt 
obligarion, we assess the totality of rhe im pact of the PPA on the issuer's probabili ty of default. COStS 
of a PPA that cannot be recovered in retail rates creates material ri sk, especially if rhey also ca nnot be 

recovered thro ugh market sales of power. 
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PPAs have a wide variety oHlnancial and regularol}f characterisdcs, and each p<lrriclliar circumstance 
may be treated differently by Moody's. Facrors which determine where on rhe cont inuum Moody's 
treats a paniclila r PPA include the follow ing: 

» Risk managemenr: An overarching principle is chat PPAs have normally been used by utilities as a 

risk management rool and Moody's recognizes that this is the fUndamental reason for their existence. 

Thus, Moody's will nor automatically penalize utilities for entering into conrracts for the purpose of 

reducing risk associated with power price and availabi li ty. Rather, we will look at the aggregate 

commercial position, ev.l luating the risk to a utility's purchase and supply obligations. In addition, 

PPAs are similar to other long- term supply cOntracts used by other industries and their trC'atment 

should nOt therefore be fundamen tally different from that of other contracts of a sim ilar nature. 

» Pass-through capabil ity: Some utilities have the ability to pass through the cost of purchasing 

power under PPAs ro their customers. As a result, the utili ty takes no risk that the COSt of power is 

greater than the rer<l il price it will receive. Accordingly Moody's regards these PPA obligadons as 

operating costs with no long-term debt- like attributes. PPAs widl no pass-through abili ty have a 

greater risk profile for U[iliries. In some markets, the ability w pass through COStS of a PPA is 

enshrined in the regulawry framework, and in others can be dictated by marker dynamics. A" a 

market becomes more competitive or if regulamry support for COSt recovery deteriorates, the 

ability to pass through costs may decrease and, as circumstances change, Moody's treatment of 

PPA obligacions will alter accord ingly. 

~) Price considerations: T he price of power paid by a utility under a PPA can be sllbstamially above 

or below the market price of electricity. A below-market price willmorivate the utility m purchase 

power from the IPP in excess of its retail requirements, and to sell excess electricity in the spot 

market. This can be a significant source of cash flow for some utilities. On the other hand, 

lItiliries that are compelled to pay ca pacity payments to IPPs when they have no demand for the 

power or at an above-marke t price may suffer a fi nancial burden if they do not get full recovery in 

retail ra tcs. Moody's will particu larly focus on PPAs that have mark-to-market losses, wh ich 

typica lly indicates that they have a mate ria l impact on the utility's Co:1sh flow. 

» Exces." Reserve CapaciCY: In some jurisdictions there is substant ial reserve capacity and thus a 

significant probabi li ty that the elec tric ity available to a utility under PPAs will nO( be required by 

the market. T his increases the risk to the utility thac capacicy payments will need to be made 

when there is no demand fo r the power. We may determine chat all of a util ity's PPAs represent 

excess capacity, or that a porrion of PPAs are needed for the util ity's supply obligations plus a 

normal reserve margin, while rhe rema ining portion tepresents excess capacity. In the Luter case, 

we may impure debt to specific PPA" thar are excess or we take a proportional approach to all of 

rhe utility's PPAs. 

» Risk-sharing: Utiliries that own power plants bear the associated operational, fuel procurement 

and other risks. These must be balanced against the financ ial and liquidity risk of contracti ng for 

the purchase of power under a PPA. Moody's will examine on a case-by case basis [he relative 

credi t risk associa ted with PPAs in comparison to plant ownership. 

» Purchase requiremems: Some PPAs are strucmred widl either options or requiremems to 

purchase the asset at the end of the PPA rerlll . IF the utility has an economically meaningful 

requirement to purchase, we would most likely consider it to be a debt obligation. In most such 

cases, the obligation would already receive on-balance sheet treatment under relevant accounting 

standard. ... 
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» Default provisions: In most cases, rhe remedies for default under a PPA do nor include 

acceleration of amounts due. and in many cases PPAs would not be considered as debt in a 

bankruptcy scenario and could potentially be cancelled. Thus, PPA'i may nor materially increase 

Loss Given Default for (he utility. In addition, PPAs are nor typically considered debt for cross­

default provisions under a utility's debt and liquidity arrangements. However, rhe existence of 

non-standard default provisions that are debt-like would have a large impact on our trea tment of a 

PPA. In add irioll, paymenrs due under PPAs arc senior unsecured obligarions, and any inability 

of rhe utility to make (hem materially increases default risk. 

Each of these faccors will be considered by Moody's analysts and a decision will be made as to the 
imponance of the rPA to the risk analysis of the utili ty. 

Methods for estimating a Liability amount for PPAs 

According to the weighting and imponance of the PPA [0 each utility and rhe level of disclosure, 
Moody's may approximate a debr obliga tion equ ivalent for PPAs us ing one or more of the methods 
discussed below. In e<l.ch C<lse we look holisdcallY;H the PPA's credit imp<lcr on rhe utili!)" including 
the abili!)' (Q pass rhrough cosrs and curtail payments, the materiality of the PPA obligation to rhe 
overall business risk and cash flows of rhe urility, operat ional constraints that rhe PPA imposes, rhe 

maturity of the PPA obligation, the impact of purchased power on market-based power sales (if any) 
that the utility will engage in, and our view of future market conditions and volatility. 

» Operating Cost: If a uril ity enters into a PPA for the purpose of providing an assured supply and 

there is reasonable assurance rhar regularors will allow rhe costs to be recovered in regulared rates, 

Moody's may vi ew rhe PPA as being most akin (Q an operating cost. Provided that the accounting 

treatment for the PPA is, in this circumstance, ofF-balance sheet, we wi ll most likely make no 

adjusnnenr to bring rhe obl igation OntO rhe utility's balance sheer. 

» Annual Obligarion x 6: In some situarions, the PPA obl igation may be esti mated by multiplying 

the annuaJ payments by a facror of six (in mosr cases). This method is sometimes used in rhe 

capitalization of operating leases. This method may be used as an approximation where the 

analyst derermines that rhe obligation is significant bur cannor otherwise be quamified otherwise 

due to limited informar ion. 

» Net Present Value: Where the analyst has sufficient information, Moody's may add the NPV of 

the stream of PPA payments to rhe debt obligations of the miliry. The discount rate used will be 

our estimate of the COSt of capita l of the utility. 

» D ebt Look-Throuph: In some circumstances, where the debt incurred by rhe IPP is directly 

relared [Q the off-taking utility, rhere may be reason (0 allocate the entire debr {or a proportional 

pan related to share of power dedicated (0 the utility) of the IPP ro thar of the utility. 

)} Mark-co-Marker: In situations in which Moody's believes that the PPA prices exceed the marker 

price and thus will create an ongoing liability for the utiliry, we may use a ner mark-ro-marker 

method, in which the NPV of rhe utility's future out-of-the-money ner payments will be added to 

irs total debt obligacions. 

» Consolidation: In some instances where rhe IPP is wholly dedicated to the utility, ir may be 

appropriate to consolidate rhe debt and cash flows of the IPP with thar of rhe utility. If the utili ty 

purchases only a portion of the power from the IPP, then thac proponion of debt might be 

consolidated with the urility. 
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Ir we have determined ro impure debt ro a PPA fOf which rhe accoulHing creannelH is nor on-balance 
sheet, we will in some circumstances use more chan one method m esti mate [he debt equivalent 

obliga tions imposed by the PPA, and compare results. If circumstances (includ ing regulamfY 
rreatment or marker condidons) change over rime, the approach that is used may also vary. 
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» US Regulated Utilities: Regulation Provides StabilitY as Business Model Faces Challenges, July 
2013 (56754) 

» A.ian Power Utilities (ex- Iapan): Broad Stable Outlook: India an Outlier, March 2013 1I4910]) 

Rating Methodologies: 

» US Elecrric Generation & Transmission Cooperat ives, April 2013, (151814) 

)} How Sovereign Credit Oualil>' May Affect Other Rarings, Februa[), 2012 (139495) 

» Unregulated Utilities and Power Companies, August 2009 (1 t 8508) 

» Regulated Electric and Gas Networks, August 2009 (118786) 

» Namral Gas Pipelines, November 2012 II 46415) 

» US Public Power Electric Uriliries with Generation Ownership Exposure, November 2011 
(135292) 

» US Electric Generation & Transmission Cooperatives, April 2013 (51814) 

» US Municipal Joint Action Agencies, October 2012 (145899) 

» Government Related Issuers: Methodology Update, July 20 I 0 (12603]) 

)} Global Regulated Water Uti lities, December 2009 II 2131 ]) 

To access any of these reports. click on the entry above. Note that these references are current as of the date of publication of 
this report and that more recent reports may be available. All research may not be available to all clients. 

The credit ratings aSSigned in this sector are primarily determined by this credit rating methodology, 
Certain broad methodological considerations (described in one or more secondary or cross-sector 
credit rating methodologies) may also be relevant to the determination of credir raci ngs of issuers and 
instruments in this secror. Pmenrially related secondary and cross-sector credit rating methodologies 
can be found here. 

For dara summarizing the historical robustness and predicrive power of credit ratings assigned using 
this credit rating methodology, see link, 
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS AFFILIATES ARE MOODY'S CURRENT 
OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT ·LlKE 
SECURITIES, AND CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S 
PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT OPINIONS Of THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, 
CREDIT COMMITMENTS, OR DEBT OR DEBT·LlKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN 
ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED 
FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT 
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S 
OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT 
RATINGS AND MOODY'S PUBLICATIONS 00 NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND 
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, 
SELL, OR HOlD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE 
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND 
PUBLISHES MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL 
MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, 
HOlDING, OR SALE. 

Al l INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LI MITED TO, COPYRIGHT LAW, AND 
NONE OF SUCH IN fORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, 
TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOlD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN 
WHOlE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER. BY ANY PERSON WITHOUT MOODY'S 
PRIOR WRITTEN CONSENT. 

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the 
possibility of human or mechanical error as well as other factors, however, all information contained herein is provided "AS IS" 
without warranty of any kind. MOODY'S adopts aU necessary measures so that the information it uses in assigning a credit rating is of 
sufficient quality and from sources MOODY'S considers to be reliable inCluding, when appropriate. independent third·party sources. 
However, MOODY'S is not an auditor and cannot in every instance independently verify or validate informalion received in the rat ing 
process. Under no circumstances shall MOODY' S have any liability to any person or entity for (a) any loss or da mage in whole or in 
part caused by. resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within or 
outside the control of MOODY'S or any of its directors. officers, employees or agems in connection with the procurement, collection. 
compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b) any direct. indirect, 
special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if MOODY'S 
is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such information. The 
ratings, financial reporting analysis, projections, and other observations, if any, constituting part of the infOfmation contained herein 
are. and musl be construed solely as, statements of opinion and not statements of fact or recommendations 10 purchase. sell Of hold 
any securities. Each user of the information contained herein must make its own study and evaluation of each security it may 
consider purchasing, holding or selling. 

NO WARRANTY, EXPRESS OR IMPLI ED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS 
FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY 
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. 

MIS, a wholly-owned credit ~at ing agency subsidiary 01 Moody's Corporation ("MeO"), hereby discloses that most issuers of debt 
securities (including corporate and municipal bonds, debentures. notes and commercial paper) and preferred stock rated by MIS have, 
prior to assignment of any ra ting, agreed to pay to MIS for appraisal and rating services rendered by it fees ranging from $1,500 to 
approximately $2,500,000. Meo and MIS a1so maintain policies and procedures to address the independence of MIS's ratings and 
rating processes. Information regarding certain affiliations that may exist between directors of MCO and rated entit ies, and between 
entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than $%, is 
posted annually at www.moodys.com under the heading "Shareholder Relations - COfporate Governance - Director and 
Shareholder Affiliation Policy: 

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of 
MOODY'S affiliate, Moody's Investors Service Ply Limited ABN 61 003 399 6S7AFSL 336969 andlor Moody's Analytics Australia Pty 
Ltd ABN 94 105136972 AFSl383569 (as applicable). This document is intended to be provided only to 'wholesale clients" wi thin 
the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you 
represent to MOODY'S that you are, or are accessing the document as a representative of, a "wholesale client" and that neither you 
nor the entity you represent will directly or indirectly disseminate this document or its contents to "retail clients" within the meaning 
01 sect ion 761G 01 the Corporations Act 2001. MOODY'S credit rating is an opinion as to the creditworthiness of a debt obligation of 
the issuer, not on the equity securi ties of the issuer or any form of security that is available to retail clients. It would be dangerous for 
retail clients to make any investment decision based on MOODY'S credit rating. If in doubt you should contact your financial or other 
professional adviser. 


