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REBUTTAL TESTIMONY OF

THOMAS R. SULLIVAN

Introduction and Purpose of Rebuttal Testimony.

Mr. Sullivan, did you file direct testimony in this proceeding?

Yes, I did.

What was the purpose of your direct testimony?

The purpose of my direct testimony was to address Progress Energy Florida, Inc.’s
(“PEF’s” or the “Company’s”) capital structure and its requirements to ensure that it
maintains continuous access to capital markets to obtain capital at a reasonable cost

when that capital is needed to meet our customers’ energy needs.

Have any of the intervenor witnesses addressed PEF’s capital structure or other
issues that would impact the Company’s ability to maintain continuous access to
the capital markets at reasonable costs?

Yes, they have. Dr. Woolridge, Mr. Lawton and Mr. Schultz, on behalf of the Office

of Public Counsel (“OPC”), and Mr. Pollack, on behalf of the Florida Industrial

iad

}._.

Power Users Group (“FIPUG”), have all filed testimony related to either capital

structure or other 1ssues, such as return on equity or cost of debt, that impact the 5'
Company’s financial posttion and its ability to maintain access to the capital mar fts

at reasonable costs. =

4]
=]

28 ALAl

94

)
[F]

-

1.2
[




10

11

12

13

14

15

16

17

18

19

20

21

Have you read their testimony?

Yes, I have.

Q. What is your understanding of the intervenors’ recommendations regarding
PEF’s capital structure and cost of capital, as well as their assessment of the
impact of those recommendations on the Company’s credit rating and financial

health?

A Dr. Woolridge and Mr. Pollack disagree with the Company’s capital structure,

recommending a common equity ratio of 50%. Dr. Woolridge also recommends a
cost of equity of 9.75%, a short-term debt cost rate of 3.06% and a long-term debt
cost rate of 6.05%. All of the intervenors believe that their recommendations,
mcluding the pre-tax cash flow impact of the $149 million adjustment to the
depreciation reserve and the total $35 million reduction in base rates, would not
negatively impact the Company’s credit rating or its ability to access the capital

markets at reasonable costs.

Q. Did any intervenors question the positions in your direct testimony regarding

the importance of the Company strengthening its financial profile or achieving a

consistent target credit rating of mid-single A?

A. No, they did not.

155786992 2
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Q. Do you agree with the intervenors’ recommended adjustments to PEF’s

proposed return on equity, capital structure and cost of debt, and the associated

impact of those adjustments on PEF’s credit rating and financial health?

A No, I do not. In the testimony that follows, I will describe why I disagree with the

intervenors’ recommended adjustments to PEF’s cash flow, return on equity
(“ROE”), capital structure and cost of debt. Most importantly, I will discuss how the
adjustments would negatively impact the Company’s ability to maintain and improve
its financial strength. This, in turn, would limit the Company’s ability to access
capital in order to provide reliable energy for its customers at a reasonable cost. The
intervenors’ recommended changes would represent a material change from the
historically constructive regulatory environment in Florida, and would be viewed
negatively by the financial markets. It is critical for PEF to maintain a strong
financial position while meeting the growing needs of its customer base and increased
environmental compliance, including the reduction of carbon emissions with the
planned construction of nuclear generation. I believe the successful implementation
of PEF’s plans to achieve these goals will require the return on equity and cost of debt
capital we originally requested, along with a strong capital structure. Without these,

both the Company and its customers will be adversely impacted.

Q. How is your testimony organized?

A, First, I will address the cost of equity recommendation of Dr. Woolridge and its

potential impact on the Company if adopted. I will then address the overall

implications of the intervenors’ combined recommendations on cash flow, and how

15578699.2 3
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they would hurt the financial position of the Company and negatively impact

customers. Iwill then address the intervenors’ recommendations regarding capital

structure, their assertions regarding PPAs, and their recommendations for the cost of

short-term and long-term debt.

Q. Do you have any exhibits to your rebuttal testimony?

Yes. Ihave the following exhibits to my rebuttal testimony:

15578699.2

Exhibit No. _ (TRS-13), Moody’s Report “Industry Outlook: U.S. Investor-
Owned Electric Utilities,” January 2009;

Exhibit No. _ (TRS-14), Fitch’s Report “U.S. Utilities, Power and Gas 2009
Qutlook,” December 2008;

Exhibit No. _ (TRS-15), Moody’s Report “Rating Methodology: Regulated
Eleciric and Gas Utilities,” August 2009;

Exhibit No. _ (TRS-16), Fitch’s Report “EEI 2008 Wrap-Up: Cost of Capital
Rising,” November 2008;

Exhibit No. _ (TRS-17), Standard & Poor’s (“S&P’") Report “Credit FAQ:
Top 10 Investor Questions for the U.S. Electric Utility Sector in 2009,”
January 2009;

Exhibit No. _ (TRS-18), Moody’s Credit Opinion: Progress Energy Florida,
Inc., June 2009;

Exhibit No. __ (TRS-19), PEF 2010 Adjusted Credit Metrics Chart;

Exhibit No. __ (TRS-20), “The A Rating,” by Steven M. Fetter, Electric

Perspectives, May/June 2009,
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. Exhibit No.  (TRS-21), Moody’s Report “Special Comment: New Nuclear
Generation: Ratings Pressure Increasing,” June 2009;

. Exhibit No. _ (TRS-22), Fitch’s Report “U.S. Electric and Gas Financial Peer
Study,” June 2009;

o Exhibit No. _ (TRS-23), S&P’s Report “Request for Comments: Imputing
Debt To Purchased Power Obligations,” November 2006;

. Exhibit No. _ (TRS-24), S&P Ratings Direct — Florida Power Corp. d/b/a
Progress Energy Florida, Inc. credit report, June 2009,

. Exhibit No. __ (TRS-25), S&P Ratings Direct — Florida Power Corp. d/b/a
Progress Energy Florida, Inc. credit report, May 2008; and

. Exhibit No. __ (TRS-26), Composite Exhibit of Forward 3-month London
Interbank Offered Rate (*LIBOR”) and 10-year and 30-year Treasury Note
and Bond Forecasts.

These exhibits were either prepared by me or at my direction or they are industry

information that I regularly obtain and review as part of my responsibilities as the

Treasurer for PEF. They are true and correct.

II. Cost of Equity.

Q. Do you believe Dr. Woolridge’s recommended ROE of 9.75% is appropriate for
PEF?

A. No, I do not. The Company hired a well regarded witness, Dr. James A. Vander
Weide, to recommend the appropriate return on equity for PEF. [ have read and

support Dr. Vander Weide’s recommendation of a 12.54% ROE and believe it should

15578699.2 5
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be adopted by the Commuission. Dr. Vander Weide will address the more technical
aspects of Dr. Woolridge’s recommendation, but I will address the overall

reasonableness of the recommendation and its potential impact on the Company.

Q. Is Dr. Woolridge’s recommended ROE consistent with other utilities in the

southeast?

A. No, it is not. Tampa Electric was recently awarded a return on equity of 11.25% in

2009 by the Commission. When compared to Tampa Electric, PEF has additional
risk factors including a much larger generating fleet that includes nuclear operating
risk with our Crystal River Unit 3 (“CR3”) nuclear power plant. In addition, PEF is
moving forward with the c;:)nsn'uction of new nuclear power plants, and other large
capital expenditure projects which significantly increase PEF’s risk profile over
Tampa Electric’s and nearly every other electric utility’s risk profile within the state.
These additional risk factors translate into a higher cost of capital, which supports
PEF’s request for a higher return on equity than that awarded to Tampa Electric. In
their June 2009 credit opinion for PEF, Moody’s stated that the FPSC’s decision in
Tampa Electric’s rate case “affirmed Moody’s view that the regulatory environment
for electric utilities in Florida has remained relatively supportive’” (Exhibit No.
__(TRS-18) to my rebuttal testimony). Providing PEF a lower return on equity than
that awarded to Tampa Electric would be viewed as inconsistent and negative by the
rating agencies and financial community and begin to raise doubts as to the regulatory

climate in the state of Florida.

15578699.2 6
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Dr. Woolridge’s recommended ROE is also below other authorized ROEs for
utilities in the southeastern United States, including Alabama Power (13.75%),
Georgia Power (11.25%), Gulf Power (12.0%) and Progress Energy Carolinas, Inc.
(12.75%). In addition, the Commission issued an order last year recognizing a 11%
ROE for Florida Public Utility Company, which is a distribution only utility. These
are all companies that compete with PEF for investor doliars needed to provide

reliable electric service and fund capital expenditure plans at reasonable costs.

Q. ‘What would be the implications to PEF if Dr. Woolridge’s recommended ROE
of 9.75% were adopted?

A The ROE recommended by Dr. Woolridge would be a significant change from the
historically supportive regulatory environment in Florida. The financial markets view
this supportive regulatory environment as a critical element of the relationship
between utilities, regulators and customers. In their January 2009 report titled
“Industry Outlook: U.S. Investor-Owned Electric Utilities,” Moody’s states the
following:

“We continue to incorporate a view that individual state regulatory authorities
will provide reasonably timely recovery of prudently incurred costs and
investments. Moreover, we continue to believe that regulators prefer to
otherwise regulate financially healthy companies. This relationship often
creates a virtuous cycle, where financially healthy utilities have the balance

sheet strength and liquidity to assure investment, maintain high levels of

15578699.2 7
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reliability and attract economic development. In turn, this tends to facilitate

contentment among consumers, legislators and regulators.”

See Exhibit No.  (TRS-13) to my rebuttal testimony. Dr. Woolridge’s proposed
cost of equity would put PEF at a significant disadvantage in its competition for
capital with other companies with similar risk profiles and would not be adequate to
maintain access to capital markets at reasonable prices. When competing for capital
with the southeastern utilities with higher allowed ROEs referenced above, PEF
would be viewed as a less attractive investment. Investors would not invest in a
company carning a lower ROE when they could invest in other companies of similar
risk and earn a higher ROE.

PEF’s operating cash flow would also be reduced, hurting investor confidence
and likely resulting in a credit rating downgrade. The Company’s ability to raise the
capital necessary to meet customer needs would be hurt, and the cost of that capital
would be higher. This position was summarized by Fitch in their December 2008
report titled “U.S. Utilities, Power and Gas 2009 Outlook™ (Exhibit No.  (TRS-14)
to my rebuttal testimony):

“All else equal, utilities operating in more balanced regulatory jurisdictions

providing high-quality customer service are more likely to earn reasonable

returns on investment and achieve higher creditworthiness. Conversely,
utilities with suboptimal regulatory outcomes are more likely to experience
lower relative returns, higher financing costs and relatively anemic credit

profiles.”

15578699.2 8
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Lower credit ratings would also jeopardize the Company’s ability to reduce
fuel cost volatility through hedging, as the Company might not meet minimum credit
standards required by counterparties. Access to capital required for immediate
service restoration following storms could also be impacted by lower credit ratings.
All of these negative ramifications from adopting the recommended ROE would
severely impact the Company’s ability to serve its customers effectively and would

ultimately result in higher rates.

Q. Why do you believe the adoption of Dr. Woolridge’s recommended ROE would

likely result in lower credit ratings?

A The regulatory framework and financial performance of a company are critical to the

assessment of a utility’s credit quality by the rating agencies. In their ratings
assessment process, Moody’s, for example, focuses on four key rating factors that are
central to the assignment of ratings for companies in the regulated electric and gas
utilities sector: (1) regulatory framework; (2) ability to recover costs and eamn
returns; (3) diversification; and (4) financial strength, liquidity and key financial
metrics. The process is outlined in the Moody’s report “Rating Methodology:
Regulated Electric and Gas Utilities” issued in August 2009. See Exhibit No.
__ (TRS-15) to my rebuttal testimony. The adoption of Dr. Woolridge's
recommended ROE would hurt PEF’s position in the first, second and fourth criteria
listed above.

Fitch also places emphasis on the regulatory framework in determining credit

quality. In their November 2008 report titled “EEI 2008 Wrap-Up: Cost of Capital
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Rising” (Exhibit No. _ (TRS-16) to my rebuttal testimony), Fitch states the

following:
“Jurisdictional regulatory practices promise {0 be a key element in
determining the ultimate impact on issuer creditworthiness given the sharp
increase in the cost of capital as a result of the ongoing financial crisis.
Utilities in states that have authorized reasonable returns on equity and
adopted balanced regulatory mechanisms, including forward test years and
automatic fuel and other tariff adjustment mechanisms are more likely to
come through this period of stress without undue deterioration to current
creditworthiness.”

Fitch further emphasized this position in their December 2008 report titled “U.S.

Utilities, Power and Gas 2009 Outlook” (Exhibit No.  (TRS-14) to my rebuttal

testimony), stating:
“Average authorized returns on equity (ROE) for the regulated utility sector
are currently in the 10.25% to 10.5% range, with some jurisdictions
approaching 9%. Fitch is concerned that absent a meaningful up-tick in
authorized ROE, the industry may have difficulty attracting adequate capital
to fund new reliability, infrastructure and renewable energy projects in light of
the significant change in capital market conditions and investor
expectations...[The] ratings of utilities operating in states with relatively low
authorized ROEs and significant regulatory lag are more likely to suffer credit

deterioration.”

15578699.2 10
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II1.

While each rating agency uses a different methodology, they would all view the
adoption of Dr. Woolridge’s recommended ROE as very unsupportive to the overall

financial health of PEF and would likely result in a rating downgrade.

Importance of Cash Flow to PEF’s Financial Health.

Mr. Lawton identifies the net impact from his adjustment to the depreciation
reserve as a reduction of the Company’s pre-tax cash flow of about $149 million
per year for four years. He maintains that PEF will maintain its “financial
integrity” after correcting for the excess depreciation reserve. Do you agree
with his assertion?
No, [ do not. Mr. Lawton clearly states that his adjustment will result in lower cash
from operations for the Company, a key component of the credit rating evaluation
process. Cash flow is emphasized by S&P in their January 2009 report titled “Top 10
Investor Questions For The U.S. Flectric Utilities Sector In 2009 (Exhibit No.
__ (TRS-17) to my rebuttal testimony), where they state that “‘[those] companies that
fare poorly in the regulatory arena and experience significant deterioration in cash
flow metrics and creeping debt leverage are most vulnerable to downward actions.”
Mr. Lawton then goes on to state that “the Company’s cash flow ratios decline
slightly, but remain well above industry averages,” and that PEF “maintains financial
integrity after correcting for the excess depreciation.” (Lawton Test., p. 19).

I have several concerns with Mr. Lawton’s conclusions. First, Mr. Lawton
references the financial ratio medians by bond rating category in his Exhibit DJL-5, p.

2 of 2. Since no source is provided for this data, I cannot be sure if the financial

15578699.2 11
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ratios are provided on an unadjusted bésis, or if they include adjustments made by the
credit rating agéncies. In any event, a comparison to industry medians is not the best
comparison, as the rating agencies give specific guidance and target metric ranges
that will more directly determine PEF’s credit rating.

Mr. Lawton then references the ratios calculated in Exhibit DJL-5, p. 1 of 2,
as evidence of PEF maintaining financial integrity after correcting for the excess
depreciation. I have several issues with the ratios he calculates in this exhibit. First,
the ratios are calculated based on the capital structure supplied by the Company on
MFR Schedule D-1a, p. 1 of 3. This capital structure is the jurisdictional capital
structure used for ratemaking purposes. The credit rating agencies calculate their
metrics starting with the book capital structure for the entire company. Second, he
includes only long-term debt in the metrics, while the rating agencies look at total
debt (long-term and short-term). Third, the calculations are not made using the
methodology or adjustments of the credit rating agencies for items such as capital
leases, operating leases, PPAs, and pension liabilities. As such, the metrics are not
comparable to the target ranges shown in his column C. Finally, Mr. Lawton states
that financial ratios such as “debt ratio” are unaffected by the correction of the excess
reserve. This is not possible, as his recommended correction to the excess reserve
would result in lower cash from operations and thus higher financing needs. Finally,
the interest expense of $189 million used in Mr. Lawton’s calculation is grossly
understated. S&P used adjusted interest expense of $295.7 million in its PEF credit

metric calculations for 2008, and interest expense will be higher in 2010.

15578699.2 12
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In addition to these calculation errors, Mr. Lawton states on page 20 that his
“analysis focuses solely on the excess depreciation reserve impact and demonstrates
that the cash flow reduction allows Progress to maintain solid financial metrics.”

This analysis is incorrect, as one must look at the total of all the adjustments proposed
by the intervenors and those adjustments’ impact on cash flow metrics, not individual
adjustments in 1solation. In short, neither the metric calculations nor comparisons
referenced by Mr. Lawton allow any conclusions to be drawn regarding the financial

integrity of PEF.

The testimony of Mr. Schultz indicates that rates should be reduced by at least
$35.038 million. This rate reduction, as calculated on Schedule A-1 of his
testimony, uses the capital structure, return on equity and cost of debt
recommended by Dr. Woolridge. Does Mr. Lawton capture all of the
consequences the adoption of the proposed rate reduction would bring about?
No, he does not. His calculations incorrectly assume that there would be no negative
consequences to the cost of capital for the Company if the rate decrease were
adopted. As discussed above, Moody’s specifically focuses on four key rating factors
that are central to the assignment of ratings for utilities in their credit assessment
process: (1) regulatory framework; (2) ability to recover costs and earn returns; (3)
diversification; and (4) financial strength, liquidity and key financial metrics. The
process is outlined in the Moody’s report “Rating Methodology: Regulated Electric

and Gas Utilities” 1ssued in August 2009 (Exhibit No. _ (TRS-15) to my rebuttal

15578699.2 13
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testimony). The primary financial metrics utilized by Moody’s, along with guidelines

for an “A” rating, are as follows:

Financial Metric Guidelines for “A” Rating
(CFOY pre-WC™ + Interest) /
' 4.5%x — 6.0x
Interest
CFO pre-WC / Debt 22% —30%
(CFO pre-WC — Dividends) / Debt 17% - 25%
Debt / Capitalization 35% —45%

' CFO = Cash from Operations
@) WC = Working Capital
The credit metric guidelines for our target credit rating reflect all of the standard
adjustments normally incorporated by Moody’s when analyzing financial statements.
In their June 2009 credit opinion for PEF, Moody’s said the following
regarding what could cause a credit rating downgrade for PEF:
“A downgrade could be considered if there is an adverse change in the
regulatory environment in Florida which could limit full and timely recovery
of costs, especially the cost of new nuclear generation; a continued increase in
leverage; new, unanticipated capital expendifure requirements; if financial
metrics do not recover from 2008 levels and CFO before working capital plus
nterest to interest remains below 4.0x; and CFO before working capital to
debt remains below 20% for a sustained period.”
See Exhibit No. __ (TRS-18) to my rebuttal testimony. Exhibit No.  (TRS-19) to

my rebuttal testimony shows the key 2010 cash flow credit metrics for PEF calculated

15578699.2 14
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using both S&P’s and Moody’s methodologies. The metrics are provided based on
PEF’s proposed rate increase and Mr. Schultz’s proposed rate decrease. The
calculations clearly show that PEF does not meet the standards specifically set forth
by Moody’s in their credit opinion for the Company if Mr. Schultz’s
recommendations were adopted. Thus, my conclusion is that PEF’s credit rating
would likely be downgraded. The metrics based on PEF’s proposed rate increase are
in line with the ranges for an A rating. As discussed above, no intervenor questioned
the importance of PEF strengthening its financial profile or achieving a consistent
target credit rating of mid-single A, and yet their recommendations would likely
result in a credit rating downgrade. This would result in a higher cost of capital,
which would ultimately increase rates for customers.

The importance of a strong credit rating was summarized by Steve Fetter,
president of Regulation Un-Fettered, former chairman of the Michigan PSC, and
former head of the global power group at Fitch Ratings in his May/June 2009 article
titled “The A Rating” (Exhibit No. _ (TRS-20) to my rebuttal testimony):

“Perhaps we have returned to a time when it would be in the interest of both

companies and regulators to work in concert to support credit profiles for

regulated electric utilities (optimally in the A category), for the good of both
consumers and investors,..The bottom line is that electric utilities must collect
sufficient cash flow through rates to maintain strong credit ratings. This is
especially true for companies needing to proceed with maj or generation
construction, notwithstanding the negative economic environment. S&P has

highlighted cash flow as the single most critical aspect of all credit rating
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decisions. And liquidity is the lifeblood of day-to-day utility management

flexibility.”

The intervenors’ rate reduction proposal would accomplish just the opposite: reduced

cash flows, weaker credit ratings, and a weaker balance sheet; all during one of the

strictest capital markets and at a time when the Company is embarking upon one of

the largest capital programs in its history and needs access to the lowest possible cost

of capital.

Do you believe the overall recommendation of the $35 million rate decrease,

which includes the adoption of Dr. Woolridge’s recommended ROE, could

impact PEF’s plans to construct new nuclear plants?

Yes, I do. In their June 2009 report titled “New Nuclear Generation: Ratings

Pressure Increasing,” Moody’s states the following:

15578699.2

“From a credit perspective, companies that pursue new nuclear generation will
take on a higher business and operating risk profile, pressuring credit ratings
over the intermediate- to long-term. Even so, we also believe companies will
ultimately revise their corporate-finance policies to begin materiaily
strengthening balance sheets and bolstering available liquidity capacity at the
start of the construction cycle...... In general, we believe a company should
prepare for the higher risk associated with construction by maintaining, if not
strengthening, its balance sheet, and by maintaining robust levels of liquidity

capacity.”
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See Exhibit No. __ (TRS-21) to my rebuttal testimony. Clearly, the recommendation
of a $35 million rate reduction does not help PEF strengthen its financial position.
Given that the rating agencies and the financial community require sound financial
management and a strong financial position before entering the construction cycle for
new nuclear plants, our plans could certainly be in jeopardy if the recommendation is

adopted.

Capital Structure.

Dr. Woolridge asserts that the Company’s capital structure with a common
equity ratio of 53.9% is high relative to (1) the Company’s actual historic capital
structure and (2) the capital structures of other electric utilities (page 5). Do you
agree with these assertions?

No, I do not. Dr. Woolridge’s comparisons are not correct, as he is comparing an
adjusted equity ratio to book equity ratios. In addition, PEF’s 2008 book equity ratio
was low due to timing differences associated with fuel cost recovery and fuel
hedging, leading to higher debt at PEF before those costs are recovered from
customers. In the comparison to the capital structure of other utilities, Dr, Woolridge
chose a peer group of other electric utilities that represents both operating companies
and parent companies, leading to unfair comparisons. The June 2009 Fitch report
entitled “U.S. Electric and Gas Financial Peer Study” stated that “the business risk
profiles of utility parent companies remain widely disparate, which often accounts for

the rating discrepancy among companies with similar ratios” (Exhibit No.

15578699.2 17
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(TRS-22) to my rebuttal testimony). Neither comparison made by Dr. Woolridge

supports his assertion that PEF’s requested capital structure is high.

On page 18 of his direct testimony, Dr. Woolridge references the capitalization
ratios for Progress Energy over the past three years and states that “these ratios
also show that Progress Energy finances its other businesses and operations with
more debt than PEF.” Do you agree with this conclusion?

No, [ do not. Progress Energy has divested of all of its material non-regulated
operations, leaving Progress Energy Carolinas (PEC) and Progress Energy, Inc. (the
holding company) as the key remaining entities other than PEF. PEC ended 2008
with a book common equity ratio (GAAP) of over 54% and has thus been funded
with less debt than PEF. As described above, the primary reason for Progress
Energy’s common equity ratio being lower than PEF’s is the debt at the parent
(Progress Energy, Inc.) that remains from the acquisition of Florida Progress

Corporation.

Do you agree with Dr. Woolridge’s recommended capital structure, with a
common equity ratio of 50%?

No, I do not. PEF’s credit ratings are determined based a capital structure with
imputed debt, which Dr. Woolndge ignores. A strong balance sheet is critical for
PEF. S&P stated the importance of balance sheet strength in its January 2009 report
“Credit FAQ: Top 10 Investor Questions For The U.S. Electric Utility Sector in

2009,” saying:

15578699.2 18
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*The electric utility industry is asset-intensive and relies heavily on debt.
Balance-sheet strength is a distinguishing factor when Standard & Poor’s
assesses financial risk and determines credit quality. Our analysis attempts to
portray the economic reality of the financial conditions and considers several
items, including purchase power obligations, capital leases, hybrid equity
instruments, pension liabilities, and regulatory assets.”
See Exhibit No. _ (TRS-17) to my rebuttal testimony. As this quote demonstrates,
looking at PEF’s capital structure on an adjusted basis is critical.
To correct one point, on page 21 of his testimony, Dr. Woolridge states that
PEF’s “real” recommended common equity ratio, on a jurisdictional basis, is 47.51%
based on investor provided capital. His calculation of this “real” recommended
common equity ratio does not property account for the 75.95% jurisdictional factor of
the equity adjustment for PPAs. Thc correct ratio should be 45.2% on a jurisdictional

basis, not 47.51%.

Do you agree with Mr. Pollack’s assertion that a 50% common equity ratio is
sufficient to maintain PEF’s current bond rating?

No, [ do not. In order to determine the impact on PEF’s bond rating, the adjustments
made By the credit rating agencies (such as imputed debt for PPAs) are a financial
reality for PEF and must be considered. In addition, a number of factors are used to
determine PEF’s credit rating, not just its capital structure. As described above, all of
the intervenors’ recommendations should be considered together to determine the

impact on PEF’s credit rating. In this case, the recommendations do not allow PEF to
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maintain sufficient credit metrics to support its current rating and would likely result

in a credit rating downgrade.

Financial Impact of PPAs.

How do the rating agencies treat long-term power supply contracts and what is
the impact of their treatment of the PPAs on the Company?

As I explained in my direct testimony, while there are differences in methods, each
rating agency views PPAs, with their long-term obligations, as essentially debt-like in
nature. The main effect of the impact of this treatment of PPAs on PEF’s financial
structure is that the Company is considered to have more leverage than 1if you

calculated its leverage ratio based only on the debt recorded on its balance sheet.

Dr. Woolridge identified S&P’s lack of guidance on the risk factor (page 60) as a
flaw in the PPA equity adjustment. Similarly, Mr. Pollack states that S&P does
not provide an objective standard for determining the appropriate risk factor
for PPAs. Should there be any question regarding the risk factor S&P applies to
PEF’s PPAs?
No, there should be no question regarding the risk factor S&P applies to PEF’s PPAs.
In their November 2006 article entitled “Request For Comments: Imputing Debt To
Purchased Power Obligations” (Exhibit No. _ (TRS-23) to my rebuttal testimony),
S&P states the following:

“In those instances where recovery of PPA-related capacity costs is

guaranteed by a legislative mechanism, the level of the risk factor will be
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determined by the timeliness provided by the legislative true-up mechanism.

The strength of the mechanism can result in risk factors as low as 0% because

legislatively prescribed recovery mechanisms are viewed as providing utilities

with a greater level of protection than that provided by regulatory orders.”
PEF’s recovery of PPAs is not prescribed by legislation. Therefore, S&P does not
use a 0% risk factor when imputing debt for PEF’s PPAs. S&P’s report goes on to
say:

“To date, where FPA capacity costs were recovered through a fuel adjustment

clause (FAC), as compared with base rate recovery, a risk factor of 30% has

generally been used...Based on the effectiveness of FAC mechanisms, we

will adjust modestly the risk factor of 30% down to 25%.”

Based on our discussions with S&P, a 25% risk factor is used for PEF’s PPA
adjustment.

Table 3 on Page € of the S&P credit opinion for PEF dated June 15, 2009
shows that PEF’s book debt for 2008 was increased by $696.3 million for PPAs. See
Exhibit No. __ (TRS-24) to my rebuttal testimony. Similarly, for 2007, S&P made a
debt adjustment of $780.3 million for PPAs. See Exhibit No. __ (TRS-25) to my
rebuttal testimony. The 2007 and 2008 adjustments are in line with the $711 million
adjustment shown by the Company for 2010. Dr. Woolridge and Mr. Pollack
reference general guidance published by S&P, but it cannot be disputed that S&P

makes a significant debt adjustment at PEF for PPAs.
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Dr. Woolridge also points out that S&P’s adjustments for PPAs are not GAAP
accounting, and that PPA payments are unlike debt from a regulatory
perspective (page 61). Do you agree with these points, and should they impact
the imputed equity adjustment you have requested?

While I agree that S&P’s adjustments for PPAs are not GAAP accounting, I do not
agree that this impacts the Company’s request for the imputed equity adjustment.
The treatment of PPAs as debt by the rating agencies has a material impact on PEF’s
credit profile and potentially its cost of capital. For 2008, S&P increased PEF’s book
debt by $696.3 million and interest expense by $40.0 million for the effect of PPAs.
The effect of off-balance sheet obligations like PPAs on a utility’s capital structure
has also been recognized by the Florida Public Service Commission, as outlined on
pages 20 and 21 of my direct testimony. The points raised by Dr. Woolridge should

have no impact on the imputed equity adjustment.

Mr. Pollack states that ‘“it seems unlikely that the debt [associated with PPAs]
will be imputed [By Moody’s] to PEF based on the cost recovery mechanisms
applicable to purchased power capacity costs.” Is this true?

No, this is not true. While Moody’s does not make an explicit adjustment for PPAs
like S&P, they do make adjustments for capital and operating leases. Many PPAs are
classified as capital or operating leases under GAAP. Thus, Moody’s does impute
debt for PEF’s PPAs that are classified as capital or operating leases. For example, in
2008 Moody’s did not make a direct PPA adjustment, but did adjust 2008 book debt

by $245 million for operating leases. Likewise, S&P made an operating lease
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adjustment of $28.7 million for PEF in 2008. This was in addition to the $696.3
million adjustment for PPAs. The higher operating lease adjustment by Moody’s
compared to S&P was driven by PPAs treated as operating leases by the Company.
The operating lease adjustment by S&P specifically excludes PPAs treated as
operating leases, as the debt is imputed through the PPA adjustment. Thus, both
rating agencies adjusted PEF’s book debt for PPAs, although their methodologies are

different.

Do you agree that the PPA adjustment should be removed?

No, [ do not. All three rating agencies consider off-balance sheet obligations when
assessing a company’s credit quality. While each has different methodologies for the
treatment of PPAs, each rating agency looks at PPAs when assessing PEF’s credit
quality. It 1s important for PEF to obtain a consistent target credit rating from all
three rating agencies. As such, we focus on the most restrictive methodology for PPA

treatment, which is S&P’s.

Cost of Debt.

Has your view in interest rates changed since you prepared the forecast
supporting PEF’s rate request?

The financial markets and interest rates continue to be extremely volatile. While
government intervention has led to recent historically low rates, the general consensus
is that the cost of capital will increase in the future. S&P stated in its January 2009

report “Credit FAQ: Top 10 Investor Questions For The U.S. Electric Utility Sector
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In 2009, that “regulators’” willingness to recognize the higher cost of capital through
overall returns is important for credit quality.” See Exhibit No. __ (TRS-17) to my
rebuttal testimony.

Our methodology for forecasting interest rates is based on observing market
forward curves for LIBOR and US Treasuries and expected credit spreads. While
the mix of these elements has changed over the past year, we believe that the rates

included in our rate request are still reasonable for 2010.

Q. Do you agree with Dr. Woolridge’s recommended short-term debt cost rate of

3.06%?

A No, I do not. Dr. Woolridge bases his short-term debt cost rate on spreads above the

average three-month LIBOR rate for 2009 of 1.0%. Although this average is more
than double the current three-month LIBOR rate, it does not properly capture future
expectations for increases in three-month LIBOR. As shown in Exhibit No. __ (TRS-
26) to my rebuttal testimony, three-month LIBOR is expected to be approximately
1.25% by the middle of 2010 and over 2.0% in December of 2010.

In addition, Dr. Woolridge’s recommended short-term debt cost rate of 3.06%
includes 0.21% for fees associated with the Company’s credit facility. These fees are
fixed for 2010 as long as PEF’s senior unsecured credit rating is not downgraded.
The 0.21% fee used by Dr. Woolnidge is incorrectly based on 2009 amounts, as
reflected on page 2 of MFR Schedule D-2. For the 2010 test year, the correct fee
adjustment is 0.75%, as reflected on page 1 of MFR Schedule D-2. Thus, Dr.

Woolridge’s recommended short-term debt cost rate is understated by 0.54% for the
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credit facility cost, as well as the understatement based on market expectations for

increases in three-month LIBOR in 2010.

Do you agree with Dr. Woolridge’s recommended long-term debt cost rate of
6.05%?

No, I do not. The relevant long-term debt cost rate for this discussion is the long-term
debt cost rate for 2010, the test year. Dr. Woolridge has chosen to use the overall
embedded long-term debt cost rate for 2009 as the long-term debt cost rate for 2010,
which does not properly reflect the long-term debt activity that will take place in
2010. PEF currently has a $300 million first mortgage bond outstanding with an
interest rate of 4.50% that matures on June 1, 2010. In order for the 2010 long-term
debt cost rate to remain at the 2009 embedded level of 6.05%, the $750 million new
bond required in 2010 would have to be issued at a rate of 4.30%, assurning all other
assumptions are held constant. This rate is well below the current yields Dr.
Woolridge references for 10-year, A and BBB+ rated utility bonds of 5.19% and
5.60%, respectively (page 24).

In addition, Dr. Woolridge states that “a projected yield of 6.98% [PEF’s
assumed rate on the new $750 mllion bond on page 1 of MFR Schedule D-4a] is not
reflective of current market interest rates™ (page 24). PEF’s projected yield is a
reflection of expected future market interest rates, not current interest rates. His
statement does not consider the fact that the yields on ten-year and thirty-year U.S.

Treasury notes/bonds are expected to increase in the future, to well over 4.0% and
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5.0%, respectively, in 2010. Please see Exhibit No. _ (TRS-26) to my rebuttal
testimony.

In addition, PEF has historically issued a mix of 10- and 30-year bonds. The
assumed interest rate for the new 2010 issuance was intended to reflect the potential
for a blend of 10-year notes and 30-year bohds. The 30-year bond would have a
higher interest rate than the 10-year bond. Using only today’s 10-year rates as a
proxy for rates in the future leads to unrealistically low new debt issuance cost

assumptions for 2010.

Q. Have you addressed the principle arguments raised by the intervenors that
challenge the Company’s proposed capital structure and the impact of their
recommended return on equity and cost of debt on the Company’s financial
health?

A Yes, | believe that Thave, To the extent that | have not addressed some further
argument to the contrary, however, the Company does not agree with it but rejects it

for all the reasons that I have provided in my direct and rebuttal testimony.

Q. In conclusion, could you please summarize your conclusions regarding the
impact of the intervenors’ recommendations on the Company’s financial health
and credit rating?

A. As I stated in my original direct testimony, it 1s important for PEF to strengthen its
credit profile and achieve a consistent target credit rating of mid-single A. No

intervenor witness disputed these positions. Their recommendations regarding the
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cost of capital and capital structure, however, would not allow PEF to achieve these
goals. If their recommendations were adopted, the change in the tone of the Florida
regulatory environment and the resulting implications on the Company’s cash flow
and credit metrics would likely result in a credit rating downgrade, which in tum
would jeopardize the Company’s ability to serve its customers effectively and would

ultimately result in higher rates.

Does this conclude your testimony?

Yes, it does.
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Overview

The U.S. investor-owned electric utility sector enjoys solid credit metrics and the fundamental credit outiook
remains stable. In general, state regulators continue to let the utilities recover prudently incurred operating
costs and capital expenditures relatively quickly, and with reasonable rates of return. Moreover, we believe
state regulators would otherwise prefer to regulate financially healthy companies.

The sector is also well positioned relative to many other corporate/industrial sectors, primarily due to the
fundamental business plan: providing monopolistic electric service within a designated service territory in
exchange for oversight and limitations on profitability. However, we are increasingly concerned with business
and operating risks, which are not new but appear to be acceleraling faster than previously understood. These
business and operating risks include potential environmental legislation from the Obama Administration; the
continued capital investment needs for refurbishing aging infrastructure; and a potentially more contentious
regulatory relationship amid a protracted or severe recession.

Although liquidity appears to be reasonable today, the sector's substantial negative free cash flow generation
creates a need for unfettered access to the capital markets. This represents a fundamental weakness to the
sector's business plan.

Our concerns are clearly growing, but we believe utilities have adequate time to adjust and revise their
corporate finance policies and strengthen balance sheets, thereby improving their ability to manage volatility
and address uncertainty. Individual issuers can strengthen their balance sheets through various means, but
we continue to believe that the most effective and efficient method is a large infusion of new common equity.
To date, we have seen only a modest amount of proactive new equity issuances, but the industry has begun
showing a noticeable openness toward issuing new equity.

Table 1: Selected industry sector comparison’

CFO/Debt RCF/Debt Debt/EBITDA
5-year 5-year 5-year
average average average
LT™ (2003- LT™ (2003- LT™M (2003-
Sector Averages 2007 3Qo08 2007) 2007 3Qo8 2007) 2007 3Qo8 2007)
US Investor Owned Utility
(I0U) Holding Companies 17% 15% 17% 14% 14% 14% 4.1 4.2 4.3
US 10U Integrated Utilities 2% 20% 23% 17% 18% 17% 3.4 3.7 3.4
US 10U T&D Utilities 15% 19% 18% 13% 15% 14% 36 3.8 3.8
North American
Gas Distribution 18% 17% 17% 14% 13% 15% 3.8 3.2 4.0
North American
Gas Diversified 23% 22% 20% 17% 19% 16% 37 3.7 3.6
North American
Gas Pipelines 22% 17% 23% 16% 10% 16% 4.6 3.1 3.6
Qil/Gas Independent
Exploration & Production 87% 86% 366% 76% 81% 240% nm nm 11.6
Qil/Gas Integrated 90% 94% 81% 75% 70% 69% 0.9 0.8 12
Global Coal 7% 34% 30% 13% 30% 7% 5.7 7.3 3.8

Source: Mooady's Finarncial Metrics.

The individual companies that comprise the industry sector peers groups can be found in their respective Rating Methodology reports

January 2009 mindustry Outiook M Moody's Global Infrastructure — U.S. Investor-Owned Electric Utilities
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U.S. Investor-Owned Electric Utilities

Key Trends and Rating Implications

Sector well-positioned to cope with recessionary pressures

Electric utilities, like many infrastructure-based businesses, are considered resistant (though not immune) to
the current economic and financial market conditions, and the risks of a protracted or severe recession. From
a credit perspective, electric utilities are better positioned than many other corporatefindustrial sectors. Utilities
produce relatively stable and predictable revenues, earnings and cash flows, which are not expected to
decline significantly despite recessionary pressures. The sector is capitalized at roughly 55% debt and 45%
equity. Near-term liquidity profiles appear adequate at this time and the option of raising external capital
remains viable, albeit at higher costs.

Table 2: Top 10 Negative Sectors Globally (as of third quarter 2008)

Negative Outlook and Negative Outlook and
Rating Under Review for Possible Rating Under Review for Possible
Downgrade Downgrade

Industry i Third-Quarter 2008 Fourth-Quarter 2007
Airlines 65% 8%
House building 58% 40%
Newspapers 57% 24%
Restaurants 53% 9%
Gaming 46% 20%
Building Materials 45% 5%
Apparel 43% 23%
Trucking M% 27%
Consumer Durables 1% %
Automobiles 38% 1%

Modest declines expected in key credit metrics not alarming . . . yet

Over the past few years, the sector produced relatively steady key financial credit metrics, a credit positive.
Prospectively, we expect these metrics to decline modestly given the increasing operating costs, infrastructure
investment needs, plans to finance negative free cash flows primarily with debt, and emerging concems that
poor economic conditions may hinder regulatory relief.

Nevertheless, the likelihood that the sector might drop below the investment grade rating category appears
remote at this time, although downgrades within the broader investment grade rating categories are possible.
Even under several downside scenarios, the projected ratio of cash flow from operations (CFO) to total
adjusted debt should remain in the mid- to high-teens range (down from approximately 20%) and the ratio of
debt to capitalization might rise to roughly 55% to 60% (up from 52%), as seen a few years ago.

Projections demonstrate resiliency of utility business plans

We reviewed the average historical financial statements for about 55 vertically-integrated electric utility
companies, analyzing the period from 2002 through the 12 months ended September 2008, We used the
resulting average financials to create OpCo—a hypothetical, vertically-integrated efectric utility. We then
applied numerous assumptions to OpCo to make illustrative financial projections for 2009 through 2013, The
projections begin with the actual, as adjusted, financials reported for the 12 months ended September 2008,
and reflect Moody's standardized GAAP adjustments.?

* Moody's Approach to Global Standard Adjustments in the Analysis of Financial Statements for Non-Financial Corporatsons — Part | (July 2006)

January 2009 llndustry Outiock m Moody s Global Infras tructure - U.S Investor Owned Eiecmc Utnlmes
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We begin our demonstration with an assumption that the global economy is entering a protracted period of
“healing” with a focus on decreasing leverage. This translates into a slow economic recovery, perhaps
sometime in 2010.* We project that the sector’s volumes will decline by 3% in 2009, remain flat in 2010 and
then increase by 1% in 2011 and 2012 and 2% in 2013.

We assume annual rate increases of 5% over the next five years. We also assume 5% annual increases in
operating and maintenance (O&M) expenses as well as fuel, purchased power and all tracker expenses. Our
model uses a dividend policy of 65% of prior year's net income and assumes that negative free cash flows are
financed 80% with debt (at an 8% coupon) and 20% new equity (incremental to any retained earnings).

For our analysis, OpCo's CFO averages 18% of its revenues in 2009 and 2010 and 17% thereafter — a decline
that reflects historical trends®. We also set OpCo's capital expenditures at 200% of prior year’s depreciation
expense in 2009; 175% in 2010; 200% in 2011; 225% in 2012; and 250% in 2013.

| Table 3: Summary of illustrative projection scenarios

2013 Projected

i ; Fuel Rates
| N t 2
' -t Purchased
Divldend FCF Debt  Power&  AnnualRate  (cents/kWh) | CFO/Debt ROE
Scenario Payout Financing Trackers Increases
Base Case 65% B0% 5% S%/year 12.2 17% 3.9%
Base A 65% 80% 5% 10% ROE target 12.5 17% 10.0%
Wild B 65% 80% 10% 5% /year 12.2 18% (0.4%)
Wild C 65% 80% 10% 10% ROE target 13.9 20% 10.0%
Mitigant D % 100% 10% T%/year 13.4 20% 6.7%

Under the Base Case scenario, OpCo maintains relatively steady financial credit metrics, where cash flow
from operations (CFQ) as a percentage of total debt declines modestly from 20% in 2008 to 17% in 2013, CFO
interest coverage declines from 4.7x in 2008 to 3.7x in 2013, and; debt to capitalization increases from 52% in
2008 to 55% in 2013. Gross margins and EBITDA margins remain relatively steady at approximately 50% and
' 30%, respectively and rates increase from 9.6 cents per kWh to 12.2 cents in 2013. The issue, as we see IL, is
: the ROE (net income/equity) falls to roughly 7% over the next few years before improving to almost 9% by

‘ 2013.

Our Base A scenario keeps all of these assumptions except that it factors an annual rate increase necessary
to achieve an annual 10% ROE. Again, the resulting financial profile is not overly alarming from a credit
perspective, as the ratio of CFO to debt still falls modestly to 17% and the CFO interest coverage ratio falls to
3.7x. The ratio of debt to capitalization increases to almost 54%, not a material increase, while total rates per
kWh increase modestly to 12.5 cents (versus 12.2 cents per kWh in the Base Case). We observe that the
Base A scenario requires larger rate increases in the front years (9% in 2009 versus 5% in the Base Case)
and lower increases in the later years (3% versus 5% in the Base Case).

Several wild cards are floating in the deck

One of our “wild card” scenarios (Wild B) differs from the Base Case in one respect: it assumes OpCo sees
annual 10% rises in fuel, purchased power and tracker expenses, rather than 5% increases. While the key

| financial credit metrics would not decline meaningfully in this scenario as compared to the Base Case’, the

| ROE would fall almost to zero by 2012, and would be negative in 2013—a material issue associated with both
our assumptions and the mechanics of our model.

Moody's Global Financial Risk Perspectives (December 2008).

* CFO is comprised of net income and depreciation (calculated by the forecast model) and “other” — which includes deferred taxes and is a plug between
CFO, net income and depreciation.

s l.e., CFO/debt falls to 17% and CFO interest coverage falls to 4x.

WZJOQ ® industry Outlcok ® Moody's Global Infrastructure — U.S. Investor-Owned Electric Utilities
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Our Wild C scenario is set to produce rate increases that give OpCo an annual ROE of 10% (all other
assumptions remaining the same as in the Wild B scenario). Wild C scenario requires significantly higher rate
increases than the Base Case’s 5% per year annual rise: an 11.6% increase in 2009; 7.6% in 2010; 6.8% in
2011; 7.1% in 2012 and 6.3% in 2013. From a credit perspective, we would question the likelihood of success
in achieving these levels of rate increases, especially given current economic conditions.

In the Mitigant D scenario, we continue to assume the 10% annual increase in fuel, purchased power and
tracker expenses of the “Wild" scenarios. We further assume that OpCo maintains a steady capital investment
policy of 225% of prior years D&A (no delays/no reductions) because of a greater recovery assurance from
regulators, resulting in a 7% annual rate increase, every year, over the next five years (instead of 5% per
year). In addition, OpCo eliminates its common stock dividend and finances its negative free cash flow with
100% debt.

Under Mitigant D, OpCo maintains relatively robust financial metrics: CFQ debt remains above 20%; CFO
interest coverage declines to 4.3x; and debt to capitalization stays at 52%. Importantly, ROE's fall to the 7%
range - perhaps a reflection of a lower risk profile given the authorized recovery assurances by regulators.

For charts illustrating these five paths and how they affect OpCo’s 2009-2013 financials, see Appendix A
(page 10).

Rate recovery: Regulators have the last word

We continue to incorporate a view that individual state regulatory authorities will provide reasonably timely
recovery of prudently incurred costs and investments. Moreover, we continue to believe that regulators prefer
to otherwise regulate financially healthy companies. This relationship often creates a virtuous cycle, where
financially healthy utilities have the balance sheet strength and liquidity to assure investment, maintain high
levels of reliability and attract economic development. In turn, this tends to facilitate contentment among
consumers, legislators and regulators.

Regulation is political by definition. In a profracted economic downturn, we may see regulators or legislators
attempt to shield consumers from rate increases more aggressively—possibly through recovery deferrals or
some form of new market structure intervention. For example, we believe bad debt expense will increase
significantly over the next 12 to 18 months, highlighting the need to maintain adequate amounts of liquidity to
manage this risk and potentially testing the regulatory timing mechanisms associated with recovery.

Regulatory lag can (and often will) develop, especially when a utility's cash outflows are materially outpacing
its authorized revenue requirements (cash inflows). We remain cautious as to the potential “flaring” of
regulatory risk on the: sector and believe it is more likely to occur in states that had previously attempted some
form of legislatively mandated market restructuring. In our opinion, it can take years before stress is fully
resolved between a utility and its regulators/legisiators.

Fundamentally, our primary concern is that as total revenue requirements rise, so does the risk of a consumer
backlash that could prompt legislative intervention or a more contentious atmosphere between utilities and
their regulators.

Riders may not be risk-free

We observe that the sector is moving deliberately towards a more transparent recovery format by introducing
numerous cost “trackers” and/or other rate “riders” associated with environmental expenditures, storm
recovery, efficiency programs and other renewable energy mandates.

Qver the near-term, Moody’s views rate riders/trackers as a credit positive. Riders assure up-front recovery
and theoretically provide more transparency to the operating costs and margins (if any) associated with
various social/legislative initiatives. In addition, riders provide a mechanism for utilities to enter into non-
economic business decisions that address certain social mandates, and they appear to be more palatable for
managing “headline” risk associated with rate increases (i.e., lots of small increases related to numerous riders
are easier for consurners to absorb than the less frequent large base-rate increase). From a credit perspective,

EI January 2009 ® industry Outlook ®Moody's Global Infrastructure — U S. Investor-Owned Electric Ulilities
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because riders may lower the risk profile of a utility by better assuring near-term recovery, it is conceivable that
higher leverage can be utilized without adversely impacting existing ratings.

However, it is unclear, at this time, as to whether these cost riders/trackers may prove to have hidden
consequences over the long-term horizon. Riders may be viewed by some regulators as materially lowering
the over-all risk profile of a utility, resulting in lower authorized returns on equity and/or rate base. They may
also contribute to higher eamings volatility, may pressure future requests for base rate relief, or may lead to
future disputes with regulatory authorities over the application or administration of the tracker mechanism.

"Wait and see” is a perilous stance

| The new Obama Administration is likely to take a more active stance toward integrating energy and
environmental policy than the Bush Administration. Already the Obama Administration’s appointments to lead
the Department of Energy and Environmental Protection Agency suggest that the electric utility sector may see
changes more quickly than we had previously expected, and we are still evaluating how they will affect our
ratings and rating outlooks. We also await the appointment of a new chairman for the Federal Energy
Regulatory Commission. We expect to be in a position to clarify our views as details and policy agendas
emerge.

We believe solid investment-grade utilities will not choose a “wait and see” strategy, but will instead pursue a
long-term effort to bolster their balance sheets now and try and reduce the risk of future credit rating
downgrades. While details of the new Administration’s priorities and environmental legislation remain unknown
today, we believe threats to credit quality could outweigh potential benefits and opportunities. Yet so far we
see no evidence that utilities are aggressively revising their corporate finance policies accordingly.

The big wharnmy: Prospects for CO, emission legislation

The prospect for new environmental legislation—particularly concering carbon dioxide—represents the
biggest emerging issue for electric utilities, given the volume of carbon dioxide emissions and the unknown
form and substance of potential CO, legislation.

Today we believe the costs associated with any new CO, emissions law would be recovered through rates,
either through existing fuel-clause pass-through mechanisms or other incremental rate riders®. The framework
behind such legislation is still being developed, and is subject to considerable political influence. Numerous
advocacy groups (including electric utilities and environmentalists) will have a significant opportunity to
influence the drafting of the administrative procedures associated with implementation.

New emission legislation poses a potential near-term credit negative. Although the costs are expected to
ultimately be borne by end-use consumers, the potential for regulators to limit other base-rate relief may
increase. At a minimum, uncertainty risk will increase before it is resolved.

Need to replace aging infrastructure persists

Despite the numerous recent announcements of capital expenditure reductions, the sector is expected to
invest heavily in its rate base and infrastructure over the next several years. However, many of the most
expensive projects are long term in nature.

Utilities continue to emphasize that their commitment to making these investments will depend on some form
of advanced regulatory support or acknowledgement that the investments will be deemed necessary and
prudent — all in an effort to mitigate (not eliminate) back end regulatory disallowance risk.

From a credit perspective, we view pre-approvals and other up-front regulatory support as a material credit
positive. In addition, regulatory assurances associated with recovery positions a utility to withstand higher
amounts of leverage (and lower key credit metrics) for a given rating category. Nevertheless, since maintaining
reliability is a key concern with regulators, the need to invest will not go away.

6

In many economic circles, this is known as a tax.
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Impact of new nuclear generation capacity aspirations?’

Over the next few years, several companies in the electric utility sector will seriously consider the
construction of new nuclear generating capacity—a long-term commitment that could be very costly.
The pursuit of new nuclear generation could put significant pressure on the sector’s overall capital
investment plans. Utilities that pursue these projects will most likely take on a higher business and
operating risk profile.

Counterparties depart the commodity trading scene

We believe 2008 served as a wake up call to the industry and that many companies will be reassessing
hedging programs and strategies. From a credit perspective, cormnpanies that are able to identify and manage
commaodity risks effactively through dynamic hedging programs generally produce more stable cash flows.
‘Assuming they maintain adequate sources of liquidity, these companies are viewed more favorably than those
that do not hedge.

As a result of recent developments in the broad financial sector, a number of large financial institutions have
decided to exit the commadity trading markets. Over the past few years, these banks and financial institutions
had acted as important market-makers, providing liquidity, capital and term products to utilities seeking to
trade around their assets or hedge components of their electric generation volumes. Given the spate of recent
counterparty exits, we believe that utilities will have fewer counterparties with which to trade; that bid-ask
spreads will widen sharply; and that the terms required at the expiration of purchase power contracts may
become more onerous than exist today. Although this scenario has not yet become a major problem for the
seclor, we believe that the challenges loom around the corner

Increased pension obligations add to total outstanding debt

We reviewed the 2007 funded status® for numerous rated utilities and calculated the estimated under-funding
for the projected year-end 2008. Based on our simplified analysis, we estimate that the utility sector will be
about $40 billion short for meeting its pension obligations as of year-end 2008. As a result, the sector may be
required to contribute about $6.5 billion to its pensions during 2009. This compares to 2007 total contributions,
required and voluntary, of $2.7 billion.

From a credit perspective, Moody's treats under-funded pension obligations as a debt equivalent that will
weaken near-term financial credit metrics. Still, recent federal legislation may help smooth the industry’s cash-
contribution obligations. On balance, we do not view the impact of the increased debt and pension
contributions as a material credit event at this time.

See Appendix B (page 11) for more details of projected pension abligations, bath far the industry and for
selected large utilities.

Here comes differentiation—driven by tone at the top

Utility executives’ and board members’ views of corporate finance policies may be changing. Utilities often
claim that protecting and maintaining an investment-grade credit rating is critical for maximizing long-term
shareholder value. Yet with significant headwinds facing the utility sector, we have been somewhat perplexed
that some companies remain reluctant to consider issuing new common equity—even amid historically
unprecedented market valuation multiples.

The opportunity cost from declining to issue new equity at such high levels may prove unexpectedly steep.
Prospectively, we believe utilities will finance their sizeable negative free cash flows with a more balanced mix
of debt and equity.

" For more detailed discussions of new nuclear generation, see Moody's Related Research (Special Comments), page 13.
® Based on the 2007 annual reports
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2009 U.S. Public Power Electric Utility Sector Outlook

Economic pressures and climate policy may affect stable outlook

The credit outlook for the U.S. public power electric utility sector will remain stable in 2009. But
recessionary pressures and the prospect for more aggressive environmental regulation related to climate
change create uncertainty in the outlook. Moody's rates over $100 billion of revenue bond debt from U.S.
municipal and government-owned utilities. The sector’s credit quality will also remain under pressure from
the unsettled credit markets; uncertainty about fuel-price volatility; and the increasing cost of new
generation capacity.

Power supply decisions will also be more difficult, with possible increases in renewable energy mandates.
Public power retail rates have been rising over the past two years. This has created additional political risk
for some utilities that seek to recover higher costs through rate increases as economic pressures cut into
demand.

A U.S. recession over the next year could reduce electricity demand. Such a reduction, if not managed
well, could create rating pressures for public power electric utilities. Lower demand could weaken debt
service coverage margins or liquidity if rates are not raised to compensate. This weakening of financial
metrics could lead to rating downgrades. The weakening fiscal health of local governments may also lead
utilities to increase general-fund transfers to support a municipality's general finances. Doing so could
weaken a utility’s balance sheet and bring negative rating pressure.

Despite these uncertainties and pressures, the public power sector’s stable outlook rests on its largely
monopolistic position as a provider of an essential service, cornbined with its ability to recover costs
through a rate-setting process that is 7o/ subject fo requiation. Additionally, public power utilities have
shown good ability to withstand the recent turmoil in credit and fuel markets.

There have been no public power credit rating downgrades associated with the impact of the unsettled
credit markets. These utilities have managed their operations well, maintained generally sound finances,
and provided reliable service {o customers. Strategic efforts to manage changes in environmental
regulation have also been undertaken. Moody's expects that this business model and performance
record should be reasonably maintained in 2009.

Conclusion

The underlying fundamentals for the U.S. investor-owned electric utility sector remain intact. We foresee no
significant changes to regulatory support of authorized recovery mechanisms associated with costs and
investment.

Even so, the sector today faces material issues, such as the need to replace and refurbish aging
infrastructure; an aging labor force and a growing pension burden; and the potential for new CO, emission
legistation. These challenges might have a significant impact on overall credit quality for the sector—especially
if they materialize more quickly than we are now expecting.

We still believe the sector has ample time to revise, adjust and amend corporate finance policies and long-
term corporate strategies ahead of changing market conditions. In our opinion, a differentiation may start to
emerge based on the corporate finance policies by which utilities address these challenges—the “tone at the
top.”

The biggest near-tenm challenge facing the sector is the need to maintain adequate scources of liquidity. This
risk will become morz obvious if some fundamental changes hit the sector sooner than expected
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Over the intermediate term, the biggest challenge will be management's ability to balance a utility’s financing
needs with its infrastructure investments. A balanced mix of debt, preferred stock and common equity appears
a reasonable strategy for companies within a solid, investment-grade sector with over a century of operating
experience. Over time it also provides a better balance between the asset side of the balance sheet and the
liability and equity side.

For the long term, the biggest risk could come from new environmental legislation. Although such new laws

may be introduced sooner rather than later, it could take some time before the details of implementation are
fully worked out. But given the sheer magnitude of the implications for the sector, we remain befuddled as to
why utilities are not more aggressive with their balance-sheet strengthening programs.

All of these challenges and risks must be managed and addressed through the regulatory framework, which
we still view as a fundamental credit positive. We foresee little long-term risk from mismanagement of the
increasing social mandates between utilities and their constituents: customers, employees, investors, lenders,
regulators and legislators.

|
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Appendix A: Illustrative projections for OpCo, 2009-2013

OpCo, a hypothetical U.S. investor-owned electric utility, is a composite based on the financial results of about
55 companies (see "Projections demonstrate resiliency of utility business plans,” page 3). These charts illustrate
our projections of OpCo’s 2009-2013 financials, using a base scenario and four others.

Chart A: CFO/Total Adjusted Debt Chart B: Quality of CFO (NIATC+D&A/CFO)
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Appendix B: Moody’s estimated 2009 pension funding
In U.S. dollars (thousands) unless otherwise indicated. Public rated entities only
Summary projections
Total underfunding ($), year ended 2008 (40,542,207)
Total underfunding (%), year ended 2008 69
Total 2009 contributions (§) 6,825,456
m Equites Fixed income Other Discount Rate
| Asset Allocation 60% 30% 10% N/A
i Year to date losses 40% 10% 20% N/A
Discount rate increase/(decrease) N/A N/A N/A -0.50%
2007 Reported 2008 Projected 2009 Projected
Percentage Over/(Under) Percentage
Issuer name Funded Obligation Funding Funded Contributions
FPL Group, Inc. 217% 1,734,600 805,070 146% =
Dominion Resources Inc. 138% 3,877,650 (258,070) 93% -
Southern Company (The) 135% 5,943,000 (526,410) 91% -
SCANA Corporation 132% 740,040 (80,095) 89% =
Energy East Corporation 129% 2,360,198 (296,975) B7% -
Xcel Energy Inc. 120% 2,795,897 (533,643) 81% -
FirstEnergy Corp. 1% 4,987,500 (1,235,150) 75% 176,450
American Electric Power Company, Inc. 110% 4,314,450 (1,116,610) 74% 159,516
Northeast Utilities 109% 2,369,745 (623,571) 74% 89,082
CenterPoint Energy, Inc. 109% 1,727,250 (454,930) 74% 64,990
Edison International 107% 3,522,750 (968,880) 72% 138,411
PG&E Corporation 105% 9,535,050 (2,761,650) 71% 394,521
NiSource Inc. 104% 2,266,740 (677,618) 70% 96,803
DTE Energy Company 103% 3,202,500 (979,490) 69% 139,927
Duquesne Light Holdings, Inc. 102% 864,885 (266,497) 69% 38,07
PPL Corporation 102% 5,758,200 (1,782,200) 69% 254,600
Integrys Energy Group, Inc. 101% 1,270,710 (404,865) 68% 57,838
| Duke Energy Corporation 100% 4,516,050 (1,448,140) 68% 206,877
NSTAR 99% 1,110,276 (365,218) 67% 52,174
E OGE Energy Corp. 99% 548,100 {183,018) 67% 26,145
! Consolidated Edison, Inc. 97% 9,130,800 (3,166,800) 65% 452,400
[ Pepco Holdings, Inc. 96% 1,785,840 (627,546) 65% 121,027
Sierra Pacific Resources 95% 708,421 {254,024) 64% 48,990
Public Service Enterprise Group Incorporated 94% 3,781,050 (1,374,150) 64% 265,015
Progress Energy, Inc. 93% 2,249,100 (831,940) 63% 160,446
Tennessee Valley Authority 93% 9,027,900 (3,364,230) 63% 648,816
Exelon Corporation 92% 10,948,350 (4,108,210) 62% 792,298
i Hawaiian Electric Industries, Inc. 91% 1,048,541 (404,361) 61% 77,984
Sempra Energy 91% 2,930,550 (1,135,670) 61% 219,022
Energy Future Holdings Corp. 90% 2,451,750 (955,070) 61% 184,192
TECO Energy, Inc. 88% 585,060 (235,243) 60% 45,368
Ameren Corporation 88% 3,229,800 (1,314,220) 59% 253,457
Allegheny Energy, Inc. 87% 1,158,885 (474,303) 59% 91,473
Wisconsin Energy Corporation 87% 1,219,050 (503,938) 59% 97,188
AES Corporation, (The) 82% 5,114,550 (2,262,480) 56% 436,335
Entergy Corporation 82% 3,551,335 (1,588,481} 95% 306,350
Westar Energy, Inc. 78% 701,439 {329,981) 53% 63,639
Great Plains Energy Incorporated 78% 538,545 (254,474) 53% 49,077
Pinnacle West Capital Corporation 77% 1,806,386 (870,440) 52% 167,870
Constellation Energy Group, Inc. 77% 1,726,410 (832,879) 52% 160,626
American Water Works Company, Inc. 68% 962,844 (518,191) 46% 99,937
CMS Energy Corporation 65% 1,743,000 (977,620) 44% 188,541
Total 102% 129,845,697 (40,542,207) 69% 6,825,456
Wnuaw 2009 = Industry Outlook B Moody's Global Infrastructure - U.S. In.v-e"slor-(}wned Electric Utilities
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Appendix C: Could the outlook change to negative?

Although we do not foresee a change in outlook for the investor-owned electric utility sector at this time, several
possibilities—however remote—pose considerable risks for companies that are not adequately prepared.

* Legislative or regulatory intervention. Policy moves that are designed to revise, amend, adjust or completely
restructure the existing electric utility market framework can often have a materially negative impact for the sector,
especially in those cases if implemented unexpectedly quickly. The scale, scope and depth of an intervention—as
well as any unintended consequences—would determine the magnitude of the rating reaction.

Intervention is most likely to occur on an isolated basis—that is, within a particular U.S. state—and would not have
significant implications for the sector as a whole. Federal legislation, however, could affect the entire sector.

« Mismanaged liquidity. Maintaining adequate sources of liquidity availability is critical. The sector's working
capital requirements are often exposed to enormaous swings, which, if not properly managed, could destroy a
company’s credit ratings. We believe utilities will approach their liquidity needs in a reasonably conservative
manner, in part due to regulatory commitments to maintain reliability.

Even so, mismanaging liquidity would pressure the sector’s outlook severely. And although we would only expect
to see mismanaged liquidity on an isolated basis, posing no significant impact to the sector, investor-owned
electric utilities tend to be managed in similar ways. Therefore, a sudden federal intervention could conceivably
expose a widespread lack of adequate liquidity.

+ Financing capital expenditures. OpCog is set to invest about $4.2 billion over the next five years. In September
2008 the company held $6.3 billion of net property, plants and equipment, and $8.7 billion in total assets. This
level of investment will need to be financed, since the sector does not produce enough cash flow to cover its
investment needs (let alone its dividends).

We believe utilities will begin to finance their needs with a more balanced mix of debt and equity than we have
seen to date. An over-reliance on debt as the primary financing source may stretch the sector’s financial metrics
and pressure its outlook. Unlike the risks noted above, financing decisions are longer-term risks. We believe most
utilities now have time to revise their financing plans before this risk translates into sector-wide downgrades.

1 ® This hypothetical company is derived from composite industry results (see page 3)
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This report explains Fitch Ratings’ business outlook for the U.5. Utitities, Power and Gas
sector for 2009 and a longer term that extends through the following three to four
years. QOutlooks are formulated for industry segments based on fundamental factors.
However, rating outloocks for individual companies may vary from segment outlooks due
to factors specific to that entity. Segment credit outlooks are summarized below:

¢ Negative short- and long-term outlooks for the U.S. investor-owned electric utility,
power generating and retail propane distributor sectors.

» Stable short- and long-term outtooks for natural gas distribution utilities, naturat
gas pipelines and midstream natural gas gatherers. The short-term outlook for
natural gas processors is negative, and the long-term outlook is stable.

» The short- and long-term outlook for public power entities is stable.

Fitch’s sector outlook for 2009 is based on the assumpticn that the economy will
continue to contract next year and that credit markets will gradually stabilize. However,
Fitch expects that higher-cost capital and tight credit availability will persist in 2009
and perhaps 2010,

The operating and financial environment for atl sectors of the U.S. economy
deteriorated in 2008, a year that has officially been designated a recession by the
National Bureau of Economic Research. Deterioration of economic activity accelerated
in the final quarter of 2008, and the downturn may prove to be the deepest and most
prolonged since the 1930s. The spreading global economic downturn, accompanied by
global deleveraging, has resulted in the collapse, baitout or forced merger of financial
instituticns. The broad credit markets are in shambles and access to credit is restrictive,
particularly at lower credit ratings. While credit is available to investment-grade issuers
in the utilities, power and gas sectors, it is more expensive, particularly when viewed
against the easy money environment which prevailed for most of this decade,

The utilities segment is not immune to the economic challenges facing corporate
America, but is relatively well positioned. Providing essential services and largely
regulated, utilities benefit from investor perceptions as a defensive group. For the most
part, electric utilities reduced debt and focused on improving their core business over
the past four years. Consequently, while many industries and companies have recently
been shut out of the capital markets, stronger utilities have accessed both secured and
unsecured markets. However, investor “flight to quality” is selective within the sector,
favoring companies at higher rating levels, with a marked preference for secured debt
and lending at the operating, rather than parent, company.

The challenging macroeconomic environment is a key component of the negative
outlook for the competitive generators. In the face of collapsing commodity and lower
wholesale power prices, this largely non-investment-grade sector has seen margin
erosion, more restrictive credit availability and significant declines in the market value
of their equity. Master limited partnerships (MLPs) lost their cost-of-capital advantages,
which underpinned expansionary acquisition and capital expenditure strategies.
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Fitch expects the utility parent, regulated gas and electric utilities and pipeline
companies to be fairly resitient to macroeconomic pressures. Nonetheless, individual
companies that are confidence sensitive or have large financing needs due to capital
expenditure budgets, exposure to short-term debt, upcoming debt maturities and/or
variable-rate debt may face downward pressure on outlooks or ratings. The “Credit
Outlook Summary by Segment” tabie on page 4 of this report delineates each sector’s
outlook and median rating with supperting bullet points,

Key Drivers of the 2009 Qutlook
The positive and negative factors driving Fitch’s outlook in 2009 include:

Positives

e Continued capital market access in a difficult financing environment, particularly
for higher-rated regulated utilities and pipetines.

* The decline in commodity prices from record peak levels will ease cost pressures for
materials and labor.

o Lower market prices for natural gas and electric power will be neutral to beneficiat
to electric and gas distribution utilities, and in many cases will reduce working
capital needs and cash collateral postings on hedging activities.

Negatives

« Higher marginal cost of debt.

» Depressed equity valuations.

o Liquidity and market access to remain fragile.

o Administration change creates uncertainty about nationat environmental and tax
and dividend policies.

o More stringent implementation of environmental regulations.
e Reduced electricity and gas consumption.

» Lower prices for natural gas and wholesale power, resulting in reduced spark
spreads and dark spreads for un-hedged competitive power generators.

* Investor-owned and public power utilities may face resistance from regulators and
consumers to rate increases in a recessionary environment,

Rising Weighted Average Cost of Capital

Several investment-grade issuers, mostly ‘BBB' to ‘A’ rated operating companies, have
issued senior unsecured debt with financing costs clustered in a range approximating
250 to 450 basis points above the 5% to 6% range of just 12 months ago, and spreads
have widened 700-1000 basis points for speculative-grade companies. However, the
negative effects of higher capital costs is expected to be muted for most issuers in the
sector since only a relatively small portion of debt will re-price in any given year. Thus,
Fitch believes the anticipated erosion to interest coverage measures will not result in
near-term negative rating or Outlook changes. Conversely, a much smalter group of
issuers with large debt maturities or heavy financing needs for new capital expenditures
may experience downward pressure on ratings and/or Outlooks.

Electric utility holding company stocks have declined 32% on a year-to-date basis
compared to a 35%-40% decline for the broad equity indices. Price dectines were
greater stitl for the MLP and competitive generator equities at 50% and 80%,
respectively. Equity valuations for most utilities are now at a slight premium to book

N
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value, while the equity prices of competitive generators and MLPs are well below their
book values. The sharp increase in the cost of equity capital is a negative credit
devetopment, especially in view of the industry’s large projected capital expenditure
requirements (see the “Capital Spending” section below for more detail) in 2009-2010
and resulting funding needs. Moreover, the expiration of current favorable income tax
treatment of common dividends is likely to bring further pressure on equity valuations.

Average authorized returns on equity (ROE) for the regulated utility sector are
currently tn the 10.25% to 10.5% range, with some jurisdictions approaching 9%. Fitch is
concerned that absent a meaningful up-tick in authorized ROE, the industry may have
difficulty attracting adequate capital to fund new reliability, infrastructure and

- renewable energy projects in light of the significant change in capital market

conditions and investor expectations. The materially higher cost of capital for
competitive energy generators and energy merchants will rule out alt but the most
essential investment projects for such companies. Similarly, for MLPs, most growth
capital expenditure projects or acquisition of existing properties are no longer possible
given the substantial diminution in equity valuations.

Electric transmission projects that benefit from favorable Federal Energy Regulatory
Commission {FERC) jurisdictional tariffs that produce steady cash flow and higher RCEs
will be at a decided advantage in raising new debt and equity capital, along with
utilities in states that allow higher ROEs, effective pass-through tariff mechanisms and
recovery of a cash return on capital investments prior to completion.

interest Rates

U.5. Treasury interest rates have declined to historic lows while credit spreads have
widened significantly. Assuming that crisis conditions ease and credit markets stabilize
in 2009, base U.5. Treasury rates could rise and credit spreads contract somewhat,
resulting in approximately flat all-in rates on corporate debt. Fitch's outlook is based
on the assumption that higher corporate interest rates are likely to prevail through
2009 and into the foreseeabte future.

Inflation and Commodity Prices

Fossil fuel prices (coal, natural gas, oil) are well below the highs reached in mid 2008.
Given the weak economic environment and accordingly weak outlook for reduced
energy consumption, continued pressure on fossil fuel and wholesale power market
prices is likely to persist at least through 2009. Materials and labor, previously in short
supply, and under rapid price escalation, have also come down from peak prices. While
key material costs, such as fuel, steel and cement, have declined substantially from
their early 2008 peak, costs still remain fairly high relative to long-term trends and are
comparable to 2007 levels. Further price erosion is possible, however, as the global
recession deepens.

Access to Capital and Credit Markets

The power and gas sector for the most part has retained access to the credit markets
despite the very restrictive broad credit market in 2008. Fitch expects the sector will
continue to be able to access to the credit markets, although individual companies —
including non-investment-grade issuers, competitive generators and those with large
unregulated, economically sensitive businesses or those that have confidence sensitive
operations with large collateral needs — may experience a very restrictive financing
environment. Fitch is monitoring expiring bank credit facilities and the pricing,
covenants and terms of new and replacement facilities. Despite the sharp re-pricing of
and aversion to risk in the investment community, Fitch believes the sector’s relatively
predictable cash flows offer relative attraction to fixed income investors.

U.5. Utilities, Power and Gas 2009 Outlook December 22, 2008 3
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Credit Outlook Summary by Segment

The 12-month segment credit outtooks in the teft column reflect fundamentat analysis of factors influencing developments in the segment, not the aggregate
Rating Outlooks of the entities in the segment. Median ratings indicated are based on the issuer default ratings (IDR) of entities rated by Fitch Ratings, with the
exception of the public power utility segment, which is based on senior instrument ratings. Public power utilities are not assigned IDRs.

Segment Drivers in Credit Outlocks for 2009

Utilities

Utility Parent Companies Dividends from utility subsidiaries are limited by substantial capital programs.

Median IDR: BBB Dividends from wholesale generation subsidiaries, particularly owners of coal and nuclear

Credit Outlook generation, are expected to weaken from last year's robust levels, reflecting lower power price

Negative realizations and margins.

Significantly elevated cost of capital and tight credit markets will challenge merchant and utitity
subsidiaries that have substantial external capital requirements.

» Less pressure on fuel, labor and material costs compared to prior years.

Electric Utilities, Investor-Owned
Median iDR Integrated Electric: BBB

Conservative corporate strategies focused on risk reduction.
Regulatory environment remains a key driver of credit quality.

Median IDR Etectric Distribution: BBB+ » External funding needs due to significant capital investment in transmission, environmental
Credit Outlook projects and gas-fired capacity additions.
Negative « Interest rates likely to remain at recent elevated levels.

Relatively little baseload construction.

Fuel and purchased power cost volatility due to growing reliance on natural gas-fueled generating
capacity.

» Pockets of regulatory or political resistance, particularly in restructured states.

Gas Distributors, Investor-Owned + Robust gas storage heading into the 2009 winter season.

Median IDR: A- » Consistent regulatory treatment and manageable capital spending and external funding

Credit Outlook requirements.

Stable » Concerns include the negative effect of conservation on unit volumes and rising bad debt expense.

Competitive Generation Companies

Generating Companies and Energy Trading + Challenging credit markets for speculative issuers; tighter liquidity.

+ Lower operating cash flows, albeit from retatively high levels.

* Strong asset values driven by shrinking capacity reserve margins, and higher market heat rates.
Median IDR; BB- + Movement away from competitive markets in certain states and potentiaily rising environmental

costs are sources of concern for investors,

Credit Outlook « Self funding of capital spending plans due to cut backs of major capital
Negative commitments in the face of tight credit,
Natural Gas Midstream Companies
Midstream and Pipeline Companies + Adequate near-term liquidity, helped by recently expanded bank facilities.
Median IDR: BBB~ + Aggressive natural gas pipeline budgets, increased construction costs and unfavorable capital
Credit Cutlook (Pipelines) markets could result in moderate near-term weakening in credit measures.
Stable » The 2009 outlook for Midstream Services companies is mixed. Gas gatherers should continue to
Credit Outlook (Midstream) benefit from ongoing domestic production increases. Processors, however, face the probability of
Stable for Naturat Gas Gatherers material, commaodity-driven margin pressure in 2009 and a negative outlook.
Negative for Maturat Gas Processors » The negative outlock for Retail Propane Distributors continues in 2009, reflecting the anticipated
Credit Cutlook (Propane) negative effect of customer conservation on unit volumes.
Negative
Public Power Utilities
Municipal, State and Federat « Local control over rate-setting without state commission gversight and continued willingness to
Agencies and Cooperatives recover costs in rates on a timely basis.
Median Rating (Retail Systems): A+ * A cost advantage compared to neighboring investor-owned utilities.
Median Rating (Wholesale Systems: A » Benefits associated with predominantly residential and commercial customer bases.
Credit Outlook + Near-term pressures associated with capital market access and effects of a prolonged economic
Stable downturn.

» Need for additional baseload generation, together with developing environmental polnc1es and the
associated capital cost impact on individual systems,

Source: Fitch,
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Other Key Drivers
In addition to the macroeconomic drivers already cited, companies within the utilities,
power and gas sector are sensitive to a number of sector-specific variables. These
drivers can have varied effects on different types of entities within the sector. For
example, adverse conditions for a producer or generator may be beneficial for a
downstream distributor,

Natural Gas Price Environment

From their September 2007 low of 5$5.29, spot natural gas prices as reported al Henry
Hub rose 150% to $13.31 in early July 2008 and declined 57% to $5.68 per million British
thermal unit {mmBtu) on Dec. 10, 2008. The sharp run-up and subsequent collapse of
natural gas prices in 2008 is emblematic of the extreme price volatility that
characterizes the commodity and is likely to persist in the future. Fitch believes natural
gas prices will continue to experience an upward price bias in the longer term,
punctuated by bouts of volatility not unlike the September 2007-December 2008
experierv-e.

Henry Hub Daily Spot Price
{Jan. 2, 2007-Dec. 10, 2008)

Henry Hub Daity Spet Prices Linear {Henry Hub Daily Spot Prices}
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Source: Blcomberg, Fitch.

Early in 2008, high natural gas prices relative to historical norms, combined with
exploitation of new North America shale reserves, resulted in a new market perception
that unconventional sources such as shale formations may be more prolific in the near
to intermediate term than previously supposed. At the same time, market participants
began to expect reduced demand as a global recession became more likely over the
course of the year. Matural gas will enter 2009 approximately 60%-70% below its
52-week high.

Low gas prices form an adverse environment for owners of oil, gas or coal reserves and
unregulated electric generation fueled by coal or uranium. On the other hand, low gas
prices are generally favorable for consumers of gas and electricity and integrated
electric utility companies. Interstate gas pipelines are relatively insensitive to changes
in gas prices. For most electric utilities, commodity costs are a pass-through to
ratepayers and neutral to their bottom lines, but lower natural gas prices have the
beneficial effect of ameliorating upward pressure on consumer rates.

U.S. Utilities, Power and Gas 2009 Outlook December 22, 2008 3
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In Fitch’s view, current low natural gas prices are untikely to prevait in the long term,
since producers are not likely to bring to market new gas production from more costly
unconventional sources if current, or lower, market prices for naturat gas persist. Other
factors that are likely to increase prices in the next up-cycle are higher demand for gas
for power generation, as few new coal generating units will be built over the next five
years, dwindling deliverability of conventional gas sources and the higher cost of
producing gas from unconventional sources. Fitch's outlook assumes the price of natural
gas is likely to approximate the $6-%8 per mmBtu range, consistent with the current
forward price curve for natural gas at Henry Hub, La. A return to a tighter
supply/demand balance as world economies work their way out of recession would set
the stage for a resumption of volatility similar to past episodes of supply interruption.

Power and Gas Demand Reduction

After adjusting for mild weather, demand growth for both electricity and natural gas
appears to have softened in 2008, and opinions vary as to whether the primary cause
was voluntary consumer reaction to higher prices and pressures on household budgets,
recessionary impacts affecting commercial and industrial demand, reduced housing
occupancy rates as lenders foreclosed on residences in some hard-hit regions, or the
spread of policy-driven programs that encourage energy efficiency and demand
reduction. Mast likely, all of these played some role in dampening demand. The outlook
is for weak demand to continue in 2009, as the recession will continue to reduce
consumer disposable income and affect industrial and commercial loads.

There has been a trend in recent years of lower natural gas demand due to shrinking
consumption by industrial users, offset by higher usage for power generation.
Continuing increases in penetration of power generation by natural gas is expected to
offset shrinkage in primary demand for gas as a fuel for residential, commercial and
industrial applications, as natural gas is likely to be the fuel of choice for new power
plant construction for the next few years.

Per capita electricity demand growth is likely to be flat over the next three to four
years due to increased political support for and public adoption of energy efficiency
and electric load management programs. Programs take a wide variety of forms,
including new investment programs to replace customer meters, higher efficiency
standards for new residential or commercial construction and new types of tariffs that
encourage energy efficiency and conservation. Fitch believes these programs may
receive a significant boost at the national level with the anticipated change in the
presidential administration in early 2009, a larger Democratic majority in the U.S.
Congress and change in Congressional teadership. In the long term, it remains to be
seen whether electric-powered vehicles or other new apptications of electric power wilt
spur new consumption patterns in 2015-2025. The Department of Energy (DOE) loan
guarantee program to encourage the commercial deployment of clean energy
technology could also expand significantly under the Obama administration.

For distribution utilities and integrated utilities, the effect of slower growth or declines
in sales of power and gas will have differing effects on operating cash flow for utilities
in different jurisdictions. Some utilities can adjust their tariffs frequently to offset
volume variances, Special tariff mechanisms that make utility cash flows insensitive to
volume variations are common but not universal for gas distribution utitities and are
rarer for electric utilities. For companies without such “tariff decoupling,” slower
growth or actual decline in sales makes it more difficult for utilities to recover their
fixed costs. As state and federal policies increasingty favor energy efficiency and
demand-reduction programs, electric utilities are likely to press for tariff decoupling
mechanisms to replicate those now in effect for some natural gas distributors.

U.S. Utilities, Power and Gas 2009 Qutiook December 22, 2008
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Electric Power Capacity

Electric power reserve capacity margins on average have been declining for the past
several years, since even small increases in power consumption exceed the minimal net
additions to North American power generating capacity. Recent additions to electric
power capacity in the U.S5. have been predominantly naturat gas and wind generation.
With recession and reduced consumer purchasing power dampening consumption trends,
the expected growth in U.S. power demand during 2009 is tikely to falt below Fitch's
tong-run forecast rate of 1.6% on average and could fail to zero or even a slight
decrease.

This stowing of demand will temporarily delay the perceived need for new electric
power generation, but the lead time for building new baseload capacity is anywhere
from four to 10 years, and the need for additional baseload capacity will become
especially evident in 2011-2013. Over the next several years, Fitch expects patural gas
to be the de facto fuel of choice for new build generation given the political
uncertainty and long {ead time to devetop new coal or nuclear generating facilities.

Capital Spending

Capital investment budgets at utility holding companies grew at a 14% compound
annual rate during 20032007 and are expected to remain at elevated levels in 2008
and beyond. Factors underlying the higher capital investment trend include the need
for continued infrastructure reliability spending, investment in renewable energy
projects and environmentat remediation. Factors expected to offset growth in capitat
budgets include stowing unit power sales in the near term (due to weak economic
conditions) and commodity cost deflation, as well as management efforts to minimize
external funding requirements.

Pension Funding

Pension funding is unlikely to become a crucial economic issue for companies in the
utility, power and gas sector, for the following reasons:

+ Most regulated utilities have one or more defined benefit plans that had been either
adequately funded or over-funded prior to the current decline in equity and debt
valuations. Regulated utilities are able to recover their pension costs as a
compenent of the base tariff, a factor that helps the companies offset the cost in
the long run, but does not exempt them from having to comply with the funding
rutes under the U.S. Pension Protection Act of 2006. As a capital-intensive sector,
employment tevels and labor costs are not material to current operating results and
future pension funding.

» By and large, energy merchants, midstream gas companies and competitive
generation companies tend to be younger companies with more modern defined-
contribution pension plans. If such companies have any under-funded defined
benefit plans, these tend to cover a minority of their employees, and the
obligations are relatively smalt.

However, the precipitous drop in the values of pension assets in 2008 may render many
defined benefit plans under-funded.

Under the Pension Protection Act of 2006, employers must contribute enough money to
their plans each year so that liabilities will be fully funded after seven years. Under the
2006 law, a 100% target will be phased in so that in 2008, employers only had to hit a
92% funding target, while in 2009, the funding target will be 94%. In December 2008,
Congress passed a bill (the Worker, Retiree, and Employer Recovery Act of 2008, H.R.
7327) that modifies the funding requirements of the 2006 law. Among other things, the
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2008 law will relieve employers of the requirement to bring their pension funding up to
100% if their funding level is below the 2009 target of 94% and requires them only to
restore their 2009 assets to the target level. The law also permits companies to assume
higher returns on their pension assets than would otherwise have been the case. The
result witl reduce but not eliminate the need for companies to top-up depleted defined
henefit pension plans to the 94% level. As of Oct. 31, 2008, the Milliman Index of
100 largest U.S. pension plans had declined 23% from the value at the end of 2007, and
the index-funded ratio for the index had declined from 102.7% to 91.7%.

State Political and Regulatory Risk

The typical operating utility’s regulatory/political environment is central to the credit
rating process. The current restrictive credit environment, combined with elevated
capital budgets, is expected to put upward pressure on rates over the coming five-year
period, notwithstanding the recent pull-back in commodity prices from record high
levels. Regulatory risk remains a recurring theme for this year’s outlook, as the
pressure of a weak economic backdrop coutd result in political push-back to rate
increase requests.

All else equal, utilities operating in more balanced regulatory jurisdictions providing
high-quatity customer service are more likely to earn reasonable returns on investment
and achieve higher creditworthiness. Conversely, utilities with suboptimal regulatory
ocutcomes are more likely to experience lower relative returns, higher financing costs
and relatively anemic credit profiles. In evaluating a utility’s ability to earn a
reasonable return on investment, Fitch considers the degree of regulatory lag and
utilization of automatic recovery mechanisms. The vast majority of states have
implemented tariffs designed to recover fuel and purchase power costs on a
standardized basis, and many have applied such tariffs to the recovery of other costs,
such as FERC-approved transmission and/or environmental costs.

Utilities operating under transition plans that include multi-year rate freeze or cap
provisions are particularly vulnerable to event risk associated with state regulatory and
political reaction to rate increase requests to recover higher commodity, capital and
operating costs. While only a relatively small number of utilities operate under such
provisions, potential trouble spots exist in Pennsylvania and Ohio, where utilities are
coming to the end of multi-year restructuring transition plans. Jurisdictions such as
California and Utah, and states in the Southeastern U.S. have adopted procedures that
facilitate reasonable authorized returns, timely rate changes, utilizing forward test
years, balancing accounts and cost-recovery mechanisms.

U.S. National Energy Policy

Profound changes in energy policies and environmental regulations are likely to resutt
from the upcoming change of presidential administration, changes in Democratic
leadership in the House of Representatives and a wide Democratic legistative majority,
Accelerating political support for carbon emissions reductions to combat global climate
change is expected to result in enactment of carbon legistation to dramatically reduce
emissions late next year or in 2010, but the structure, timing and implementation is
still uncertain.

The incoming head of the Environmental Protection Agency (EPA) Lisa Jackson is
expected to take a more vigorous approach to enforcing the Clean Air Act, perhaps in
the following areas; replacing the Clean Air Interstate Rule and Clean Air Mercury Rule;
defining carbon dioxfde or other greenhouse gases as pollutants subject to regulation
under the Clean Air Act; undoing regulations put in place during the Bush
administration, including any “midnight regulations” imptemented in the final days.

8 t.S. Utilities, Pawer and Gas 2009 Qutlook December 22, 2008
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Recent Obama-administration selections for various energy posts include the
nomination of research scientist Steven Chu for secretary of energy and former Clinton
administration EPA chief Carol Browner for the newly created position of the
administration’s top coordinator of energy policy (“energy czar”) indicate strong
support for green initiatives.

The vote by House Democrats to replace Rep. John Dingell as head of the House Energy
Committee with Rep. Henry Waxman of California presages mounting support in the
House to pass a stringent law to control greenhouse gases. Fitch notes that Speaker of
the House Nancy Pelosi {D-Calif.) strongly supports energy conservation and renewable
resources, opposes the use of fossil fuels to generate power and drilling for oil and gas
in wilderness areas. Significant Senate committees that will be involved in a renewed
effort to pass laws to control carbon dioxide are: Committee on Environment & Public
Works, under the leadership of Sen. Barbara Boxer (D-Calif.) and the Committee on
Energy & Natural Resources chaired by Sen. Jeff Bingaman (D-N.M.). These leadership
positions and the solid Democratic majority increase the likelihood that Congress will
pass legislation restricting carbon emissions that witl ultimately be signed into law by
President-elect Obama in 200% or 2010.

In Fitch’s view, Congressional leadership is likely to press for a national renewable
energy portfolio standard, energy efficiency and conservation initiatives and is unlikely
to support new nuclear power initiatives, development of cleaner coal technologies and
carbon capture and storage. However, opposition could emerge from Congressional
Democrats concerned about the impact of carbon restrictions on jobs and industnial
competitiveness. Meanwhile, the steep cost associated with government programs to
rescue the U.S, financiat system, ongoing recession and the incremental expense
associated with the implementation of green programs could affect the shape and
timing of any new programs. In addition, the general appeal of a cap-and-trade
mechanism may have been tarnished by the public’s growing disenchantment with
“deregulated” markets and concerns regarding potential for manipulation by traders in
a new market for emissions atlowances.

Bankruptcy and Restructuring

Valuations of power and gas assets have declined from their peak in 2007, but even at
the lower levels that result from tight credit conditions and a higher cost of capital,
asset values are still meaningful. As a consequence, companies in the sector have some
ability to negotiate with creditors, pledge assets or restructure debt, even under
stressful circumstances.

The bankruptcy petition of SemGroup and its major wholly owned subsidiaries in the U.S.
on July 22, 2008, was the sole notable bankruptcy filing in the power and gas sector in
2008. SemGroup is a privately held midstream energy partnership focused primarity on
providing gathering, transportation, processing and marketing services for crude oil and
refined products in the U.S. Midcontinent region and Canada. SemGroup experienced
severe liquidity strains following a spike in crude oil prices. The company will likely sell
some assets or businesses and is attempting to form a plan of reorganization.

Utility Parent Companies

2009 Outlook — Negative
Longer-Term Outlook — Negative

The 2009 and longer-term operating and financial outlook for the utility parent
companies reflects the increasingly challenging operating environment for the group's
regulated and unregulated businesses and difficulty in accessing capital at a reasonable

cost. Please refer to the individual sections of this report regarding the electric utility,
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gas distribution and competitive generation companies and their respective operating
and credit outtooks.

The credit environment for utility parent and holding companies (UPCs) turned
significantly more challenging during the second half of 2008 as capital market
conditions deteriorated and major world economies, including the U.S., entered
cyclical downturns. Continued access to capital at reasonable rates in 2009 remains
uncertain at a time when many utility holding groups have historically high capital
investment programs and will require ongoing access to reasonably priced capital in
order to fund new investment and refinance maturing debt. Pespite these challenges,
the essential nature of UPC services, regulated franchises and greater comparative
earnings and cash flow predictability position the industry favorably retative to other
industries, in Fitch’s opinion.

While UPCs have considerable flexibility to reduce unregulated capital investment
projects, Fitch believes the vast majority of planned utility investment, primarily
earmarked for reliability, environmental and renewable energy projects, is largely non-
discretionary and likely to remain at historically high levels for the foreseeable future.
Challenges associated with significantly higher utility holding group capital
requirements are compounded by the dramaticaily altered capital markets compared
with last year’s more benign conditions.

Year to date, utility stocks, as measured by the Philadelphia Utility Index, have
declined 32%. Nonetheless, high comparative dividend yields, manageable payout ratios,
comparatively stable earnings and cash flow and less dramatic stock price declines
relative to broader stock indices should enable UPCs to attract equity capital, albeit at
considerabty higher cost compared to year-ago levels.

Bond spreads have widened meaningfully for UPCs at the lower end of the investment-
grade spectrum and/or with below-investment-grade credit ratings. Such entities face
significant financing risk as the result of restrictive credit markets. Access to credit at
the parent level is unavailable for all but the most creditworthy UPC issuers. In
November 2008, Dominion Resources, Inc. (D, rated ‘BBB+' with a Stable Rating
Outlook) issued $600 million of 8.875% senior notes due 2019 and Sempra Energy {SRE,
‘A’ /Stable) issued $750 million of senior unsecured debt in November 2008, comprised
of $250 million of 8.9% notes due 2013 and 5500 million of 9.8% notes due 2019.

Notwithstanding adverse capital market conditions and other challenges, ratings in the
UPC sector were generally stable in 2008, reflecting the sector’s relative earnings and
cash flow stability. The UPC’s median ‘BBB’ issuer default and senior unsecured debt
ratings, respectively, are the same as a year ago. In 2008, there were four downgrades,
compared with three upgrades in the sector. Approximately 77% (37 of 48 observed
companies} of Fitch's UPC issuers have Stable Rating Outlooks, and 10% (five of 48)
have Negative Qutlooks or are on Negative Watch.

Sector downgrades reflected unfavorable regulatory outcomes and deteriorating
coverage ratios in the case of Consolidated Edison (ED, BBB+/Stable) and PNM
Resources (PNM, ‘BB’/Stable). Regulators in New Mexico and New York authorized
9.1% returns on equity for ED and PNM, respectively, in the companies' last general
rate cases. These allowed returns on equity are among the lowest in the industry and
are more than 100 basis points belew the industry average, presenting a significant
challenge to the ability of ED and PNM to attract needed capital in a competitive
marketplace. PNM’s creditworthiness was also harmed by losses incurred at its
unregulated energy supply business.
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Fitch also lowered Constellation Energy Group Inc.’s (CEG, ‘BBB’/Rating Watch
Evolving) credit ratings earlier this year due to energy trading risk management and
liquidity uncertainty. On a more positive note, TECO Energy (TE, ‘BBB-'/Stable) and
CILCORP (CIL, 'BBB-’/Stable) were upgraded in 2008, reflecting reduced parent
company «ebt and a constructive rate order, respectively.

Mergers, Acquisitions and Divestitures

The case for industry consolidation is supported in the longer term by the fragmented
nature of the industry, relatively predictable utility cash flows and greater flexibility
provided under the Energy Policy Act of 2005 (EPAct 2005), which eliminated certain
domestic geographic restrictions and roadblocks to foreign ownership.

However, significantly higher interest costs, lower equity valuations, tight credit
markets, global recession and a stronger dollar are among the key factors that argue
against accelerating merger and acquisition (M&A) activity in the near-to-intermediate
term, in Fitch’s view, The thirst of infrastructure and private equity funds for utility
and power assets seems to have evaporated along with positive returns as a result of
the ongoing credit crisis. Nonetheless, Fitch believes strategic M&A will continue, as
evidenced by recent competing bids to acquire CEG or a portion of its assets from
MidAmerican Energy Holdings Company (MEHC, ‘BBB+’/Stable) and Electricite de France
(EDF, *AA-'/ Rating Watch Negative) and Exelon’s (EXC, ‘BBB+'/Rating Watch Negative)
hostile bid for NRG Energy (NRG, ‘B’/Rating Watch Evolving).

Last week, CEG’s board of directors terminated its merger agreement with MEHC and
accepted a transaction with EDF, in which EDF will acquire a 49.99% ownership interest
in the nuclear generation business of CEG. With the early December 2008 EDF bid, Fitch
ptaced the ratings of CEG on Rating Watch Evolving, reflecting uncertainty associated
with the EDF bid. Please refer to the Dec. 17, 2008, press release “Fitch Comments on
Constellation Energy Transactions” for further information, No rating action was taken
by Fitch with regard to MEHC’s credit ratings, which were affirmed in September 2008,
following the announcement of the proposed agreement to acquire CEG.

On Nov. 11, 2008, EXC launched a hostile bid for NRG, following rejection by NRG of its
$6.2 billion friendly bid, initially proposed on Oct. 19, 2008, to acquire all of NRG's
outstanding common stock in a fixed-stock transaction. Fitch Ratings placed EXC on
Rating Watch Negative on Oct. 20, 2008 and continued NRG on Rating Watch Evolving.
The ratings actions in the case of EXC reflect concern regarding the assumption of
$8 billion of NRG debt under the proposed transaction. The NRG rating action considers
the constructive effect of the bid by more highly-rated EXC, while recognizing the
unresolved nature of the offer and the potential emergence of another suitor or other
corporate actions that could derail EXC’s proposed acquisition of NRG. The tender offer
expires Jan. 6, 2009. Fitch initially placed NRG on Rating Watch evolving in May 2008
when the company announced its unsolicited bid to acquire Calpine Corp. (CPN) in an
atl-stock transaction. CPN subsequently rejected NRG’s offer,

Other pending deals include the proposed sale of PNM Resources’ (PNMR, ‘BB’/Stabte)
natural gas distribution business in New Mexico to Continental Energy Systems, which
was announced Jan. 15, 2008. PNM Resources and major intervenors reached a
settlement regarding the proposed sale that was approved by New Mexico regulators on
Dec. 11, 2008. The sale of PNMR's naturat gas distribution business is expected to close
in January 2009. For further information, please refer to Fitch's Public Service
Company of New Mexico reports dated April 24, 2008, and Nov. 3, 2008.
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Parties tc state regulatory proceedings to approve the sale of Puget Energy to
Macquarie have reached a settlement that is pending a final Washington Utilities and
Telecommunication Commission ruting, which is expected before year-end.

Transactions completed in 2008 include the sale of Energy East {EAS, '‘BBB'/5table) to
iberdrola 5.A. in September and the sale of Aquila electric and gas assets to Black Hills
and Great Plains Energy in July. In addition, a 20% interest in Oncor Electric Delivery
Company, a subsidiary of Energy Future Holdings Corp., to an investment group led by
Borealis Infrastructure Management. Great Plains also closed the sale of an unregulated
subsidiary to Centrica, PLC.

Electric Utilities
2009 Outlook — Negative
Longer-Term Outlook — Negative

In Fitch’s view, the business climate for the electric utility sector is negative in both
2009 and the tonger term. A deepening global recession, ongoing financial crisis and a
meaningful increase in the cost of capital compound an already difficult operating
environment characterized by large projected capital expenditures and commodity cost
volatility. Despite the challenges, utilities have relatively stable cash flows vis-a-vis
other industries and should benefit in relative terms as investors seek safer investments
in a difficult macroeconomic environment. Electric utilities have demonstrated
continued access to commercial paper and term debt markets throughout the recent
market turmoil, albeit at higher cost. In addition, most companies in the sector are
relatively well capitalized with simplified business strategies, which should atleviate
pressure on credit ratings.

Jurisdictionat regulatory practices will be a key of creditworthiness in the sector.
Utilities operating in states with regulatory mechanisms in place that facilitate timely
recovery of costs and a reasonable return on investment in rates are more likely to
come through this period of stress with limited deterioration of credit quality.
Conversely, the ratings of utilities operating in states with relatively low authorized
ROEs and significant regulatory lag are more likely to suffer credit deterioration. In
general, states with well-defined regulatory practices that facilitate timely general
rate case decisions and utilize special tariffs and balancing accounts to adjust rates
outside of a general rate case proceeding will, all else equal, support a higher level of
relative creditworthiness. Fitch is concerned that the recent rapid escalation in the
cost of capital will not be reflected on a timely basis in utility rates.

The regulatory compact is especially important in view of the sector’s need for capital
to support its projected, large post-2008, mostly non-discretionary capital spending
programs. Recent changes in the political landscape articulated above enhance the
prospects of higher environmental spending, including carbon controts. Moreover, Fitch
is concerned that exclusive reliance on renewable energy and natural gas-fired
generating resources will lead to sharp increases in the cost of power to consumers.

Liquidity stands out as a bright spot in an otherwise dreary outlook. The majority of
utilities have adequate credit facilities with long-dated maturities and reasonable
credit terms that could not be replicated under current market conditions. Debt
maturities tend to be well laddered, minimizing the need for substantial refinancing at
today’s higher rates. Moreover, throughout the credit market turmoil electric utilities
have been able to access capital markets, albeit at higher cost. Recent issuance by
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Pacific Gas & Electric Co. (PGRE), Virginia Electric and Power Co. (VEPCO), Duke
Energy Carolinas (DEC) and Alabama Power Co. {APC) priced well-ahove similar bonds
issued a year ago.

PG&E and DEC issued 10-year bonds that were 280 basis points and 175 basis points
higher than their respective 10-year bonds issued in November 2007; VEPCO issued
30-year debt that was 250 basis points higher than a similar issue a year ago; and APC
issued five-year debt at 95 basis points above a year ago. Moreover, there is a back log
of issuance that is likely to continue to place upward pressure on funding costs. If
funding costs remain at these levels, significantly higher regulated returns will be
required to continue to attract capital on reasonable terms for needed investments.

Natural Gas Distributors

2009 Outlook — Stable
Longer-Term Qutlook - Stable

Fitch’s 2009 outlook for local gas distribution companies (LDCs) is stable. LDCs enter
the 2008-2009 heating season positioned similarly to last year. Operating, regulatory
and financial fundamentals remain stable. Storage tevels, while slightly below last
year’s levels, are higher than the five-year average. Naturat gas prices have moderated,
falling from their mid-year 2008 peak, but LDCs that built inventories during the
summer will likely be passing higher average costs on to ratepayers this winter season.
The current capital market turmoil has highlighted the importance of access to liquidity
across all sectors. However, with relatively low maintenance capital expenditure
requirements and external financing needs, Fitch believes that there is adequate
company financial liquidity across the LDC space.

Weekly Lower 48 States Natural Gas Working Underground Storage

{Bil. Cubic Feet}

Nov. 2008 Average Nov. 2007 Average Five Year Average 15 Year Average

Source: EIA of the U.S. Department of Energy.

Given the regulated nature of the LDC business and generally beneficial rate design,
earnings and cash flow generated by LDCs are expected to remain steady for 2009.
State regulatory relations, despite the long-term increase in gas supply costs, continue
to be constructive for gas LDCs. Capital expenditures by LDCs, for system maintenance
and expansion, have remained fairly steady in prior years, and while ongoing capital
expenditures are increasing at a moderate rate, it is expected that LDCs will keep a
closer eye on discretionary capital expenditures and scale back appropriately given
current financial market conditions. Additionally, gas LDC growth projects tend to have
a short duration and a relatively small scale and thus generally avoid rate shock. LDCs
appear to have adequate liquidity despite restrictive credit market conditions.

U.S. Utilities, Power and Gas 2009 Qutlook December 22, 2008 13
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With gas prices spiking in mid-2008, several LDCs took the precaution of expanding
existing credit facilities or adding new short-term credit facilities to meet additional
liquidity needs ahead of the winter heating season, albeit at higher rates. When gas
prices fell from mid-year highs, these precautionary steps appeared less necessary, but
will provide a liquidity buffer shoutd gas prices move unexpectedly higher this winter.
Commercial paper markets, which many LDCs typically rely on to fund supply purchases,
have become more costly and limited, and as a result many LDCs have been utilizing
their revolvers to fund supply purchases.

Potential concerns for the 2009 outlook relate to bad debt expense and the impact of
customer conservation. Bad debt expense has been creeping higher in recent quarters,
but remains within historical ranges for LDCs. However, pass-through of higher gas
prices to ratepayers, due to historically high priced summer inventory purchases,
coupled with a recessionary economy could lead to higher than expected bad debt
expense. The Energy Information Administration (EIA) is currently projecting a 3.6%
average increase in heating bills for residential customers in the winter of 2008-2009,
well below its 18% average increase projection from October 2008. While actual bills
could be exacerbated by a colder-than-expected winter, Fitch believes bad debt
expense concerns should not have significant near-term financial effects. Natural gas
prices have moderated, LDCs have taken proactive steps to more aggressively manage
collections and in several cases have requested higher bad debt allowances from
regulators, and the federal government has increased funding to the Low Income Home
Energy Assistance Program (LIHEAP), all of which will help LDCs contain bad debt
expense growth.

Conservation, meanwhite, continues to be an industry-wide concern, and rate design
mechanisins crafted to address usage concerns remain on the forefront of several
regulatory jurisdictions. Currently, 13 states have approved the implementation of fult
revenue decoupling, which helps prevent margin erosion stemming from declines in
customer usage due to conservation or energy-efficiency increases. Additionally, more
than hatf of U.S. states have some form of either full decoupling or weather
normalization, which helps stabilize revenue from the effects of weather. These rate
designs help insulate the utility's cash flow from changes in volume of sales, providing
earnings and cash flow consistency and stability. From a credit perspective, Fitch
continues to view the implementation of rate mechanisms that reduce cash flow
volatility favorably; mere predictable cash flow translates to lower business risk for
LDCs. Decoupling mechanisms can also serve to more closely align an LDC's interests
with the growing political groundswetll for conservation.

Competitive Generation Companies
2009 Outlook — Negative
Longer-Term Qutlook — Stable

Fitch's 2009 outlook for competitive generators is negative, with more stressful
conditions facing the independent generators. Based on the different strategies,
financial structures, debt leverage and credit ratings of the companies, Fitch typically
views this segment in two subgroups: the affiliated generators and independent
generators. Affiliate generators are subsidiaries of either large utility holding
companies or financial institutions and, with few exceptions, have investment-grade
iDRs ranging from ‘BBB-' to ‘BBB+’. Ratings reflect well-capitalized balance sheets,
relatively favorable capital market access and adequate liquidity. Independent
generators are standalone companies that generally have speculative-grade IDRs
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ranging from ‘B’ to ‘BB’. Ratings reflect weaker balance sheets, lower capital market
access and timited liquidity.

The year 2008 proved to be a more chatlenging operating environment for the power
generating companies than anticipated. Heading into the year, Fitch was positive on its
outlook for the sector for 2008 and for the longer term, for independent generators in
particular. Fitch's expectation that the operating performance improvements and
robust free cash flow at independent generators would result in positive ratings
implications never materialized. Moreover, while asset valuations remain strong,
liquidity concerns, declining power prices and a recessionary economy all weighed on
performance at the independent generators throughout the secend half of the year,
and earnings and cash fiow took to be tess robust than originally anticipated.

Fitch expects 2009 to be a much more challenging environment for power generating
companies. Capital market constraints, declining power prices, a recessionary economy,
government/environmental regulation uncertainty, counterparty exposure and liquidity
concerns all will continue to weigh on power generating companies throughout the year
and could have modest negative implications on current ratings. Over the longer term,
Fitch’s believes a stable outtook is more appropriate for power generating companies,
and industry fundamentals should favor the generators, as limited amounts of new
generation comes online over the next five years and the continued narrowing of
reserve margins results in widening spark and dark spreads. While the recessionary
economy will likely stifle demand growth, a difficult financing envirenment and
uncertainty about future state and national energy policy/carbon rules remain
significant deterrents to new generation.

The predominantly non-investrment-grade independent competitive generators face a
more hostile financing environment in 2009 than the affiliated generators, as market
de-leveraging results in a significant re-pricing of risk. Over the near term, tiquidity
strains stemming from the reduced risk appetites of financial institutions and other
prominent counterparties in the merchant energy market could pressure the
competitive generators. Over the longer term, accessing capital for these generators
will be significantly more expensive, reflecting higher financing costs and weak equity
valuations.

Power generators witl cut back discretionary capital spending materially for 2009-2010.
Several companies have already announced reductions to discretionary capital
expenditures in their competitive businesses for 2009, inciuding Ameren, FPL Energy,
PPL Energy and Public Service Enterprise Group. Additionally, some generators plan to
delay air-quality-control investments to the extent that they were driven by Clean Air
interstate Rule (CAIR) requirements that have been remanded to the EPA by the
appellate court, while other companies said that they must continue their
environmental spending to meet state standards that remain in force.

Debt maturities in 2009 appear to be manageable, as most issuers do not face any
significant refinancing. Longer term, several independent competitive generators will
face maturities of debt in the term loan B market. Typical B toans have terms of five to
seven years at the longest, with little repayment prior to bullet maturity. While most of
the outstanding B loan maturities are still several years away, a prolonged credit
market downturn will make it more difficult and/or more expensive for generators to
refinance this debt, a source of longer-term concern. Any needs for covenant relief
coutd accelerate re-pricing of risk or refinancing needs.

Asset valuations for all of the power generators are strong relative to outstanding
indebtedness. Consequently, while modest downside rating pressure rmay exist for the
tower-rated competitive generators, strong asset valuations would lead to strong
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recoveries across the capital structure in case of default. With equity prices not
necessarily reflecting the value of underlying assets, Fitch believes there is an
increased probability for consotidation and acquisition within this group in 2009, as
evidenced atready by competing offers for Constellation Energy and Exelon’s hostite bid
for NRG Energy. Fitch views consolidation as neutral for this segment overall; however,
changes in financial leverage and strategic position could have adverse, neutral or
favorable consequences for credit quality and would be dependent on the specific
terms of the transaction.

Public Power Utilities
2009 Qutlook — Stable
Longer-Term Qutlook - Stabte

Fitch continues to maintain its stable outtook for the municipal and cooperative sectors
(public power) for 2009. Overall, the sector continues to maintain solid credit
fundamentals, including: local control over rate-setting without state commission
oversight, a cost advantage compared to neighboring investor-owned utilities and
benefits associated with predominantly residential and commerciat customer bases.
However, in the event that current pressures such as limited capital market access,
together with increasing economic stress persist long inte 2009, a revision in the public
power outlook to negative may be warranted. Fitch expects that the average ratings for
wholesale and retail utility systems will continue to be ‘A’ and 'A+', respectively. Fitch
has 184 long-term public power ratings, out of which there were 22 positive rating
actions and one negative rating action reported for the calendar year of 2008.

Fitch’s outtook takes into account increasing negative credit pressures affecting the U.S.
public power and cooperative sectors. With the magnitude of industry and market
changes realized over the last year, including the housing market decline, credit
deterioration of municipal bond insurers, reduced capital market access and increased
interest costs, as well as the potential for a prolonged economic downturn, near-term
credit pressures have increased for public power utilities. These current issues are in
addition to ongoing credit drivers such as volatile fuel costs, the increasing costs
associated with building new baseload generation and uncertainties regarding future
costs associated with changing “green-based” environmental regulations. Utilities,
whether directly mandated by the state (i.e., 10Us) or governed by locally established
standards (public power), must now assess how to meet long-term load growth within
an evolving environmental and in some ways more restrictive and costlier regulatory
framework. While the recent decline in natural gas, oil, coal and other commodity
prices are helping to relieve some cost pressures, volatility in these costs still persists,
and the long-term trend continues to indicate progressively rising prices.

While Fitch believes that the public power business model will continue to allow these
utilities to perform well in 2009 and provide investors with a generally stable credit
sector, increasingly negative market and industry factors could adversely impact some
systems more than others. The utilities with the greatest credit exposure are those that
have large capital improvement needs, relatively high teverage and below-average
financial and rate flexibitity (for their rating category), as well as a heavy reliance on
fossil fuel geperation. Conversely, systems that show stabte-to-improving financial
metrics, limited new capital needs and a greener generation portfolio are expected to
maintain stabte outlooks, and in some cases may realize improved credit profiles.
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Pipeline, Terminal and Midstream Sector
The short- and long-term outlook is stable for the natural gas and products pipelines in
2009, although a continuation of unfavorable capital market conditions, aggressive

capital investment and recession could result in a moderate weakening of credit
metrics.

The short- and long-term outlook for the natural gas gatherers is stable as well,
reflecting the group’s relatively predictable, primarily fee-based revenue stream,
strong underlying demand growth and discretionary capital expenditures. Meanwhile, a
weak economy and low energy commodity prices result in a negative short-term outlook
for the natural gas processors; however, the stable long-term outlook is supported by
manageable debt leverage, discretionary capital expenditures and expectations that
NGL pricing will remain within historic norms experienced in 2005-2006.

The outleok for retait propane distributors remains negative as the result of declining
volumes and the uncertain impact of consumer conservation in a lower naturat gas price
environment.

For further information, please refer to the “Pipeline/Midstream/MLP 2009 Qutlook:
Time for Companies to Play Defense” report, dated Nov. 20, 2008.
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Appendix: Ratings and Rating Outlooks by Segment

Utility Parent Companies

Senior
Company Name IDR Rating Outlook Unsecured Rating
Above Segment Median Rating
Laclede Group, Inc.(The) At Stable A
WOGL Holdings, Inc. A+ Stable A+
FPL Group, Inc. A Stabte A
NICOR Inc. A Stable A
QGE Energy Corp. A Stabile A
Sempra Energy A Stable A
Southern Cornpany A Stable A
Southwest Pawer Pool A Stable A
AGL Resources, Inc. A— Stable A-
KeySpan Corporation A Stable A-
MDU Resources Group, Inc. A~ Stable A
National Fuel Gas Company A— Stable A—
NSTAR A Stable A
SCANA Corporation A- Negative A
Wisconsin Energy Corporation A Stable A~
Ameren Corporation BBB+ Stable NR
Consolidated Edison, Inc. BBB+ Stable BBB+
Dominion Resources, Inc. BBB+ Stable BBB+
DPL In¢. BBB+ Positive BBB+
Exelen Corporation BBB+ RWN BBB~+
midAmerican Energy Holdings Co. BBB+ Stable BBEB+
Public Service Enterprise Group inc. BBB+ Stable BBB+
Xcel Energy Inc. BBB+ Stable BBB+
At Segment Median Rating
American Electric Power Company BBB Stabte BBB
Black Hills Corp. BBB Stable BBB
Constellation Energy Group, Inc. BBB RWE BBB
DTE Energy Company BEB Negative BBB
Energy East Corporation BBB Stable BBB
FirstEnergy Corp. BBB Stable BBB
IDACORP, Inc. BBB Negative NR
NiSource Inc. BBB Stable BBB
Northeast Utilities BBB Stable BBB
PEPCO Holdings BBB Stable BBB
PPL Corporation BEB Stable BBB
Progress Energy, Inc BEB Stable B8B
Below Segment Median Rating
Allegheny Erergy, Inc. BBB- Stabte NR
Centerpoint Energy Inc. BBB- Stable BBB-
CILCORP, Inc. BBB- Stable BBB~
Edison International BBB- Stable NR
Entergy Corp. BBB- Evolving NR
IPALCO Enterprises, Ihc. BBB- Positive BBB-
Pinnacle West Capital Corporation BBB- Negative BBB-
TECO Energy, Inc. BBB- Stable BBB—
Avista Corporation BB+ Positive BEB—
CMS Energy Corporation 8B+ Stable BB+
PNM Resources BB Stable BB
NV Energy, Inc. BB- Positive BB—
Energy Future Holdings Corp. B Stable B+

NR -- Not rated. RWN - Rating Watch Negative. RWE — Rating Watch Evolyving.
Source: Fitch,
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Electric Distribution Companies

Senior
Company Name IDR Rating Outlook Unsecured Rating
Above Segment Median Rating
NSTAR Electric Co. A Stable AA
5an Diego Gas & Electric Co. A~ Stable AA-
American Transmission Company A Stable A
Central Hudson Gas & Electric Corp. A Stable A
Orange & Rockland Utilities, Inc. A- Stable A
Rockland Electric Co. A~ Stable NR
At Segment Median Rating
Baltimore Gas and Electric Company BBB+ RWE A
Consolidated Edison Co. of New York, Inc. BBB+ Stable A-
Delmarva Power & Light Company BBE+ Stable A-
PECO Energy Co. BBE+ Stable A
Potomac Efectric Power Co. BBB+ Stable A-
Public Service Electric & Gas Co. BBB+ Stable A
Below Segment Median Rating
Attantic City Electric Company BEB Stable BBB+
Centerpoint Energy Houston Etectric, LLC BeB Stable BBB
Connecticut Light and Power Co. BBB Stable EBB+
Jersey Central Power &t Light Co. BBB Stable BEBB+
New York State Electric & Gas Corp. BB Negative BBB+
PPL Electric Utilities Corporation BBB Stable A—
Western Massachusetts Electric Co. BBB Stable BBB+
Central illingis Public Service Company BBB- Stable BBB
Iltinois Power Co. BBB— Stable BBB
Metropolitan Edison Company BBB- Stable BBB
Oncor Electric Detivery Company BBB- Stabte BBB-
Pennsylvania Electric Company BBB-- Stable BBB
Pennsylvania Power Company BEB- Stable BBB+
Rochester Gas & Electric Corporation BBB— Stable BEB
West Penn Power Co. BBB— Stable BBB-
Commonwealth Edison Company BB+ Stable BBB--
Potomac Edison Co. BB+ Negative BBB-
Texas-New Mexico Power Company BB+ Stable BBB-

NR - Not rated. RWE - Rating Watch Evolving. Mote: Boid indicates Senior Secured.
Source: Fitch,
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Integrated Utility Companies

Senior
Company Name IDR Rating Outiook Unsecured Rating
Above Segment Median Rating
Mississippi Power Company A+ Stable AA-
Oklahoma Gas and Electric Company A+ Stable AA—
Alabama Power Company A Stable A+
Florida Power & Light Co. A Stabte A+
Georgia Power Company A Stable A+
Wisconsin Electric Power Co. A Stable A+
Carolina Power & Light Campany A- Stable A
Dayton Power & Light Company A~ Paositive A+
Florida Power Caorporation A Stable A
Gulf Power Company A Stabte A
midAmerican Energy Company A- Stable A
Nerthern States Power Co. {MN) A Stabte A
Northemn Stakes Power Co. (W} A Stable A
Pacific Gas & Electric A- Stable A
South Carolina Etectric & Gas Co. A Negalive A
Southern California Edison Co. A- Stable A
Union Electric Company A Megative A
AEP Texas Morth Co. BBB+ Stable A-
Columbus Southemn Power Co. BBB+ Stabte A
Ohio Power Co. BBB+ Stable BBB+
Public Service Co. of Colorado BBB+ Stable A-
Virginia Electric & Power Co. BBB+ Stabte A~
At Segment Median Rating
AEP Texas Central Co. BBB Stabte BBB+
Appalachian Power Co. BBB Negative BBB+
Btack Hills Power, Inc. BBB Stabte BBB+
Central ilkincis Light Co. BBB Stable BBB+
Detroit Edison Ca. BBB Stabie A-
idaho Power Co. BBB Negative BBB+
Northem Indiana Public Service Co. BBB Stable BBB+
PacifiCorp BBB Stable BBB+
Public Service Co. of New Hampshire BBB Stable BRB+
Public Service Co. of Oklahoema BBB Stable BBB+
Seuthwestem Electric Power Co. BBB Stable BBB+
Southwestern Public Service Company BBB Stable BBB+
Tampa Electric Campany BBB Stable BBB+
Below Segment Median Rating
Arizoha Public Service Co. BBB— Stable BBB
Consumers Energy Co. BBB- Stable BBB
Empire District Electric Company BBB- Negative BBB
Entergy Arkansas Inc. BBB- Stable BBE
Entergy Louisiana LLC BBB-- Stable BBB
Entergy Mississippi, Inc. BBB- Stable BBB+
Indiana Michigan Power Company BBB- Stable BRB
Indianapolis Power & Light Company BBB— Positive BBB
Kansas Gas & Electric Company BBB— Stable 8BB4+
Kentucky Power Co. BBE— Stable BBB
Monongahela Power Company BBB- Stable BBB-
Northwestern Corporation BBB— Positive BBEB-
Ohio Edisen Co. BBB~ Stable BBE
Systern Energy Resources Inc. BBB- Stable BBB-
Westar Energy BBB- Stabie BEB
Avista Corporation BB+ Positive BEEB-
Cleveland Electric lluminating Co. BB+ Positive BBE-
Entergy Gulf States, nc. BB+ Stable BBB~-
Entergy Texas, Inc. BB+ Stable NR
Toledo Edison Co. BB+ Pasitive BBB-
Entergy New Orleans, Inc. BB Positive BBB—
Nevada Power Co. BB Pasitive BB
Public Service Co. of New Mexico BB Stable BB+
Sierra Pacifiz Power Company BB Pasitive BBB-
Tucson Electric Power Ca. BB Stable BB+
NR — Not rated. Note: Bold indicates Senior Secured.
Seurce: Fitch,
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Natural Gas Distribution Companies

Senior
Company Name iDR Rating Outlook Unsecured Rating
Above Segment Median Rating
Southern California Gas Co. A+ Stable AA—
Washington Gas Light Co. A+ Stable Al
Brooktyn Union Gas Co. A Stable A+
Nicor Gas Company A Stable A+
Wisconsin Gas Company, LLC A Stable A+
At Segment Median Rating
Atlanta Gas Light Co. A- Stable A
Cascade Natural Gas Corporation A- Stable A
KeySpan Gas East Corp. A- Stable A
Laclede Gas Company A- Stable A+
NSTAR Gas A- Stable A
Public Service Co. of North Carolina A- Negative A
UGH Utilities Inc. A- Stable A
Below Segment Median Rating
Berkshire Gas Company BBB+ Stable A-
Central Maine Power Co. BBB+ Stable A
Connecticut Naturat Gas Corp, BBB+ Stable A—
Southern Connecticut Gas Co. BBE~+ Stable A-
Atmos Energy Corp. BBB Stable BBB+
Southwest Gas Corporation BBB Stable BBB
Michigan Consolidated Gas Co. BBB- o Stabie BBB+
Mountaineer Gas Company BB~ Stabte BB

Note: Bold indicates Sentor Secured,
Source: Fitch.
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Pipeline, Midstream and Retail Propane Companies

Senior
Company Name IDR Rating Outiook Unsecured Rating
Above Segment Median Rating
Northern Natural Gas Company A Stable A
Centennial Energy Holdings, Inc. A- Stable A
LOOP LLC - A Stable A-
DCP Midstream LLC BBB+ Stable BEB~
Texas Eastern Transmission, LP BBB+ Stable BBA+
Texas Gas Transmission LLC BBB+ Stable BBE+
Boardwalk Pipelines, LLC BBB Stable BBE
Centerpoint Energy Resources Corp. BBB Stable BBB
Enogex Inc. BBB RWN BBB
Kinder Morgan Energy Partners, LP BBB Stable BES
Northwest Pipeline Corp. BBB RWE BBB
Panhandle Ezstern Pipe Line Co. BEBB Negative BEB
Rockies Express Pipeline LLC BBB Stable BEB
Transcontinental Gas Pipe Line Corp. BBB RWE BBB
At Segment Median Rating
Colorado Interstate Gas Co. BBB-— Stabte BBB-
El Pasg Natural Gas Co. BBB- Stabte BEB-
Energy Transfer Partners, L.P. BBB- Stable BBB-
Enterprise Products Operating, L.P. BBB- Stable BBB-
Kaneb Pipe Line Operating Partnership, L.P, BBE- Negative BBB-
NGPL PipeCo LLC BBB- Stable BBB-
Nustar Logistics Operations LP BBB- Negative BBB-
Southern Natural Gas Co. BBB— Stable BBB-
Southern Union Co. BBB- Stable BEB-
Tennessee Gas Fipeline Co. BBB- Stable BBB-
Teppco Partners, L.P. BBB— Stable BBB--
Williams Companies, Inc. BBEB— RWE BBB—
Below Segment Median Rating
AmeriGas Partners, L.P. BB+ Stable BB+
El Paso Corp. BB+ Stable BB+
El Paso Exploration & Production Co. BB+ Stable BB
Knight Inc. BB+ Stable BB+
williams Partners, LP BB+ Stable BB+
Energy Transfer Equity, L.P. BB— Stable BB
Enterprise GP Holdings L.P. BB- Stable BB
Star Gas Partners L.P. B Stable B+

NR- Not rated. RWN — Rating Watch Negative. RWE - Rating Waich Evolving. Note: Bold indicates Senior Secured.
Source: Fitch,
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Corporates

Senior
Company Name IDR Rating Qutlook Unsecured Rating
Above Segment Median Rating
Ameren Energy Generating Co. BEB+ Stable BBB+
Exelon Generation Co. LLC BBB+ RWN BEB+
PSEG Power LLLC BBB+ Stable BBB+
Southern Power Co. BBB+ Stable BBB+
Black Hitls Power BBB Stable BBB+
PPL Energy Supply, LLC BEB Stable BEB+
Allegheny Energy Supply Co., LLC BBB- Stable BBB-
Allegheny Generating Co. BBB— Stable BBB-
Brookfield Renewable Power, Inc. BBB- Stable BBB
PSEG Energy Holdings LLC BB+ Stable BB
Midwest Generation, LLC BB Stable BBB-
At Segment Median Rating
Edison Mission Energy BB Stable BB-
Mission Energy Holding Ce. BB- Stable BB-
Below Segment Median Rating
AES Corporation B+ Stable BB
Mirant Americas Generation, LLC B+ Stable B
Mirant Corp. B+ Stable NR
Mirant Mid-Atlantic LLC B+ Stable BB+
Mirant North America, LLC B+ Stabie BB—
Dynegy Holdings, Inc. B Stable B+
Dynegy tnc. B Stable NR
NRG Energy, Inc. B RWE B+
Reliant Energy, Inc. B Negative B+
Texas Competitive Electric Holdings B Stable B+

NR — Net rated. RWN - Rating Watch Negative, RWE - Rating Watch Evolving. Note: Bold indicates Senior Secured.

Source: Fitch.
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Pubtic Power Companies

Company Name Rating OQutiook Senior Rating
Retail Segment — Above Median (A+)

Chelan County Public Utility Dstrict No. 1 {Wash.) Stable AA+
San Antonio (Texas) {CPS Energy) Stable AA+
Chattanooga — Electric Power Board (Tenn. ) Stable AA
Grant County Pubtic Utitity District No. 2 {Wash.) — Electric System Stable AA
Lincoln {Neb.} — Electric System Stable AA
Memphis {Tenn.) — Memphis Light, Gas & Water Stable AA
Nashville (Tenn.} — Electric System Stable AA
Omaha Public Power District (Neb.) Stable AA
Orlando Utilities Commission (Fla_) Stable AA
Springfield (Mo.) — City Utitities (Electric) Stable AA
St. Cloud {Fla.} — Utility System Stable AA
Anaheim Public Utilities Department (Calif.) Stable Ad—
Austin Energy (Texas) Stable AA—
Hydro-Quebec Positive AA—
imperial Irrigation District (Cakif.) Negative AA—
JEA (Fla.) — Electric Stable Ad—
Los Angeles Department of Water and Power {Calif.) Stable AA-
New Braunfels Utilities (Texas) Stable AA-
Pasadena {Calif.} — Water and Power Department Stable Ad—
Pedernales Electric Cooperative, Inc. {Texas) Stable Ab—
Riverside Public Utilities (Calif.} Stable AA—
Rochester Public Wilities (Minn.) Stable AA—
Tatlahassee (Fla.) — Energy System Stable AA-
Retail Segment — At Median Rating

Anchorage Municipat Light & Power (Alaska) Stable A+
Bryan, Texas Utilities Stable A+
California Department of Water Resources Positive A+
Dover (Del.) Stable A+
Eugene Water and Electric Board {Ore.} Stable A+
Farmington (N.M.} Wility System Stable A+
Garland Power & Light {Texas) Stable A+
Glendate (Calif.} — Water and Power Stable A+
Kansas City (Kan.) — Board of Public Utilities Stable A+
Kerrville Public Utility Board (Texas) Stable A+
Lakeland Energy System {Fla.) Stable A+
Modesto Irrigation District {Catif.) Stable A+
Muscatine Power B Water {lowa) Stable A+
Roseville Electric System (Calif.} Stable A
Snohomish County Public Utility District No. 1 {Wash.) Stable -
Tacoma Power {Wash.) Stable A
Turlock Irrigation District (Calif.) Stable A

Retail Segment — Below Median Rating

Benton County Public Utility District No. 1 {(Wash.} Stable A
Brownsville Public Utility Board {Texas} Stable A
Bryan, Rural Electric Stable A
Floresville (Texas) — Electric Light and Power System Stable A
Gallup (N.M.) — Utility System Stable A
Grays Harbor County Public Utility District No. 1 (Wash.) Stable A
Kissimmee Utility Authority {Fla.) Stable A
Overton Power District No, 5 (NY) Stable A
Sacramento Municipal Utility District (Catif.) Stable A
Silicon Yalley Power {Calif.) Stable A
Verg Beach (Fla.) Stable A
winter Park {Fta.}) Stable A

Note: Public pawer entities are not assigned issuer default ratings. Continued on next page.
Source: Fitch.
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Public Power Companies {Continued)

Company Name Rating Outlook Senior Rating
Retail Segment — Below Median Rating {Continued)

Alameda Power & Telecom {Calif.) Stabie A~
Batavia {II\.) — Electric Utility Stable A~
Boerne Utility System (Texas) Stable A~
Chugach Electric Association, Inc. {Alaska) Stabte A-
Cowlitz CO Public Utility District Stable A-
Fort Pierce Utilities (Fla.) Stable A
Long Istand Power Authority (N.Y.) " Negative A
Los Alamos County {M.M. ) — Utility System Stable A
Pend Creille County Public Utility District No. t (Wash. ) Stable A-
Reedy Creek Improvement District (Fla.) Stable A-
Puerto Rico Electric Power Authority Stable A-
Seguin {Texas) Stable A—
Boise Kura Irrigation District (ID) Stable BBB+
Leesburg (Fla.) — Electric System Stable BBB+
Lodi {Calif.) — Electric Utility Positive BBB+
Lubbock Power & Light {Texas) Stable B8BB+
Yirgin Islands Water & Power Authority Stable B8BB
Vermont Electric Cooperative Inc. Stabie BBB-
Guam Power Authority Positive BB+

Wholesale Segment — Abave Median (A)

Tennessea Yalley Authority Stable AAA
Associated Etectric Cooperative Ing, (MQ) Stable AA
Grant County Public Utility District No, 2 (Wash.) — Hydro Projects Stable AA
New York Power Autharity Stable AA
Platte River Power Authority (Colo.) Stable AA
South Carolina Public Service Authority (Santee Cooper) Stable AA
Basin Electric Power Cooperative Stable Ad—
Energy Northwest (Wash} - Bonneville Power Agency Positive Ad—
intermountain Power Agency {Utah) Stable AA-
Western Minnesota Municipal Power Agency Stable Ad—
Arkansas Electric Cooperative Corp, Stable A+
Buckeye Power, Inc. [Ohio) Stable A+
Connecticut Municipal Electric Energy Cooperative Stable A+
Florida Municipal Power Authority — All Requirements Project Stabte A+
Florida Municipal Power Authority — Stanton | Stable A+
Florida Municipal Power Authority — Stanton |l Stabte A+
Florida Municipal Power Authority — Tri-City Project Stable A+
Itlinois Municipal Electric Agency Stabte A+
Indiana Municipal Power Agency Stabte A+
Lower Colorado River Authority {Texas) Stable A+
M-5-R Public Power Agency (Calif.) Stable A
Municipal Electric Authority of Georgia {(CC/CT Prof) Stable A+
Municipal Electric Authority of Georgia {General Res) Stable A+
Municipal Electric Authority of Georgia {Project One) Stable A+
Municipal Electric Authority of Georgia {Telecom) Stable A+
Nebraska Pubtic Power District Stable A+
Walnut Energy Center Authority {Catif.) Stable A+
Wisconsin Public Power Inc. Stable A+

Wholesale Segment — At Median Rating

American Municipal Power-OH Undertying Rating Stable A
American Municipal Power-Inc. — Joint Venture No. 5 Stable A
AMP-Ohio’s Prairie State Project Stable A
Brazos Electric Power Cooperative, Inc. (Texas) Stable A
Florida Municipal Power Authority — St. Lucie Project Stable A
Grand River Dam Authority {Okla.) Stabie A

Note: Public power entities are not assigned issuer default ratings. Continued on next poge.
Source: fitch.
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FitchRatings Corporates

Public Power Companies (Continued)

Company Name Rating Outlook Senior Rating
Wholesale Segment — At Median Rating (Continued}

Massachusetts Municipal Wholesale Etec Co. (Nuclear Mix No, 1) Stahie A
Massachusetts Municipal Wholesale Etec Co. (Project 3) Stable A
Massachusetts Municipal Wholesale Elec Co. [Project 4) Stable A
Massachusetts Municipal Wholesale Elec Co. (Project 5) Stable A
Massachusetts Municipal Wholesale Etec Co. (Project 6) Stabte A
Massachusetts Municipal Wholesale Etec Co. {Stoney Brook Intermediate) Stable A
Massachusetts Municipat Wholesale Elec Co. (Wyman) Stable A
Missouri Joint Municipal Electric Utility Commission (latan 2 Project) Stable A
Municipal Energy Agency of Nebraska Stable A
North Carolina Municipal Power Agency No. 1 Stable A
Morthern California Power Authority — Geothermal Project Stable A
Northern California Power Authority — Hydroelectric Project : Stable A
Oglethorpe Power Co. (Ga.} Stable A
Oglethorpe Power Co, (Ga,) — Scherer Facilities Stabte A
Otd Dominion Electric Cooperative (Va.) Stabte A
Texas Municipal Power Agency Stabie A
Tri-State Generation & Transmission Association, Inc, (Colo,) Stable A

Wholesale 5egment — Below Median Rating

American Municipal Power-Inc. — Joint Venture No, 2 Stable A-
Central lowa Power Cooperative Stable A
Delaware Municipal Electric Cooperative Stable A
Energy Northwest (Wash.) — Wind Project Stable A-
Golden Spread Electric Cooperative, Inc. {Texas) Stable A
Great River Energy {Minn.) Stable A-
Missouri Joint Municipal Electric Utility Commission (Plum Point Project) Stable A~
Missouri Joint Municipal Electric Utility Commission (Prairie State Project) Stable A~
Northern Illinois Muni¢ipal Power Agency Stable A-
South Texas Electric Cooperative Stable A-
Western Farmers Electric Cooperative {Okla.) Stabie A~
Central Valley Financing Authority (Calif.) Stable BBB+
North Carolina Eastern Municipal Power Agency Stable BBB+
Piedmont Municipal Power Agency {5.(.) Stable BBB+
PowerSouth Energy Cooperative, Inc, (f/k/a Alabama Elec Coop} Stable BBB+
Sacramento Cogeneration Authority {Calif.}) — P&G Project Stable BBB+
Sacramento Power Authority (Calif,) — Campbetl Project Stable BBB+
Sacramento Municipal Utility District Financing Authority

{Calif.) - Cosumnes Project Positive BBB
Sam Rayburn Municipal Power Agency (Texas) Stable BEB-
Combined Electric and Water Utility Systems
Colorade Springs Utilities Stable Al
Austin Combined Utility System {Texas) Stable Ab~
Concord {N.C.) Utilities System Stable AA~
Greer (5.C.) — Commission of Public Works Stable A+
Jacksonville Beach {Fta.) — Combined Utility System Stable A+
Ocala {Fla.) Stable A+
Other :
Florida Gas Ltility Stable AA
JEA (Fla.) — Water & Sewer Stable AA
Omaha Metropolitan Utilities District (Neb.) Stable AA
Springfield {Mo.}) — City Utilities {Water) Stable AA
American Municipat Power-Ohio, Inc. Purchase Revs RWN AA—
Austin Water and Wastewater System (Texas) Stable Ad—
Central Pains Energy Project (Neb.), Project No. 1 Stable Ab—
Georgia Transmission Corporation Stable Ad—
Indiana Bond Bank Speciat Program Stable Ab~
Main Street Matural Gas, Inc. {Ga.) {Series 2006A) Stable AM-
RWN — Rating Watch Megative. Note: Public power entities are not assigned issuer default ratings. Continued on next page.
Source: Fitch.
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Public Power Companies {Continued)

Company Name Rating Outlook  Senior Rating
Other (Continued)

Municipal Energy Acquisition Agency Corp. (TN} Stable AA-
Richmond {Va.}) Stable AA-
SA Energy Acquisition Public Facitity Corporation Stable AA-
Southern California Public Power Authority (SCPPA} Mead Adelanto Project Stable AA—
Southern California Pubtic Power Authority {SCPPA) Mead Phoenix Project Stable AA—
Tennessee Energy Acquisition Corporation {Series 20064A) Stable AA-
Tennessee Energy Acquisition Corporation (Series 2006C) Stable AA-
Long Beach Eond Finance Authority Prepay RWE A
Long Beach Gas Utility {Calif.} Positive A
Lower Cotorado River Authority (Texas) — Transmission Services Corp. Stable A
Main Street Matural Gas, Inc. (Ga.) (Series 2006B) RWE A+
Main Street Matural Gas, Inc. (Ga.) (Series 20074} RWE A+
Main Street Matural Gas, Inc. {Ga.) (Series 2008A) Negative A+
Municipat Gas Authority of Georgia (Agency) Stable A+
Municipal Gas Authority of Georgia (Gas Portfolio) Stable A+
Public Authority for Colorado Energy {CSU Prepay) RWE A+
Public Gas Partners {GA} Pool 2 Stable A+
Roseville Matural Gas Finance Authority {Calif,} RWE A+
Transmission Agency of Northern California Stable A+
Indianapolis Thermal Energy System {Ind.) Stable A
National Rural Utilities Cooperative Finance Corp. {Va.} ' Positive A
Natural Gas Acquisition Corp. (Qlarksyille, TN) RWE A
Northern California Gas Authority No. 1 Stable A
Public Gas Partners (GA) Pool 1 Stable A
Southern California Public Power Authority — Matural Gas Project Stable A
Southmost Regional Water Authority (Brownsvitle, Texas) Stable A
Philadelphia (Pa.) - Gas Works Stable BBB

RWE - Rating Watch Evolving. Note: Public power entities are not assigned issuer default ratings. Continued on next poge.
Saurce: Fitch.

Copyright © 2008 by Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries. One State Street Plaza, NY, NY 10004,

Tetephone; 1-800-753-4824, (212) 908-0500. Fax: (212} 480-4415. Reproduction or retransmission in whaole or in part is prohibited except by
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This methodofogy pertains lo regulated electric and gas utilities and excludes regutated electric and gas
networks (companies primarily engaged in the transmission andfor distribution of electricity and/or natural gas
that do not serve retait customers) and unregulated utilities and power companies, which are covered by
separale rating methodologies. Municipal utilities and electric cooperatives are also excluded and covered by
separale rating methodologies,

In Appendix A of this methodology, we have included a detailed rating grid for the companies covered by the
methodology. For each company, the grid maps each of these key rating faclors and shows an indicated
alpha-numeric rating based on the resulis from the overall combination of the factors (see Appendix B). We
note, however, that many companies will not match each dimension of the analytical framework laid out in the
rating grid exactly and that from time to time a company's performance on a particular rating factor may fall
outside the expected range for a company al its rating level. These companies are categorized as "outhers”
for that rating factor. We discuss some of the reasons for these outliers in this methodology as well as in
published credit opinions and other company-specific analysis.

The purpose of the rating grid is to provide a reference tool that can be used to approximate credit profiles
within the regulated electric and gas utility sector. The grid provides summarized guidance on the factors that
are generally most important in assigning ratings to the sector. While the factors and sub-factors within the
grid are designed to capture the fundamental rating drivers for the sector, this grid does not include every
rating consideration and does not fit every business model equally. Therefore, we outline additional
considerations that may be appropriate to apply in addition to the four rating factors. Moody's also assesses
other rating factors that are common across all industries, such as event risk, off-balance sheet risk, legai
structure, corporate governance, and management experience and credibility. Furthermore, most of our sub-
factor mapping uses historical financial resuits to illustrate the grid while our ratings also consider forward
looking expectations. As such, the grid-indicated rating is not expected to always match the actual rating of
each company. The text of the rating methodology provides insights on the key rating considerations that are
not represented in the grid, as well as the circumstances in which the rating effect for a faclor might be
significantly different from the weight indicated in the grid.

Readers should also note that this methodology does not attempt to provide an exhaustive list of every factar
that can be relevant fo a utility’s ratings. For example, our analysis covers factors that are common across all
industries (such as coverage metrics, debl leverage, and liquidity) as well as factors that can be meaningful on
a company or industry specific basis (such as regulation, capital expenditure needs, or carbon exposure).

This publication includes the following sections:

= About the Rated Universe: An overview of the regulated electric and gas industries

s About the Rating Methodology: A description of our rating methedology, including a detailed
explanation of each of the key faclors that drive ratings

» Assumptions and Limitations: Comments on the rating methodology's assumptions and limitations,
including a discussion of other rating considerations that are not included in the grid

In the appendices, we also provide tables that illustrale the application of the methodology grid to 30
representative electric and gas utility companies with explanatory comments on some of the more significant
differences between the grid-implied rating and our actual rating (Appendix C). We also provide definitions of
key ratios (Appendix D}, an industry overview {Appendix E) and a discussion of the key issues facing the
industry over the intermediate term {(Appendix F) and regional considerations (Appendix G).

About the Rated Universe

The rating methodology covers investor-owned and commercially oriented government owned companies
worldwide that are engaged in the production, transmission, distribution and/or sale of electricity andior natural
gas. It covers a wide variety of companies active in the sector, including vertically integrated utilities,
transmission and distribution companies, some U.S. transmission-only companies, and local gas distribution
companies (LDCs). For the LDCs, we note that this methodology is concerned principally with operating
utilities regulated by their local jurisdictions and not with gas companies that have significant nen-utility
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businesses’. In addition, this methodology includes both holding companies as well as operating companies.
For holding cormpanies, actual ratings may be lower than methodology grid-implied ratings due to the structural
subordination of the holding company debt to the operating company debt. In order for a utflity to be covered
by this methodology, the company must be an investor-owned or commercially oriented government owned
entity and be subject to some degree of govemment regulation or oversight. This methodology excludes
regulated electric and gas networks, electric generating companies? and independent power producers
operating predominantly in unregulated power markets, municipally owned ulilities, electric cooperative
ulilities, and power projects, which are covered in separate rating methodologies.

The rated universe includes approximately 250 entities that are either utility operating cornpanies or a parent
holding company with one or more utility company subsidiaries that operate predominantly in the electric and gas
utility business. They account for about US$650 billion of total outstanding long-term debt instruments. In
general, ratings used in this methodology are the Senior Unsecured {"SU"} rating for investment grade
companies, the Corporate Famity Rating (“CFR") for non-investment grade companies, and the Baselfine Credit
Assessment ("BCA”") for Government Related Issuers (GRI). A subset of 30 of these entities is included in the
methodology, representing a sampling of the universe to which this methodology applies.

Geographically, this methoedology covers companies in the Americas, Europe, Middte East, Africa, Japan, and
the Asia/Pacific region. The ratings spectrum for the sector ranges from Aaa to B3, with the actual rating
distribution of the issuers included (both holding companies and operating companies) shown on the following
table:

Electric Utilities’ Senior Unsecured Ratings Distribution
60

50
40
30
20

10

I, S
o B S - SR <
R R ¥

Although all of these companies are affected to some degree by government regulation or oversight, country-
by-country regulatory differences and cultural and economic characteristics are also important credit
consideralions. There is litle consistency in the approach and application of regulatory frameworks around
the world. Some regulatory frameworks are highly supportive of the utilities in their jurisdictions, in some
cases offering implied sovereign support to ensure reliability of electric supply. Other regulatory frameworks
are less supporiive, more unpredictable or affected by political influence that can increase uncertainty and
negatively affect overall credit quality.

These companies are assessed under the raling methodology “Nerth American Diversified Natural Gas Transmission and Distribution Companies”,
March 2007.

The six Karean generalion companies are included in this methodology as they are subject fo regulation and Moody's views them and their 100% parent
and sole off-taker KEPCO on a consolidated basis. The Brazilian generation companies are included as they are also subject to regulatory intervention.
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About this Rating Methodology

Moody's approach to rating companies in the regulated electric and gas utility sector, as outlined in this rating
methodology, incorporates the following steps:

1. Identification of the Key Rating Factors

In general, Moody's rating committees for the regulated electric and gas utility sector focus on a number of key
! rating factors which we identify and quantify in this methodology. A change in one or more of these factors,
| depending on its weighting, is likely to influence a utility's overall business and financial risk. We have identified
the following four key rating factors and nine sub-factors when assigning ratings to regulated electric and gas
| utility issuers:

Regulatory Framework 25% 25%

Ability to Recover Costs 25% 25%

i and Earn Returns
i Diversification 10% Market Position 5%*
Generation and Fuel Diversity 5%
g Fi?ggf(;;;s;;znl%;:, 40% Liquidity 10%
é Financial Metrics CFO pre-WC + Interest/ Interest 7.5%
i CFQ pre-WC / Debt 7.5%
CFOQ pre-WC - Dividends / Debt 7.5%
Debt/Capitalization or Debt / Regulated Asset Value 7.5%

Total 100% 100%
*10% weight for issuers that lack generation; "*0% weighl for issuers that lack generation ' '

| These factors are critical to the analysis of regulated electric and gas utilities and, in most cases, can be
i benchmarked across the industry. The discussion begins with a review of each factor and an explanation of
its importance to the rating.

2. Measurement of the Key Rating Factors

We next explain the elements we consider and the metrics we use to measure relative performance on each of
the four factors. Some of these measures are quantitative in nature and can be specifically defined. However,
for other factors, qualitative judgment or observation is necessary to determine the appropriate rating category.

i Moody's ratings are forward looking and attempt to rate through the industry’s characteristic volatility, which

! can be caused by weather variations, fuel or commodity price changes, cost deferrals, or reasonable delays in
regulatory recovery. The rating process also makes extensive use of historic financial statements. Historic
results help us understand the pattern of a utility's financial and operating performance and how a ulility
compares to its peers. While rating committees and the rating process use both histerical and projected
financial results, this document makes use only of historic data, and does so solely for illustrative purposes.
All financial measures incorporate Moody's standard adjustments to income statement, cash flow statement,
and balance sheet amounts for (among other things) underfunded pension obligations and operating leases.

3. Mapping Factors to Rating Categories

After identifying the measurement criteria for each factor, we match the performance of each factor and sub-
factor to one of Moody's broad rating categories (Aaa, Aa, A, Baa, Ba, and B). In this repert, we provide a
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range or description for each of the measurement criteria. For example, we specify what level of CFO pre-WC
plus Interest/Interest is generally acceptable for an A credit versus a Baa credit, etc.

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

Faor each factor and sub-factor, we provide a table showing how a subset of the companies covered by the
methodology maps within the specific factors and sub-factors. We recognize that any given company may
perform higher or lower on a given factor than its actual rating level will otherwise indicate. These companies
are identified as "outliers” for that factor. A company whose performance is two or more broad rating
categories higher than its rating is deemed a positive outlier for that factor. A company whose performance is
two or more broad rating categories below is deemed a negative outlier. We also discuss the general reasons
for such outliers for each factor.

5. Discussion of Assumptions, Limitations and Other Rating
Considerations

This section discusses limitations in the use of the grid to map against actual ratings as well as limitations and
key assumptions that pertain o the overall rating methodology.

6. Determining the Overall Grid-Indicated Rating

To determine the overall rating, each of the factors and sub-factors is converted into a numeric value based on
the following scale:

Ratings Scale

1 3 6 9 12 s

Each sub-factor's numeric value is multiplied by an assigned weight and then summed to produce a composite
weighted-average score. The total sum of the factors is then mapped to the ranges specified in the table below,
and the indicated alpha-numeric rating is determined based on where the total score falls within the ranges.

Factor Numerics

Composite Rating £ s
Indicated Rating |  Aggregate Weighted Factor Score -

Aaa <1.5

Aa1l 1.5« 2.5
Aa2 2:5:< 3.5
Aa3 35<4.5
Al 45<5.5
A2 55<6.5
A3 6.5<7.5
Baa1 7.5< 8.5
Baa2 8.5<9.5
Baa3 9.5<10.5
Ba1 10.5< 11.5
Ba2 11.5<12.5
Ba3 12.5 < 13.5
B1 13.5<14.5
B2 14,5 <15.5
B3 15.5 < 16.5
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For example, an issuer with a composite weighting factor score of 8.2 would have a Baa1 grid-indicated rating.
We use a similar procedure to derive the grid-indicated ratings in the tables embedded in the discussion of
each of the four broad rating categories.

The Key Rating Factors
Moody's analysis of electric and gas utilities focuses on four broad factors:

1. Regulatory Framework

2. Ability to Recover Costs and Earn Returns
3. Diversification

4. Financial Strength and Liquidity

Rating Factor 1: Regulatory Framework (25%)

Why it Matters

For aregulated utility, the predictability and supportiveness of the regulatory framework in which it operates is
a key credit consideration and the one that differentiates the industry from most other corporate sectors. The
most direct and obvious way that regulation affects utility credit quality is through the establishment of prices or
rates for the electricity, gas and related services provided (revenue requirements) and by determining a return
on a utility's investment, or shareholder return. The latter is largely addressed in Factor 2, Ability to Recover
Cost and Earn Returns, discussed below. However, in addition to rate setting, there are numerous other less
visible or more subtle ways that regulatory decisions can affect a utility's business position. These can include
the regulators’ ability to pre-approve recovery of investments for new generation, transmission or distribution;
to allow the inclusion of generation asset purchases in utility rate bases; to oversee and ultimately approve
utility mergers and acquisitions; to approve fuel and purchased power recovery; and to institute or increase
ring-fencing provisions.

How We Measure It for the Grid

For a regulated utility company, we consider the characteristics of the regulatory environment in which it
operates. These include how developed the regulatory framework is; its track record for predictability and
stability in terms of decision rnaking; and the strength of the regulator’s authority over utility regulatory issues.
A utility operating in a stable, reliable, and highly predictable regulatory environment will be scored higher on
this factor than a utility operating in a regulatory environment that exhibits a high degree of uncertainty or
unpredictability. Those utilities operating in a less developed regulatory framework or one that is characterized
by a high degree of political intervention in the regulatory process will receive the lowest scores on this factor.
Consideration is given to the substance of any regulatory ring fencing provisions, including restrictions on
dividends; restrictions on capital expenditures and investments; separate financing provisions; separate legal
structures; and limits on the ability of the regulated entity to support its parent company in times of financial
distress. The criteria for each rating category are outlined in the factor description within the rating grid.

For regulated electric utilities with some unregulated operations consideration will be given to the competitive
and business position of these unregulated operations®, Moody's views unregulated operations that have
minimal or limited competition, large market shares, and statutorily protected monopoly positions as having
substantially less risk than those with smaller market shares or in highly competitive environments. Those
businesses with the latter characteristics usually face a higher likelihood of losing customers, revenues, or
market share. For electric utilities with a significant amount of such unregulated operations, a lower score
could be assigned to this factor than would be if the utility had solely regulated operations.

Moody's views the regulatory risk of U.S. utilities as being higher in most cases than that of utilities located in
some other developed countries, including Japan, Australia, and Canada The difference in nsk reflects our
view that individual state regulation is less predictable than national regulation; a highly fragmented market in
the U.S. results in stronger competition in wholesale power markets:; U.S. fuel and power markets are more

3

For diversified gas companies, the “North American Diversified Natural Gas Transmission and Distribution Company” rating methodoiogy is apphed
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volatile; there is a low likelihoad of extraordinary political action to support a failing company in the U.S_;
holding company structures limit regulatory oversight; and overlapping or unclear regulatory jurisdictions
characterize the U.S. market. As a result, no U.S. utilities, except for transmission companies subject to
federal regulation, score higher than a single A in this factor.

The scores for this factor replace the classifications we had been using to assess a utility's regulatory
framework, namely, the Supportiveness of Regulatory Environment (SRE) framewaork, outiined in our previous
rating methodology (Global Regulated Electric Utilities, March 2005), which we are phasing out. Generally
speaking, an SRE 1 score from our previous methodology would roughly equate to Aaa or Aa ratings in this
methodology; an SRE 2 score to A or high Baa; an SRE 3 score to low Baa or Ba, and an SRE 4 score to a B.
For U.S. and Canadian LDCs, this factor corresponds to the “Regulatory Support” and “Ring-fencing” factors in
our previous methodology (North American Regulated Gas Distribution, October 2006).

s e Ale
Regulatory framework
fully devetoped, has a
long-track record of

being predictable and
stable, and is highly

supportive of utilities.

Utility regulatory body

is a highly rated
sovereign or strong
independent regulator
with unquestioned
authority over utility
regulation that is
national in scope.

Aa

is
fully developed, has
been mostly predictable
and stable in recent
years, and is mostly
supportive of utilities.
Utility regulatory body
is a sovereign, sovereign
agency, provincial, or
independent regulator
with authority over
most utility regulation
that is national in
scope.

Regulatory framework is

Factor 1 — Regulatory Framework (25%)

Regulatory framework
is fully developed, has
above average
predictability and
reliability, although is
sometimes less
supportive of utilities.
Utility regulatory body
may be a state
commission or
national, state,
provincial or
independent regulator.

Baa.

evidence of some

(inconsistency or
(unpredictability in the
Iway framework has

been applied, or
framework is new and
untested, but based on
well-developed and
established precedents,
or b) jurisdiction has
history of independent
and transparent
regulation in other
sectors. Regulatory
environment may
sometimes be
challenging and

politically charged.

|Regulatory framework is
‘a) well-developed, with

Regulatory framework is
developed, but there is
a high degree of

|inconsistency or
unpredictability in the

way the framework has
been applied.
Regulatory environment
is consistently
challenging and
politically charged.
There has been a
history of difficult or
less supportive
regulatory decisions, or
regulatory authority has
been or may be |
challenged or eroded by
political or legislative

action.

Regulatory framework is
less developed, is
unclear, is undergoing
substantial change or
has a history of being
unpredictable or
adverse to utilities.
Utility regulatory body
lacks a consistent track |
record or appears
unsupportive,
uncertain, or highly
unpredictable. May be
high risk of
nationalization or other
significant government
intervention in utility
operations or markets.

Rating Factor 2: Ability to Recover Costs and Earn Returns

(25% )

Why It Matters

Unlike Factor 1, which considers the general regulatory framework under which a utility operates and the
overall business position of a utility within that regulatory framework, this factor addresses in a more specific
manner the ability of an individual utility to recover its costs and earn a return. The ability to recover prudently
incurred costs in a timely manner is perhaps the single most important credit consideration for regulated
utilities as the lack of timely recovery of such costs has caused financial stress for utilities on several
occasions. For example, in four of the six major investor-owned utility bankruptcies in the United States over
the last 50 years, regulatory disputes culminated in insufficient or delayed rate relief for the recovery of costs
and/or capital investment in utility plant. The reluctance to provide rate relief reflected regulatory commission
concerns about the impact of large rate increases on customers as well as debate about the appropriateness
of the relief being sought by the utility and views of imprudency. Currently, the utility industry’s sizable capital
expenditure requirements for infrastructure needs will create a growing and ongoing need for rate relief for
recovery of these expenditures at a time when the global economy has slowed.

How We Measure

It for the Grid

For regulated utilities, the criteria we consider include the statutory protections that are in place to insure full
and timely recovery of prudently incurred costs. In its strongest form, these statutory protections provide
unquestioned recovery and preclude any possibility of legal or political challenges to rate increases or cost
recovery mechanisms. Historically, there should be little evidence of regulatory disallowances or delays to
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rate increases or cost recovery. These statutory protections are most often found in strongly supportive and

protected regulatory environments such as Japan, for example, where the utilities in that country receive a
score of Aa for this factor.

More typically, however, and as is characteristic of most utilities in the U.S., the ability to recover costs and
earn authorized returns is less certain and subject to public and sometimes political scrutiny. Where automatic
cost recovery or pass-through provisions exist and where there have been only limited instances of regulatory
challenges or delays in cost recovery, a utility would likely receive a score of A for this factor. Where there
may be a greater tendency for a regulator to challenge cost recovery or some history of regulators disallowing
or delaying some costs, a utility would likely receive a Baa rating for this factor. Where there are no automatic
cost recovery provisions, a history of unfavorable rate decisions, a politically charged regulatory environment,
or a highly uncertain cost recaovery environment, lower scores for this factor would apply.

For regulated electric utilities that have some unregulated operations, we assess the likelihood that the utility
will be able to pass on costs of its unregulated businesses to unregulated customers. Among the criteria we
use to judge this factor include the number and types of different businesses the company is in; its market
share in these businesses; whether there are significant barriers to entry for new competitors; and the degree
to which the utility is vertically integrated. Those utilities with several businesses with large market shares are
generally in a better position to pass on their costs to unregulated customers. Those utilities that have lower
market shares in their unregulated activities or are in businesses with few barriers to entry will likely be more at
risk in passing on costs, and thus would receive lower scores. A high proportion of unregulated businesses or
a higher risk of passing on costs to unregulated customers could result in a lower score for this factor than
would apply if the business was completely regulated.

For U.S. and Canadian LDCs, this factor addresses the “Sustainable Profitability” and “Regulatory Support”
assessments in the previous LDC rating methodology. While LDCs' authorized returns are comparable to
those for their electric counterparts, the smaller, more mature LDCs tend to face less regulatory challenges.
Purchased Gas Adjustment mechanisms are the norm and they have made strides in implementing alternative
rate designs that decouple revenues from volumes sold.

Factor 2 -

Rate/tariff formula
allows
unquestioned full
and timely cost
recovery, with

| statutory provisions

in place to

. preclude any

possibility of

- challenges to rate

increases or cost
recovery
mechanisms.

Ability to Recover Costs and Earn Returns (25%)
Rate/tariff formula | Rate/tariff reviews

generally allows full | and cost recovery
and timely cost | outcomes are fairly

Baa
Rate/tariff reviews
and cost recovery
outcomes are usually

Ba 3
Rate/tariff reviews and
cost recovery outcomes
are inconsistent, with

| Difficult or highly |
| uncertain rate and |
cost recovery |

recovery. Fair
return on all
investments.
Minimal challenges
by regulators to
companies’ cost
assumptions;
consistent track
record of meeting
efficiency tests.

| predictable (with

automatic fuel and
purchased power
recovery provisions in
place where
applicable), with a
generally fair return

on investments.

Limited instances of
regulatory challenges;
although efficiency

¢ tests may be more
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challenging; limited

predictable, although
application of tariff
formula may be
relatively unclear or
untested. Potentially

| greater tendency for

delays to rate or tariff
_increases or cost

recovery.

regulatory
intervention, or
greater disallowance
(e.g. challenging
efficiency
assumptions) or
delaying of some costs
(even where
automatic fuel and
purchased power
recovery provisions
are applicable).

some history of

| unfavorable regulatory

| decisions or
- unwillingness by
| regulators to make

timely rate changes to
address market
volatility or higher fuel
or purchased power
costs.

AND/OR

Tariff formula may not

| take into account all
cost components;

nvestment are not

clearly or fairly
| remunerated.

outcomes. Regulators
{ may engage in
| second-guessing of

| spending decisions or

i+ deny rate increases or

cost recovery needed
by utilities to fund
ongoing operations, of
high likelihood of
politically motivated
interference in the
rate/tanff review

, process.

l
!
|

AND/OR

Tariff formula may
not cover return on

| investments, only

cash operating costs
may be remunerated.
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Rating Factor 3 - Diversification (10%)

Why It Matters

Diversification of overall business operations helps to mitigate the risk that any one part of the company will
have a severe negative impact on cash flow and credit quality. In general, a balance among several different
businesses, geographic regions, regulatory regimes, generating plants, or fuel sources will diminish
concentration risk and reduce the risk that a company will experience a sudden or rapid deterioration in its
overall creditworthiness because of an adverse development specific to any one part of its operations.

How We Measure It For the Grid

Far transmission and distribution utilities, local gas distribution companies, and other companies without
significant generation, the key criterion we use is the diversity of their operations among various markets,

geographic regions or regulatory regimes. For these utilities, the first set of criteria, labeled market

% diversification, account for the full 10% weighting for this factor. A predominately T&D utility with a high
degree of diversification in terms of market and/or regulatory regime is less likely to be affected by adverse or
unexpected developments in any one of these markets or regimes, and thus will receive the highest scores for
this factor. Smaller T&D utilities aperating in a limited market area or under the jurisdiction of a single
regulatory regime will score lower on the factor, with those that are concentrated in an emerging market or
riskier environment receiving the lowest scores.

For vertically integrated ultilities with generation, the diversification factor is broadened to include not only the
criteria discussed above, but also takes into consideration the diversity of their generating assets and the type
of fuel sources which they rely on. An additional but somewhat related consideration is the degree to which
the utility is exposed to (or insulated from) commodity price changes. A utility with a highly diversified fleet of
generating assets using different types of fuels is generally better able to withstand changes in the price of a
; particular fuel or additional costs required for particular assets, such as more stringent environmental

‘ compliance requirements, and thus would receive a higher rating for this sub-factor. Those utilities with maore
| limited diversification or that are more reliant on a single type of generation and fuel source {(measured by

i energy produced) will be scored lower on this sub-factor. Similarly, those utilities with a high reliance on coal
and other carbon emitting generating resources will be scored lower on this factor due to their vulnerability to
i potential carbon regulations and accompanying carbon costs.

Generally, only the largest verlically integrated utilities or transmission companies with substantial operations
that are multinational or national in scope, or whose operations encompass a substantial region within a single
country, will receive scores in the highest Aaa or Aa categories for this factor. In the U.S., most of the largest
multi-state or multi-regional utilities are scored in the A category, most of the larger single state utilities are
scored Baa, and smaller utilities operating in a single state or within a single city are scored Ba. A utility may
also be scored higher if it is a combination electric and gas utility, which enhances diversification.

The diversification factor was not included in the previous North American LDC methodology. Most LDCs are
small and tend to have little geographic and regulatory diversity. However, they tend to be highly stable due to
their customer base and margins that comprise primarily of a large number of residential and small commercial
customers that are captive to the utility. This customer composition tends to result in a more stable operating
performance than those that have concentrations in certain industrial customers that are prone to cyclicality or
to bypassing the LDC to obtain gas directly from a pipeline. Pure LDCs are scored under the “Market Position”
sub-factor for a full 100% under this factor. As with transmission and distribution utilities, no scores are given
for "Fuel/Generation Diversification™ as this sub-factor would not be applicable.

i
i
!
i
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A high degree of

- Aaa

: Diversification (10

Material

..Ba

Operates in a

Material ! Operates in a Operates in a
multinational/ operations in operationsintwo | single state, | limited market single market
regional more than three or three states, nation, or area with which may be an
diversification  nations or nations, or economic region material . emerging market |
in terms of | geographic geographic regions | with low volatility | concentration in | or riskier !
market and/or regions providing | and exhibits some | with some market and/or environment,
regulatory diversification of diversification of concentration of regulatory with high
regime. market and/or market and/or market and/or regime. concentration

regutatory regulatory regime. | regulatory risk.

regime. regime.

Market For LDCs, For LDCs, very For LDCs, low For LDCs, For LDCs, high For LDCs, very
Position extremely low low reliance on | reliance on moderate reliance on high reliance on
| reliance on industrial industrial reliance on industrial industrial
industrial | customners customers industrial customers in customers in
| customers and/or very and/or high customers in somewhat cyclical sectors,
| and/or large residential | residential and defensive cyclical sectors, very small
| exceptionally | and commercial commercial sectors, small residential residential and
| large residential | customer base customer base moderate and commercial commercial
| and commercial | with very high . with high residential and . customer base. customer base.
| customer base i growth. | growth. customer base.
| and well above !
i average growth
A high degree of ome ay have some Some reliance High |
diversification diversification in | concentration in | on a single type concentration in ‘
in terms of terms of one particular of generation or | diversificationin | a single type of |
generation generation type of fuel source, terms of generation or i
and/or fuel and/or fuel generation or limited generation highly reliant on
G . source, well source, affected | fuel source, diversification, and/or fuel a single fuel
eneration . i 4 i
ansd Fuel msulateq from only mmlmq.lly a[thou_g_h mostly moderate source, high sgurcg.Ahttlle
' Diversity commodity by commodity diversified, exposure to exposure to diversification,
price changes, price changes, modest exposure | commodity commodity price | may be exposed
no generation little generation | to commodity prices, or 55- changes, or 70- to commodity
concentration, concentration, price changes, 70% of 85% of price shocks, or ‘
or 0-20% of or 20-40% of or 40-55% of generation from | generation from 85-100% of \

i

generation from
carbon fuels.

generation from
carbon fuels.

generation from
carbon fuels.

carbon fuels.

i"10% weight for issuers thaf lack generation **0% weight for issuers that lack generation

carbon fuels.

| generation from
| carbon fuels.

Rating Factor 4 - Financial Strength and Liquidity (40%)

59 *+

Why It Matters

Since most electric and gas utilities are highly capital intensive, financial strength and liquidity are key credit
factors supporting their long-term viability. Financial strength and liquidity are also important to the
maintenance of good relationships with regulators, to assure adequate regulatory responsiveness to rate
increase requests and for cost recovery, and to avoid the need for sudden or unexpected rate increases to
avoid financial problems. Financial strength is also important due to the ongoing need to invest in generation,
transmission, and distribution assets that often require substantial amounts of debt financing. Ultilities are
among the largest debt issuers in the world and typically require consistent access to the capital markets to
assure adequate sources of funding and to maintain financial flexibility.

Although ratio analysis is a helpful way of comparing one campany's performance to that of another, no single
financial ratio can adequately convey the relative credit strength of these highly diverse companies. The

relative strength of a company's financial ratios must take into consideration the level of business risk
associated with the more qualitative factors in the methodology. Companies with a lower business risk can
have weaker credit metrics than those with higher business risk for the same rating category.
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Given the long-term nature of many of the capital intensive projects undertaken in the industry and the need to
obtain regulatory recovery over an often multi-year time period, it is important to analyze beth a utility's
historical financial performance as well as its prospective future performance, which may be different from the
historic measures. Scores under this factor may be higher or lower than what might be expected from
historical results, depending on our view of expected future performance.

How We Measure It For the Grid

In addition to assigning a score for a utility’s overall liquidity position and relative access to funding sources
and the capital markets, we have identified four key core ratios that we consider the most useful in the analysis
of regulated electric and gas utilities. The four ratios are the following:

= Cash from Operations (CFO) pre-Working Capital Plus Interest / Interest
= Cash from Operations (CFO) pre-Working Capital / Debt

«  Cash from Operations (CFO) pre-Working Capital — Dividends / Debt

s Debt/Capitalization or Debl / Regulated Asset Value (RAV)

The use of Debt / Capitalization or Debt / Regulated Asset Value will depend largely on the regulatory regime
i in which the utility operates, as explained below. These credit metrics incorporate all of the standard
adjustments applied by Moody's when analyzing financial statements, including adjustments for certain types
of off-balance sheet financings and certain other reclassifications in the income statement and cash flow
statement.

These cash flow based ratios replace the earnings based metrics in the previous “North American Local Gas
Distribution Company” rating methodology, reducing the impact on the grid results from non-cash items, such
as pension expense.

The ratio calculations utilized and published for the companies covered by this methodology (including the 30
representative electric and gas utility companies highlighted) are historical three-year averages for the years
2006-2008. Three-year averages are used in part to smooth out some of the year to year volatility in financial
performance and financial statement ratios.

Measurement Criteria

Liquidity

Liquidity analysis is a key element in the financial analysis of electric and gas utilities and encompasses a
company's ability to generate cash from internal sources, as well as the availability of external sources of
financings to supplement these internal sources. Sources of funds are compared to a company's cash needs
and other obligations over the next twelve months. The highest “Aaa” and “Aa” scores under this sub-factor
would be assigned to those utilities that are financially robust under all or virtually all scenarios, with little to no
need for external funding and with unquestioned or superior access to the capital markets. Most utilities,
however, receive more moderate scores of between “A” and “Baa” in this sub-factor as most need to rely to
some degree on external funding sources to finance capital expenditures and meet other capital needs. Below
investment grade scores on the sub-factor are assigned to utilities with weak liquidity or those that rely heavily
on debt to finance investments.

|
i
|

CFO pre-Working Capital Plus Interest/Interest or Cash Flow Interest Coverage

The cash flow interest coverage ratio is a basic measure of a utility's ability to cover the cost of its borrowed
capital and is an important analytical tool in this highly capital intensive industry. The numerator in the ratio
calculation is a measure of cash flow excluding working capital movements plus interest expense, which can
vary in significance depending on the utility. The use of CFO pre-WC is more comprehensive than Funds from
Operations (FFO) under U.S. Generally Accepted Accounting Principles (GAAP) since it also captures the
changes in long-term regulatory assets and liabilities. However, under International Financial Reporting
Standards (IFRS), the two measures are essentially the same. The denominator in the ratio calculation is
interest expense, which incorporates our standard adjustments to interest expense, such as including

August 2009 ® Raling Methodology ® Moody's Global Infrastructure Finance - Regulated Electric and Gas Ulilities
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capitalized interest and re-classifying the interest component of operating lease rental expense. In Brazil, the
cash interest amount is adjusted by the variation of non-cash financial expenses derived from foreign
exchange and inflation denominated debt.

CFO pre-Working Capital / Debt

This metric measures the cash generating ability of a utility compared to the aggregate level of debt on the
balance sheet. This ratio is useful in comparing utilities, many of which maintain a significant amount of
leverage in their capital structure. The debt calculation takes into consideration Moody's standard adjustments
to balance sheet debt, such as for operating leases, underfunded pension liabilities, basket-adjusted hybrids,
guarantees, and other debt-like items.

CFO pre-Working Capital — Dividends / Debt

This ratio is a measure of financial leverage as well as an indicator of the strength of a utility’s cash flow after
dividend payments are made. Dividend obligations of utilities are often substantial and can affect the ability of
a utility to cover its debt obligations. The higher the level of retained cash flow relative to a utility's debt, the
more cash the utility has to support its capital expenditure program. Moody's expects that even the financially
strongest utilities will need to issue debt on a regular basis to maintain a target capital structure if their asset
bases are growing. If a utility with an expanding asset base funds all of its capital expenditures with internally
generated cash flow then, in the extreme, the utility’s debt to capitalization will trend toward zero.

Debt/Capitalization or Debt/Regulated Asset Value or RAV

This ratio is a traditional measure of leverage and can be a useful way to gauge a ulility’s overall financial
flexibility in light of its overall debt load. High debt to capitalization levels are not only an indicator of higher
interest obligations, but can also limit the ability of a utility to raise additional financing if needed and can lead
to leverage covenant violations in bank credit facilities or other financing agreements. The denominator of the
debt / capitalization ratio includes Moody's standard adjustments, the most important of which for some utilities
is the inclusion of deferred taxes in capitalization, which tempers the impact of our debt adjustment.

While debt/capitalization is used predominantly in the Americas, other regions may use a variation of this ratio,
namely, debt/regulated asset value or RAV ratio. The regulated asset base is comprised of the physical
assets that are used to provide regulated distribution services and the RAV represents the value on which the
utility is permitted to earn a refurn. RAV can be calculated in various ways, using different rules that can be
revised periodically, depending on the regulatory regime. Where RAV is calculated using consistent rules (i.e.
Australia and Japan), debt/RAV is viewed as superior to debt / capitalization as a credit measure and will be
used for this sub-factor. Where RAV does not exist (i.e. North America and most Asian countries) or the
method of calculation is subject to arbitrary or unpredictable revisions, we use debt/capitalization.
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Financially

- Financially

: ::B_E
Weak liquidity

Sub-Factor
B Weighting

. Financially Some reliance Very weak 10%
| robust under all ~ robust under strong under on external with more liquidity with
scenarios with virtually atl most scenarios funding and susceptibility imited ability
no need for i scenarios with with some liquidity is to external to withstand
external . little tono need  reliance on more likely to shocks or external
funding, | for external external be affected by unexpected shocks or ‘
| unqguestioned | funding, . funding, solid | external events.  unexpected | 1
access to the | superior access | access to the events, good Significant events. Must | |
capital markets, | to the capital . capital | access to the reliance on use debt to [
| and excellent . markets, and I markets, and | capital debt funding. finance |
- Liquidity liquidity. | very strong | strong liquidity. | markets, and Bank financing  investments. |
| liquidity. | | adequate may be Bank |
| | - liquidity under secured and financing is
1‘ | . most scenarios. | there may be | normally | 4‘
! ' limited - secured and | 1
| | headroom there may be | |
I under a high | |
| covenants. likelihood of | ‘
breaching one |
or more
covenants.
CFO pre-WC +
Interest/Interest > 8.0x 6.0x - 8.0x 4.5x - 6.0x 2.7x - 4.5% 1.5% 2. 7% < 1.9x 7.5%
CFO pre-WC/
| Debt > 40% 30% - 40% 22% - 30% 13% - 22% 5% - 13% < 5% 7.5% |
| : CFO pre-WC - ‘
i | Dividends/ |
1 | Debt > 35% 25% - 35% 17% - 25% 9% - 17% 0% - 9% < 0% | 7.5%
| Debt/ |
| Capitalization < 25% 25% - 35% 35% - 45% 45% - 55% 55% - 65% > 65% i 7.5%
! . Debt/RAV < 30% 30% - 45% 45% - 60% 60% - 75% 75% - 90% > 90% | 7.5%

Rating Methodology Assumptions and Limitations, and
other Rating Considerations

The rating methodology grid incorporates a trade-off between simplicity that enhances transparency and

i greater complexity that would enable the grid to map more closely to actual ratings. The four rating factors in
the grid do not constitute an exhaustive treatment of all of the considerations that are important for ratings of
companies in the regulated electric and gas utility sector. In addition, our ratings incorporate expectations for

| future performance, while the financial information that is used to illustrate the mapping in the grid is mainly

: historical. In some cases, our expectations for future performance may be impacted by confidential information
that we cannot publish. In other cases, we estimate future results based upon past performance, industry
trends, and other factors. In either case, we acknowledge that estimating future performance is subject to the

| risk of substantial inaccuracy.

In choosing metrics for this rating methodology grid, we did not include certain important factors that are
common to all companies in any industry, such as the quality and experience of management, assessments of
corporate governance, financial controls, and the quality of financial reporting and information disclosure. The
assessment of these factors can be highly subjective and ranking them by rating category in a grid would in
some cases suggest too much precision in the relative ranking of particular issuers against all other issuers
that are rated in various industry sectors.

Ratings may include additional factors that are difficult to quantify or that only have a meaningful effect in
differentiating credit quality in some cases. Such factors include environmental obligations, nuclear
decommissioning trust obligations, financial controls, and emerging market risk, where ratings might be
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constrained by the uncertainties associated with the local operating, political and economic environment,
including possible government interference.

Actual assigned ratings may also reflect circumstances in which the weighting of a particular factor will be
different from the weighting suggested by the grid. For example, although Factors 1 and 2 address regulation
and cost recovery, in some instances the effect of a company's financial strength and liquidity in Factor 4 will
be given greater consideration in an assigned rating than what is indicated by the weighting in the grid.

Conclusion: Summary of the Grid-Indicated Rating
Outcomes

For the 30 representative utilities highlighted, the methodology grid-indicated ratings map to current assigned
ratings as follows (see Appendix B for the details):

*  30% or 9 companies map to their assigned rating

»  50% or 15 companies have grid-indicated ratings that are within one alpha-numeric notch of their
assigned rating

»  20% or 6 companies have grid-indicated ratings that are within two alpha-numeric notches of their
assigned rating

} Grld Indlcated Rating Outcomes

_ Map to Wlthlﬂ One Notch o _
American Electnc Power Company, Inc | Cemig Distribuicao 5.A. i Duke Energy Corporat!on |

| i }
E Anzona Pub!le%e?wce Company ?.“Consohdated Edison Company_c;f_t-wlew York Eestr Cne—r;o AS T
i CLP Holdmgs L1m1ted ‘1 Dominion Resources, Inc. | Eskom Holdings Ltd.
! Consumers Energy Company ' EDP - Energras do Brasrl S A, " Korea Electric Power Corporation
i Flnnda Power & Lrght Company T Emercr Incorporated Northern Illinois Gas Company

' PG&E Corporatlon i The Ermplre District Electric Company Tokyo Electric Power Company

| Piedmont Natural Gas Company, Inc. FlrstEnergy Corp.

The Southern Company lndlanapohs Power & Light Company
Xcel Energy Inc. Kyushu Electric Power Company ‘

Oklahoma Gas and Electric Co.

PECO Energy Company

Progress Energy Caroimas Inc

‘ “ Southern Cailforma Edlson Company

Westarr Energy, Inc

Wlsconsm Power and nght Company

. August 2009 # Rating Methodology ® Moody's Global Infrastructure Finance - Regulated Electric and Gas Utilities
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Weighting:
40%

% Factor 4:-Fi

ancial Srength,'Liquidity and'Key Financial Metrics

; Aaa

: Financially robust under
| all scenarios with no
need for external
funding, unquestioned
access to the capital

Aa

virtually all scenarios
with little to no need
for external funding,

superior access to the

A

some reliance on
external funding, solid

access to the capital

Financially robust under | Financially strong under
most scenarios with

Baa

Some reliance on
external funding and
| liquidity is more likely

to be affected by

| external events, good

i Liquidity markets, and excellent capital markets, and markets, and strong | access to the capital
| | liquidity. very strong liquidity. liquidity. markets, and adequate
i | liquidity under most
| | scenarios.
| |
2 |
% CFO pre-WC §
| + Interest/ |
g Interest > 8.0x 6.0x - 8.0x 4.5x - 6.0x | 2.7x - 4.5x
| cFo !
pre-WC/
Debt > 40% 30% - 40% 22% - 30% 13% - 22%
CFO pre-WC
- Dividends/
Debt > 35% 25% - 35% 17% - 25% 9% - 17%
Debt/ |
Capitalization i < 25% 25% - 35% 35% - 45% 45% - 55%
Debt/RAV < 30% 30% - 45% 45% - 60% 60% - 75%

m_.t\ugust 2009 ® Raling Methodology ® Moody's Global Infrastructure Finance - Regulated Electric and Gas Utilities

Ba

Weak liquidity with
more susceptibility to
| external shocks or
| unexpected events.
Significant reliance on
debt funding. Bank
~ financing may be
secured and there may
be limited headroom
| under covenants.

< B

Very weak liquidity with
limited ability to
withstand external

| shocks or unexpected |
events. Must use debt to |

finance investments,
Bank financing is

normally secured and |
there may be a high |

likelihood of breaching |

. Weighting -

Sub-Factor

I GNE OF MOre COvVEnants.,
................. . e d e
:
1.5% - 2.7x <1.5x | 7.5%
|
5% - 13% < 5% ' 7.5%
0% - 9% < 0% ‘ 7.5%
55% - 65% | > 65% . XT3
75% - 90% ‘ 7.5%

> 90%
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_\ Appendix B: Methodology Grid-Indicated Ratings

Factor 1: Factor 2:
Regulatory Returns and Factor 4: Financial |
Framework  Cost Recovery Factor 3: Diversification Strength |
|

Sub-Factor Weights 4 25% 1 . A 7.5%

3 Year
Rate Average
Adjustment 3 Year Average 3 Year CFO pre- 3 Year
| and Cost Indicated Fuel or Indicated CFO pre-WC +  Average CFO w/C - Average
| Current Indicated Regulatory Recovery Factor 3 Market Generation Factor 4 Interest/ pre=wc / Dividends / - Debt / Cap
| Rating/BCA Rating Supportiveness  Mechanisms Rating Position  Diversification  Rating Liquidity Interest Debt Debt or Debt/RAV
! Kyushu Electric Power I
| Company, ‘
| Incorporated Aa2 Aa3 Aaa Aa Aa A Aaa A Aa Aa Ba Ba Baa ‘
| Tokyo Electric Power
| Company,
Incorporated Aal Al Aaa Aa Aa A Aaa Baa Aa
Eesti Energia AS A1/(8) A3 Baa Baa B B B Aa Baa
Florida Power & Light
1 Company Al Al A A Baa Baa Baa Aa A Aa Aa Aa A ;
| Korea Electric Pawer |
| Corporation A2/[6] Baa1l Baa Baa Baa Baa A A Baa Aa A A A
| CLP Holdings Limited A2 A2 A A A A A A A Aa A Baa A
Northern Illinois Gas
Company A2 Baa1l Baa Baa A A N/A Baa Baa A A Baa Baa
Oklahoma Gas and
‘ Electric Company A2 A3 Baa A Baa Baa Baa A A A A A A
| Wisconsin Power and
1 Light Company A2 A3 A A Baa Baa Baa A Baa A A Baa A |
| Consolidated Edison
| Company of New York A3 Baa1 Baa A Baa Baa N/A Baa A Baa Baa Ba A
PECO Energy Company A3 Baa1l Baa Baa Baa Baa N/A A A A A Baa Baa
Piedmont Natural Gas
Company, Inc. A3 A3 A A A A N/A Baa Baa A Baa Baa Baa ;
Progress Energy ?
Carolinas, Inc. A3 A2 A A Baa Baa A A Baa A A A Baa
Southern California
| Edison Company A3 Baa1 Baa Baa Baa Baa A A A A A A Baa
| The Seuthern
Company A3 A3 A A Baa A Ba Baa A A Baa Baa Baa
~ PGAE Corporation Baa1 Baa1 Baa Baa A Baa | Aa  Baa Baa A A A Baa
; Xcel Energy Inc. Baal Baa1 Baa A A A A Baa Baa Baa Baa Baa Baa
| American Electric
Power Company, Inc. Baa2 Baal Baa ~ Baa Baa A Ba Baa Baa Baa Baa Baa Ba

m Auausl_ZOOé = Rating Methodology m Moody's Global Infrastructure F.inarm - Reguiated Electric and Gas Utilities
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Factor 1: Factor 2: i
| Regulatory Returns and Factor 4: Financial
Framework  Cost Recovery Factor 3: Diversification Strength ;

Sub-Factor Weights 25% % - 5% 5% 7.5% 7.5% i
3 Year |
Rate Average
‘ Adjustment 3 Year Average 3 Year CFO pre- 3 Year 1
and Cost Indicated Fuel or Indicated CFO pre-WC +  Average CFO W/C - Average
! Current  Indicated Regulatory Recovery Factor 3 Market Generation Factor 4 Interest/ pre-WC / - Dividends/ Debt / Cap
| Rating/BCA Rating Supportiveness Mechanisms Rating Position  Diversification  Rating Liquidity Interest Debt Debt or Debt/RAY

i
|

Arizona Public Service

Company Baa2 Baa2 Ba Baa Baa Baa Baa Baa Baa A Baa Baa Baa ]
Consumers Energy !
Company Baal Baal Baa Baa gaa Baa Baa Baa Baa Baa Baa Baa Ba !
Dominion Resources, |
Inc. Baa2 Baa1 Baa A A A A Baa Baa Baa Baa Ba Baa |
Duke Energy
Corporation Baa2 A3 Baa A Baa A Baa A Baa A A Baa A |
Emera Incorporated Baa2 Baa1 A A Ba Ba Ba Ba Baa Baa Ba Baa B !
\ |
| The Empire District [
Electric Company Baal Baal Ba Baa Baa Baa Baa Baa Baa Baa Baa Baa Baa
Eskom Holdings Ltd ~ Baa2[13] Ba1 Ba Ba B Ba B Baa Ba Ba A A A
Indianapolis Power &
Light Company Baa2 Baa1 Baa A Ba Baa Ba Baa Baa A A Baa Baa |
Cemig Distribuicao ‘
| S.A Baa3l Baa2 Ba Ba Ba Ba N/A A Baa Ba
| FirstEnergy Corp. Baa3 Baa2 Baa Baa Baa A Baa Baa Baa Baa Baa Baa Ba |
Westar Energy, Inc. Baa3 Baa2 Baa Baa Ba Baa Ba Baa Baa Baa Baa Baa Baa |
EDP - Energias do
BrasSA.  Bal  Baa3 2~ Ba 2 Ba 2~ Baa  Baa =~ Baa Baa  Ba Baa :

« Rating Methodolagy = Maody's Global Infrastruciure Finance - Regulated Electric and Gas Utifties




PROGRESS ENGERY FLORIDA

DOCKET NO. 090079-E|

Exhibit No. (TRS-15)
_Page200of34

Regulated Electric and Gas Utilities

Appendix C: Observations and Outliers for Grid Mapping
Results of Mapping Factor 1

_Factor 1: Regulatory Framework e
Factor Weight " - 25%

' Current Rating :

: . ‘ i . IBCA. i : g_,:uiatory Suppgrti#eness !
Kyushu Electric Power Company, Incorporated Aaz Aaa
Tokyo Electric Power Company, Incorporated Aa2 Aaa
Eesti Energia AS F A1/[8] Baa
] Florida Power & Light Company Al A
Korea Electric Power Corporation A2/[6] Baa
CLP Holdings Limited A2 A
| Northern Illinois Gas Company A2 Baa
Oklahoma Gas and Electric Company A2 Baa
Wisconsin Power and Light Company A2 A
Consolidated Edison Company of New York A3 Baa
| PECO Energy Company A3 Baa
i Piedmont Natural Gas Company, Inc. A3 A
5 Progress Energy Carolinas, Inc. A3 A
Southern California Edison Company A3 Baa
f The Southern Company A3 A
| PG&E Corporation Baat Baa
Xcel Energy Inc. Baat Baa
American Electric Power Company, Inc. Baa2 Baa
Arizona Public Service Company Baa2 Ba
Consumers Energy Company Baa2 Baa
| Dominion Resources, Inc. Baa2 Baa
| Duke Energy Corporation Baa2 Baa
Emera Incorporated Baa2 A
| The Empire District Electric Company Baa2 Ba
Eskom Holdings Ltd Baa2/[13] Ba
| Indianapolis Power & Light Company Baa2 Baa
‘ Cemig Distribuicdo S.A. Baal Ba
j FirstEnergy Corp. Baa3l Baa
! Westar Energy, Inc. Baa3 Baa
_EDP - Energias do Brasil S.A. Bl B

i Observations and Qutliers

As a utility's regulatory frarnework is one of the most important drivers of ratings, there are no outliers for this
factor among the 30 issuers highlighted for this methodology.

|
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Results of Mapping Factor 3

Factor 3: Diversification

Sub-Factor Weights 59 * 594 **
Indicated Generation
Current Factor 3 Market and Fuel
Rating/BCA Rating Position  Diversification

Kyushu Electric Power Company,
Incorporated Aa2 Aa A Aaa
Tokyo Electric Power Company, Incorporated Aa2 Aa A Aaa
Eesti Energia AS A1/[8] B B B
Florida Power & Light Company Al Baa Baa Baa
Korea Electric Power Corporation A2/[6] Baa Baa A
CLP Holdings Limited A2 A A A
Northern lllinois Gas Company A2 A A N/A
Oklahoma Gas and Electric Company A2 Baa Baa Baa
Wisconsin Power and Light Company A2 Baa Baa Baa
Consolidated Edison Company of New York A3 Baa Baa N/A
PECO Energy Company A3 Baa Baa N/A
Piedmont Natural Gas Company, Inc. A3 A A N/A
Progress Energy Carolinas, Inc. A3 Baa Baa A
Southern California Edison Company A3 Baa Baa A
The Southern Company A3 Baa A Ba
PG&E Corporation Baa1 A Baa
Xcel Energy Inc. Baa1 A A A

| American Electric Power Company, Inc. Baa2 Baa A Ba

: Arizona Public Service Company Baa2 Baa Baa Baa
Consumers Energy Company Baa2 Baa Baa Baa
Dominion Resources, Inc. Baa2 A A A
Duke Energy Corporation Baa2 Baa A Baa
Emera Incorporated Baa2 Ba Ba Ba
The Empire District Electric Company Baa2 Baa Baa Baa
Eskom Holdings Ltd Baa2/[13] B Ba B
Indianapolis Power & Light Company Baa2 Ba Baa Ba
Cemig Distribuigdo S.A. Baa3 Ba Ba N/A
FirstEnergy Corp. Baa3 Baa A Baa
Westar Energy, Inc. Baa3 Ba Baa Ba
EDP - Energias do Brasil S.A. Bal Baa _Baa Baa

Observations and Outliers

Of the 30 issuers highlighted, there are three outliers, including PG&E Corporation as a positive outlier, due to
their high degree of generation diversification and the lack of coal in their generation mix, and both Eesti
Energia AS and The Southern Company as negative outliers. As an Estonian vertically integrated dominant
electric utility, Eesti Energia is exposed to considerably high concentration risk as it operates in one of the
smallest CEE emerging markets. The concentration risk is further worsened by the company’s high reliance
on one fuel source as its generation is fully based on internationally rare oil shale. Furthermore, as the oil
shale generation is relatively CO2 intensive, Eesti Energia is further exposed to the development of CO2
allowance prices. The Southern Company is one of the largest coal generating utility systems in the U.S., with
| a high percentage of its generation from carbon fuels.

mgust 2009 m Rating Methodology ® Moody's Global - Regulated Electric and Gas Utilities




PROGRESS ENGERY FLORIDA
DOCKET NO. 090079-El

Exhibit No. (TRS-15)
Page230f34

Regulated Electric and Gas Utilities

Results of Mapping Factor 4

Factor 4: Financial Strength, Liquidity and Key Financial Metrics
Sub-Factor Weights 7.5% 7.5% 7.5% 7.5%

3 Year !
Average 3 Year 3 Year 3 Year
CFO pre- Average Average Average |
Indicated WC + CFO CFO Debt / |
Current Factor 4 Interest/ pre-wcC pre-WcC Cap or
Rating/BCA Rating Liquidity Interest / Debt / Debt Debt/RAV

Kyushu Electric Power Company, Incorporated Aa2 Aa Aa Ba Ba Baa* |
Tokyo Electric Power Company, Incorporated Aa2 Aa i
Eesti Energia AS A1/[8] Baa |
Florida Power & Light Company Al A '
Korea Electric Power Corporation A2/[6] Baa A
' CLP Holdings Limited A2 A A A
Northern lllinois Gas Company A2 Baa Baa A A
Oklahoma Gas and Electric Company A2 A A A A A A
Wisconsin Power and Light Company A2 A Baa A A Baa A
Consolidated Edison Company of New York A3 Baa A Baa Baa Ba A
PECO Energy Company A3 A A A A Baa Baa
Piedmont Natural Gas Company, Inc. A3 Baa Baa A Baa Baa Baa
Progress Energy Carolinas, Inc. A3 A Baa A A A Baa
Southern California Edison Company A3 A A A A A Baa
The Southern Company A3 Baa A A Baa Baa Baa
PG&E Corporation Baa1 Baa Baa A A A Baa .
Xcel Energy Inc. Baa1 Baa Baa Baa Baa Baa Baa ,
American Electric Power Company, Inc. Baa2 Baa Baa Baa Baa Baa Ba |
| Arizona Public Service Company Baa2 Baa Baa A Baa Baa Baa [
: Consumers Energy Company Baa2 Baa Baa
[ Dominion Resources, Inc. Baa2 Baa Baa
Duke Energy Corporation Baa2 A Baa
Emera Incorporated Baa2 Ba Baa
| The Empire District Electric Company Baa2 Baa Baa
! Eskom Holdings Ltd Baa2/[13] Baa Ba |
f Indianapolis Power & Light Company Baa2 Baa Baa i
| Cemig Distribuigdo S.A. Baa3 A Baa i
! FirstEnergy Corp. Baa3 Baa Baa :
| Westar Energy, Inc. Baa3 Baa Baa :
| EDP - Energias do Brasil S.A. Ba1 Baa Ba
| *DebtRAV

Positive Outlier _ ‘

Negative Outlier
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Appendix D: Definition of Ratios

Cash Flow Interest Coverage |

{Cash Flow from Operations - Changes in Working Capital + Interest Expense) / {Interest Expense +
Capitalized Interest Expense)

CFO pre-WC / Debt

{Cash Flow from Operations — Changes in Working Capital} / (Total debt + operating lease adjustrment + under-
funded pension liabilities + basket-adjusted hybrids + securitizations + guarantees + other debt-like items)

CFO pre-WC - Dividends / Debt

{Cash Flow from Operations — Changes in Working Capital - Common and Preferred Dividends) / (Total debt
+ operating lease adjustment + under-funded pension liabilities + basket-adjusted hybrids + securitizations +
guarantees + other debt-like items})

Debt / Capitalization or Regulated Asset Value

{Total debt + operating lease adjustment + under-funded pension liabilities + basket-adjusted hybrids +
securitizations + guarantees + other debt-like items} / (Shareholders’ equity + minority interest + deferred
taxes + goodwill write-off reserve + Total debt + operating lease adjustment + under-funded pension liabilities
+ basket-adjusted hybrids + securitizations + guarantees + other debt-like items) or RAV
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Appendix E: Industry Overview

The electric and gas utility industry consists of companies that are engaged in the generation, transmission, and
distribution of electricity and/or natural gas. While many utilities remain vertically integrated with operations in all
three segments, others have functionally or legally unbundled these functions due to legislatively mandated market
restructuring or other deregutation initiatives and may be engaged in just one or twa of these activities.

The generation of electricity is the first step in the process of producing and delivering electricity to end use

cuslomers and typically the most capital intensive, with the largest portion of the industry's assets consisting of
generating plants and related hard assets. Electricity is generated from a variety of fuel sources, including

coal, nalural gas, or oil; nuclear energy; and renewable sources such as hydro, wind, solar, geothermal, wood,

and waste.

Transmission is the high voitage transfer of eleclricity over long distances from its source, usually the location
of a generating plant, to substations closer to end use customers in population or industrial centers. Although
many utilities own and operate their own transmission systems, there are also several independent
transmission companies included in this methodology.

The distribution of electricity is the process whereby vollage is reduced and delivered from a high voltage

transmission system through smaller wires o the end-users, which consist of industrial, commercial,

government, or retail customers of the utility. Most of the utilities covered by this methodology are engaged to

some degree in the distribution of electricity through “poles and wires” {o their end customers. The distribution

of natural gas entails the transport of gas from delivery points along major pipelines to customers in their

service territory through distribution pipes. i

Regulation Plays a Major Role in the Industry '

Because of the essential nature of the utility’s end products (electricity and gas), the public policy implications
associated with their provision, the demands for high levels of reliability in their delivery, the monopoly status
of most service territories, and the high capital costs associated with its infrastructure, the utility industry is
generally subject to a high degree of government regulation and oversight. This regulation can take many
forms and may include setting or approving the rates or other cost recovery mechanisms that utilities charge
for their services (revenue}, determining what costs can be recovered through base rates, authorizing returns
that utilities earn on their investments, defining service territories, mandating the level and reliability of
electricity and gas service that must be provided and enforcing safety standards, From a credit standpoint, the
regulators’ ability to set and control rates and returns is perhaps the most important regulatory consideration in
determining a rating.

In the U.8., the most impoertant utility regulator for most companies is the individual slate agency generally
known as the Public Utility Commission or the Public Service Commission. The commissions are comprised
of elected or appointed officials in each state who determine, among other things, whether utility expenditures
are reasonable and/or prudent and how they should be passed on to consumers through their utility rates.
While some states have legistatively mandated certain market restructuring or deregulation initiatives with
regard to the generation segment of their electricity markets, the majority of states remain fully regulated, and
some states that had deregulated are in the process of “re-regulating” their electricity markets.

The key federal agency governing utilities in the U.S. is the Federal Energy Regulatory Commission (FERC),
an independent agency that regulates, among cther things, the interstate transmission of electricity and natural
gas. The FERC's responsibilities inctude the approval of rates for the wholesale sale and transmission of
electricity on an interstate basis by utilities, power marketers, power pools, power exchanges, and
independent system operators. The Energy Policy Act of 2005 increased the FERC's regutatory authority in a
wide range of areas including mergers and acquisitions, transmission siting, market practices, price
transparency, and regional transmission organizations.

’ 26 | August 2008 ® Rating Methodology ® Meody's Global - Regulated Electric and Gas Utilities
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In Europe, following the implementation of specific policies relaling to the liberalization of energy supply within
the European Unian (EU), the efectric ulility sector has been evolving toward a model targeting complete

| separation between network activities, regulated in light of their monopoly nature, and supply and production
of energy, fully liberalized and hence unreguiated. As a resull of this process, most Western European utilities
currently operate either as fully regulaled entities in the networks segment, or largely unregulated integrated
companies {albeit some may still maintain some regulated network activity), and are therefore excluded from
the scope of this methodology. Nevertheless, there are countries in Europe where regulatory evolution and
transition to competition remain at an eardier stage (Central and Eastern European countries and the Baltic
states in particular) andfor are characlerized by the remoteness and isolation of their systems {the islands in
the Azores and Madeira regions for example). In these countries, Governments and/or Regulators maintain
greater influence on the bulk of the utilities’ revenues, thus supporting their inclusion in this methodology. !

In Japan, reguiation has been an important positive factor supporting utility credit quality. Japan's regulator
makes the maintenance of supply its primary policy objective, followed in priority by environmental protection
and finally, allowing market conditions to work. This approach preserves the ulilities’ integrated operalions
and makes them responsible for final supply to users in the liberalized market. The Japanese government is
gradually deregulating the utility industry and expanding the liberalized market. However, the pace of
deregulation has been moderate so {hat the regulator can monitor the risks and the effects on the power
companies, especially in the context of generation supply security.

In Australia, stable and predictable regulatory regimes continue to underpin the investment-grade

characteristics of the sector. So far, regulators — which operate independently from the governmenis — have

not adopied an aggressive stance o revenues and returns as they seek a balance between: appropriate

returns for utilities; ongoing incentives for network investments; and appropriate prices for consumers. The
supportiveness of the regimes will become increasingly important over the medium term as the sector i
undertakes investments fo expand network capacity and replace ageing assels to meet rising demand.

In Asia Pacific (ex-Japan), regulation of electric utilities is overseen by government regulatory bodies in their
respective countries. As such, the stability and regulatory framework can vary to a large extent by country with
a few vtilizing avlomatic cost pass through mechanisms white the majority operate with ad hoc tariff
adjustments. However, power security remains a key policy objective and regulators continue to seek to
ensure stability in regulatory and operating environments. Such regulatory environmenits are critical to
attracting investments for both privatizations and for funding expanding electricity projects. Reform of the
power industry in Asia remains slow paced and competition is well contained. Regulators have shown that
they will reform in a prudent manner and allow tariff adjustment to minimize any material negative impact on
the credit profiles of their powazr utilities. Such a supportive approach enhances stability and provides a stable
regulatory regime which in turn remains a key driver in supporting the cash flows of Asia Pacific (ex-Japan}
utilities,

in Canada, regulation of electric and gas utilities is overseen by independent, quasi-judicial provincial or
territorial regulatory bodies. Accordingly, the transparency and stability of regulation and the timeliness of
regulatory decisions can vary by jurisdiction. However, generally the regulatory frarneworks in each
jurisdiction are well established and there is a high expectation of timely recovery of cost and investments.
Furthermore, Moody's considers the overall business environment in Canada to be relatively more supportive
and less litigious than that of the U.5. Moody's views the supportiveness of the Canadian business and
regulatory environments to be positive for regulated utility credit quality and believes that these factors, to
some degree, offset the relatively lower ROEs and higher deemed debt components typically allowed by
Canadian regulatory bodies for rate-making purposes. As a result of the relatively low ROEs and higher
deemed debt leveis thal are generally characlerislic of Canadian utilities, for a given rating category, these
entities often have weaker credit metrics than their intemational peers.

August 2009 ® Rating Methodology ™ Moody's Global - Regulated Electic and Gas Utilities
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in Latin America, there is a perceived lower level of regulatory supportiveness than in other regions. In
Argentina, although the generation industry is deregulated, the government continues to intervene in the
process of setting prices and tariffs. in addition, collections from sales to the spot market have anly been !
partial and have depended on the government's discretion. Moody's views the current regulatory framework as
a relatively high risk factor given the government's interference, the unclear regulations, the lack of support for |
the companies' profitability, and the lack of incentives for much needed long-term investment. Brazil's power

generation companies could also be affected by unfavorable regulatory decisions, since about 75% of its

electricity currently goes to the regulated market, but Moody's last year noted improvements in Brazil's

regulatory environment, which led to several issuer upgrades. Brazil's regulatory model provides a more

supportive environment for acceptable rates of return since the current rules for electric utilities are more

transparent and technically driven. Nonetheless, there is a lower assurance of timely recovery of costs and

investments in Brazil since the new framework has not yet experienced the stress of high inflation, exchange

rate devaluation or electricity rationing. Recent distribution tariff review reductions have typically been in the
high-single-digit range, which is considered modest, particularly compared to Moody’s rated issuers in E!

Salvador {14% reduction) and Guatemala (45% reduction} both of which led to downgrades last year. The

regulatory framework in Chile, in Moody's opinion, comes closest to the United States in terms of regulatory
supportiveness.

28 _? August 2009 ® Rating Methodology ® Moody's Global - Regulated Electric and Gas Ulilities
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Appendix F: Key Rating Issues Over the Intermediate Term

Global Climate Change and Environmental Awareness

Electric and gas utilities will continue to be affected by growing concerns over global climate change and
greenhouse gas emissions, which are particularly important in the electricity generation segment which
continues to rely on a large number of coal and natural gas fired power plants. There have been significant
increases in environmental expenditure estimates among utilities with significant coal fired generation in recent
years as policymakers have mandated pollution control measures and emissions limitations in response to
public concerns over carbon. These expenditures are likely to continue ta increase with the imposition of new
and sometimes uncertain requirements with respect to carbon emissions. Utilities may have to implement
substantial additional reductions in power plant emissions and could experience progressively higher capital
expenditures over the next decade. In the U.S,, the planned construction of several new coal piants has been
cancelled as a resuft of opposition from regulators, political leaders, and the public or because cheaper
alternatives appeared more compelling due to higher coal plant construction costs.

Large Capital Expenditures and Rising Costs for New Generation
and Transmission

While the global recession may have reduced electric demand in certain regions in the shari-term, longer-term
worldwide demand for electricity is expected to continue to grow and many utilities will incur substantial capital
expéndilures for new generation, as well as for upgrades and expansions to transmission systems. In the
U.S., the Edison Electric Institule projects annual capacity additions among investor-owned utilities to increase
to over 15,000 megawatts (MW) in 2009 compared with less than 6,000 MW in 2006. Some of the new plants
announced include large, highly capital intensive nuclear planis, which have not been built in the U_S. in many
years. In Indonesia, the Fast Track program calls for the addition of 9,000 MW of coal-fired power plants while
India plans to build eight ultra-mega power projects (each under 4,000 MW). Similar large nuclear plants are
being constructed worldwide in countries as diverse as Bulgaria, China, India, Russia, South Korea, Taiwan
and Ukraine. Because of this construction boom, intemational demand for certain construction materials, plant
compoenents and skilled labor has driven up the cost of new nuclear. More recently, the global economic
slowdown may relieve some of this cost pressure.

Political and Regulatory Risk

As the utility industry faces higher operating costs, rising environmental compliance expendilures, large capital
expenditures far new generation, as well as fuel and commodity price risks, the need for rate relief and other
regufatory support wilt continue to be a key rating factor. In the U.S., political intervention in the regulatory process
following particularly large rate increase requests increased risk and negatively affected the credit ratings of utilities
in llfingis and Maryland in recert years. In Europe, rising electricity prices two years ago resulied in widespread
criticism of utilities in several countries, increasing regulatory and political risk for some of them, In Australia, the
transition from state based regulation to a national regulatory framework could pose a moderate level of uncertainty
to current regulatory thinking over the longer term. In Asia Pacific {(ex-Japan) and Latin America, the govemments
face political pressure regarding tarff adjustments given their need to balance socio-economic targets and
inflationary concems against the objective of ensuring refiable eleclrcity supply over the long term.

Economic and Financial Market Conditions

Although electric and gas utilities are somewhat resistant (although not immune) to unsettied economic and
financial market conditions due partly to the essential nature of the service provided, a protracled or severe
recession could negatively affect credit profiles over the intermediate term in several ways. Falling demand for
electricity or natural gas could negatively impact margins and debt service protection measures. Poor
economic conditions could make it more difficult for regulators to approve needed rate increases or provide
timely cost recovery for utilities, resulting in higher cost deferrals and longer regulatory lag. Finally,
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constrained capital market conditions could severely limit the availability of credit necessary to finance needed
capital expenditures, or make such financing plans more expensive.

Appendix G: Regional and Other Considerations

Notching Considerations - Structural Subordination and Holding
Company Ratings

Utllity corporate structures often include multiple legal entities within a single consolidated organization under

an unregulated parent holding company. The holding company typically has one or more regutated operating
subsidiaries and may have one or more unregulated subsidiaries as well. Most utility families issue debt at i
several of these legal entities within the organizational family including the parent holding company and the

utility subsidiaries. In such cases, our approach is to assess each issuer on a standalone basis as well as to

evaluale the creditworthiness of the consolidated enlity. We also consider the interdependent relationships

that may exist among affiliates and the degree to which a management team operates its utility subsidiaries as

a system. We lhen assess the degree of legal and regulatory insulation that exists between the generatly

lower-risk regulated entities and the generally higher-risk unregulated entities.

The degree of notching {or raling differential} between entities in a single family of companies depends on the
degree of insulation that exists between the regulated and unregulated entities, as well as the amount of debt
at the holding company in cornparison to the consalidated entity. If there is minimal insulation or ring-fencing
between the parent and subsidiary and little to no debt at the parent, there is typically a one notch differential
between the two to reflect structural subordination of the parent company debt compared to the operating
subsidiary debt. If there is substantial insulation between the two and/or debt at the parent company is a
material percentage of the overall debt, there could be two or more notches between the ratings of the parent
and the subsidiary.

U.S. Securitization

Since the late 1990s, legislatively approved stranded cost and other regulatory asset securitization has
become an increasingly utilized financing technique among some investor-owned electric utilities. In its
simplest form, a stranded cost securitization isolates and dedicates a stream of cash flow inlo a separate
special purpose entity (SPE). The SPE uses that stream of revenue and cash flow to provide annual debt
service for the securitized debt instrument. Secunitizations were originally done to reimburse utilities for
stranded costs following deregulation, which was primarily related to the actual lower market values of the
legacy generation compared o its book value. More recently, securitizations have been done to reimburse
utilities for storm restoraticn costs following two active hurricane seasons in the U.S. in 2004 and 2005, with
additional securitizalions planned following an active 2008 hurricane season, as well as for environmental
equipment. In 2007, Baltimore Gas & Eleciric used securitization to fund supply cost deferrals. Securitization

could also be used to help fund the next generation of nuclear plants to be built in the U.5.

Although it often addresses a major credit overhang and provides an immediate source of cash, Moody's
treats securitization debt of utilities as being on-credit debt. In calculating balance sheet leverage, Moody's
treats the securitization as being fully recourse ta the utility as accounting guidelines require the debt to appear
on the utility’s balance sheet. In looking at cash flow coverages, Moody's analysis focuses on ratios that
include the securitized debt in the company’s total debt as being the most consistent with the analysis of
comparabte companies. Securilizations also entail transition or other charges on ratepayer bills that may limit
a utility’s flexibility to raise rates for other reasons going forward. While our standard published credit ratios
inciude the securitization debl, we also look at the ratios without the securitization debt and cash flow in our
analysis, to distinguish this debt and ensure that the benefits of securitization are not ignored.

m August 2009 8 Rating Methodology ® Moody's Global - Regulated Electric and Gas Utilities
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Strong levels of government ownership in Asia Pacific (ex-
Japan) provide rating uplift |

Strong levels of government ownership dominate Asia Pacific (ex-Japan) power utilities and remain one of
their key rating drivers. The cument majority state ownership levels are expected to remain largely unchanged
for the near to medium term, thereby providing rating uplift to a majority of the government-owned Asia Pacific
(ex-Japan) utilities under the Joint Default Analysis methodology.

Appendix H: Treatment of Power Purchase Agreements
(\\pPAIS"')

Afthough many utifiies own and operate power stations, some have entered into PPAs 16 source electricity
from third parties to satisfy retait demand. The motivation for these PPAs may be one or more of the following:
to oulsource operating risks to parties more skilled in power station operation, to provide certainty of supply, to
reduce baiance sheet debt, or to fix the cost of power. While Moody's regards these risk reduction measures
positively, some aspects of PPAs may negatively affect the credit of utilities.

Under most PPAs, a ulility is obliged to pay a capacity charge to the power station 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 relation to the power available to the utility. These fixed payments usually help to cover debt
service and are made imespective of whether the utility requires the {PP to generate and deliver power. When
the utility requires generation, a further energy charge, to cover the variable costs of the IPP, will also be paid
by the utility. Some other similar arrangements are characterized as tolling agreements, or long-term supply
contracts, but most have similar features to PPAs and are thus analyzed by Moody's as PPAs.*

Factors determining the treatment of PPAs

Because PPAs have a wide variety of financial and regulatory characteristics, each particular circumstance
may be treated differently by Moody’s. The most conservative treatment would be to treat the PPA as a debt
obligation of the utility as, by raying the capacity charge, the utility is effectively providing the funds to service
the debt associated with the power station. At the other end of the continuum, the financial obligations of the
utility couid also be regarded as an ongoing operating cost, with no long-term capital component recognized.
Factors which determine where on the continuum Moody's treats a particular PPA are as foliows:

= Risk management: An overarching principle is that PPAs have heen used by ufilities as a risk
management tool and Mocdy's recognizes that this is the fundamental reason for their existence.
Thus, Moody's will not automatically penalize utilities for entering into contracts for the purpose of
reducing risk associated with power price and availability. Rather, we will lock af the aggregate
commercial position, evaluating 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 Iheir treatment
should not therefore be fundamentally different from that of other contracts of a similar nature.

= Pass-through capability: Some utilities have the ability to pass through the cost of purchasing power
under PPAs to their customers. As a result, the utility takes no risk that the cost of power is greater
than the retail price it will receive. Accordingly Moody's regards these PPA obligations as operating
costs with no long-term debt-like attributes. PPAs with no pass-through ability have a greater risk
profile for utilities. In some markets, the ability to pass through costs of a PPA is enshrined in the
regulatory framework, and in others can be dictated by market dynamics. As a market becomes more
competilive, the ability to pass through costs may decrease and, as circumstances change, Moody's
treatment of PPA obligations will alter accordingty.

»  Price considerations: The price of power paid by a utility under a PPA can be substantially below the
current spot price of electricity. This will motivate the utility to purchase power from the IPP even if it

*  When take-or-pay contracts, cutsourcing agreements, PPAs and other rights to capacity are accounted for as leases under US GAAP or IFRS, they are

treated by Moody's as such for analytical purposes.

i
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does not require it for its own customers, 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, utilities that are compelled to
pay capacity paymenis to IPPs when they have no demand for the power or when the spot price is
lower than the PPA price will suffer a financial burden. Moody's will particularly focus on PPAs that
have mark-to-markel losses that may have a material impact on the utility’s cash flow.

» Excess Reserve Capacity: In some jurisdictions there is substantial reserve capacity and thus a
significant probability that the electricity available to a utility under PPAs will not be required by the
market. This increases the risk to the utility that capacity payments will need to be made when there
is no demand for the power. For example, Tenaga, the major Malaysian utility, purchases a large
proportion of its power requirement from IPPs under PPAs, PPA payment totaled 42.0% of its
operating costs in FY2008. In a high reserve margin environment existing in Malaysia, capacity
payment under these: PPAs are a significant burden on Tenaga, and some account must be made for
these payments in its financial metrics.

= Risk-sharing: Utilities that own power plants bear the associated operational, fuei procurement and
other risks. These must be balanced against the financial and liquidity risk of contracting for the
purchase of power under a PPA. Moody's will examine on a case-by case basis which of these two
sets of risk poses greatest concemn from a ratings standpoint.

= Default provisions: In most cases, a default under a PPA wilt not cross-default to the senior facilities of
the wlility and thus it is inappropriate to add the debt amount of the PPA to senior debt of the entity.
The PPA obligations are not senior obligations of the ulility as they do not behave in the same way as
senior debt. However, it may be appropriate in some circumstances to add the PPA obligation to
Moody's debt, in the same way as other off-balance sheet items.®

» Accounting; From a financial reporting standpoint, very few PPA’s have thus far resulted in IPP’s being
consolidated by the off taker. Similary, very few PPA’'s are treated as lease obligations. Due to
upcoming accounting rule changes®, however, coupled with many contracts being renegotiated and
extended over the next several years, we expect to see an increasing number of projects being
consolidated or PPA’s accounted for as leases on utility financial statements. Many of the factors
assessed in the accounting decision are the same as in our analysis, i.e. risk and conirol. However,
our analysis also considers additional factors that the accountants may not, such as the ability to pass
through costs. We will consider the rationale behind the accounting decision and compare it to our
own analysis and may not necessarily come to the same conclusicn as the accountants.

Each of these factors will be weighed by Moody's analysts and a decision will be made as to the importance of
the PPA to the risk analysis of the utility.

Methods of accounting for PPAs in our analysis

According to the weighting and importance of the PPA to each utility and the level of disclosure, Moody’s may
analytically assess the total debt obligations for the utility using one of the methods discussed below.

= Operating Cost: If a utility enters into a PPA for the purpose of providing an assured supply and there
is reasonable assurance that regulators will allow the costs to be recovered in regulated rates,
Moody's may view the PPA as being most akin to an operating cost. In this circumstance, there most
likely wiil be no imputed adjustment to the debt obligations of the utility. In the event operating costs
are consolidated, we will attempt to deconsolidate these costs from a utility's financial statements.

= Annual Obligation x 6: In some situations, the PPA obligation may be estimated by multiplying the
annual payments by a factor of six (in most cases). This method is sometimes used in the
capitalization of operating leases. This method may be used as an approximation where the anatyst
determines that the obligation is significant but cannot be quantified otherwise due to limited
information.

See “The Analysis of Off-Balance Sheet Exposures — A Global Perspective®, Raling Methodology, July 2004,
¢ SFAS 167 “Amendments to FASB Interpretation No. 46(r)" will be effective Q1 2010.
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» Net Present Value: Where the analyst has sufficient information, Moody's may add the NPV of the
stream of PPA payments to the debt obligations of the utility. The discount rate used will be the cost
of capital of the utility.

= Debt Look-Through: In some circumstances, where the debt incurred by the IPP is directly related to
the off-taking utility, there may be reason o allocate the entire debt {or a proportional part related to
share of power dedicated (o the utility) of the IPP to that of the utility.

»  Mark-to-Market: In situations in which Moody's believes that the PPA prices exceed the spot price and
thus a liability is arising for the utility, Moody's may use a net mark-to-market method, in which the
NPV of the net cost to the utility will be added to its total debt obligations.

» Consolidation: In some instances where the IPP is wholly dedicated to the utility, it may be appropriate |
to consolidate the debt and cash flows of the IPP with that of the utility. Again, if the utility purchases :
only a portion of the power from the IPP, then that proportion of debt might be consolidated with the
uility,

In some circumstances, Moody's will adopt more than one method to estimate the potential obligations
imposed by the PPA. This approach recognizes the subjective nature of analyzing agreements that can
extend aver a long period of time and can have a different credit impact when regulatory or market conditions
change. In all methods the Moody's analyst will account for the revenue from the sale of power bought from
the IPP. We will focus on the term to maturity of the PPA obiligation, the ability {o pass through costs and
curtail payments, and the maleriality of the PPA obligation to the overall cash flows of the utility in assessing
the effect of the PPA on the credit of the utility.

Moody’s Related Research

Industry Outlooks:
= U.S. Regulated Electric Utilities, Six-Month Update, July 2009 (118776}

» U8 Investor-Owned Electric Utility Sector, January 2009 (113690)
»  EMEA Electric and Gas Utilities, November 2008 (112344)
s North American Natural Gas Transmission & Distribution, March 2008 {115150})

Rating Methodologies:
= Unreguiated Ulilities and Power Companies, August 2009 (118508)
s Regulated Electric and Gas Networks, August 2009 (118786)
Special Comments:

*» Credit Roadmap for Energy Wtilities and Power Companies in the Americas, March 2009 (115514)

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.

KR August 2000 ® Raling Methodology ™ Moody's Global - Regulated Eleciric and Gas Ulilities




PROGRESS ENGERY FLORIDA

DCCKET NO. 090079-EI

Exhibit No. (TRS-15)
o Page 34 of 34

Regulated Electric and Gas Utihties

Analyst Contacts {continued).

London 44.20.7772.5454
Raffaelia Altamura
Analyst

Monica Merli

Team Managing Director

Hong Kong 852.3551.3077
Jennifer Wong

Assistant Vice President - Analyst

Gary Lau

Senior Vice President

Sydney 61.2.9270.8100
Clement Chong

Vice President — Senior Analyst

Terry Fanous

Senior Vice President

Brian Cahill

Managing Director/Australia

Tokyo 81.3.5408.4100
Kenji Okamoto

Vice President - Senior Analyst

Report Number: 118481

Author . Associate Analyst Production Specialist
Michael G. Haaaarty Mitchell Moss Yelena Ponirovskava

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE. INC'S (MIS) CURRENT CPINIONS OF THE RELATIVE FUTURE CRESHT RISk CF ENTITIES, CREDIT
COMMITIMENTS. OR NDERBYT OR DERT-LIKE SECURITIES, MIS BEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MaY NOT MEET TS CON RACTUAL,
FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINCS DO NOT ADDRESS
ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LINADITY RISK, MARKET YALUE RISK, OR PRICE VOILAYILITY. CREDIT RATINGS ARE NOT
STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS
ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE SUITABILITY OF
AN INVESTMENT FOR ANY PARTICULAR INVESTOR. WIS ISSUES TS CREDIT RATINGS WiTH THE EXPECTATION AND UNDERSTANDING THAT EACH
INVESTOR WILL MAKE TS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNGER CONSIDERATION FOR FURCHASE, HOLDING, OR SALE

& Copyright 2009, Moody's Investors Service, Inc., and/or ils licensors and affiiates (logether. "MOOGDY'S™). Al rights reserved. ALL INFORMATION CONTAINED
HEREIN IS PROTECTED BY CORYRIGHT LAW AND NCNE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED,
FURTHER TRANSIMITTED. TRANSFERRED, DISSEMINATED RERISTRIBUTED OR RESQLD. CR STORED FOR SUBSEGUENY USE FOR ANY SUCH
PURPOSE, IN WHOLE GR !N PART, IN ANY FORM OR KMANNER OR BY ANY MEANS WHATSOEVER. 8Y ANY PquON NI.HOU!' MOODYQ PRIGR
WRITTEN CONSENT. All informmation contained herein is ablained by MOODY'S frotn sources believed by it 1o b2 accura : of the possibility of
humar o mecianical 8oy a8 we!! s other factors. however stch in ‘um‘al'un Qi } particular. makes
ne reprasentatar or wara eXpress or |r'1,,lm astoth m"n"r lex

ard KOOy

Ay poetinygln

2 2 procu g
wformalion, o0 () any diteci, irditect, spedi
MOODY'S is advised in (s'imnrﬁ' ot T e poss.
fs‘pnn. ihalysis
staternants of fact of recornendztions to purchase, sell or hold any e HRAN‘!Y EXPRESS OR i”:‘PI DA (R
CG!HF‘ ETENESS, MERCHANTABLITY OR FITNESS FOR ANY PART!CULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION R INFORMATION S
GHWEN OR MADE BY MOODY'S IN ANY FCRM OR MANNER WHATSCEVER. Each rating ar other opinion must be weighed solely as one factor in ary investinent
decmion made by or on beralf of any user o the informatiun contained hersin. and each such user must accordingly make its cwn study and evaluation o each
security ang of sach issuer and guarantor ¢f, and each provider of credit support for. each security that it may consider purchasing. holding or seing. MOOLY'S
hereby disclcses thal mosl issuers of debl szcunities {including carporale and municizal bongs, debentures, notes and commercial paper) and preferred slock raleg
by MOODY'S hava, prsr to assignment of any reling, agreed 16 pay to MOODY'S for appraisal and raling services rendered by it ‘ees ranging from $1,50C 1o

[N

AL LN

“34 Augusl 2009 L] Rallng Methodclugy = Moody s Global - Ragulatsd Elecinc and Gas Utslltaes




FitchRatings

KROW YOUR RISK

PROGRESS ENGERY FLORIDA
DOCKET NO, 090079-E{

Exhibit No. {TRS5-186)
Page 1 of 6

Corporates

] q
Clobal Power EEI 2008 Wrap-Up: Cost of Capital
Special Report Risi ng
Analysts Clouds Gathering

Philip W. Smyth, CFA
+1 212 908-0531

phitip.smyth@fitchratings.com

Ellen Lapson, CFA
+1 212 908-0505

ellen.lapsen@fitchratings.com

Sharon Bonelli
+1 212 908-0581

sharon. Bonei Nt chralmes com

Glen Grabelsky
+1 212 908-0577

gengrabeliskyi linonatngs o
Robert Hornick
+1 212 908-0523

robett horaickiefitcrratings, vom

Related Research

o 20th  Anpual  Global  Power
Breakfast:  Investing  in an
Unpredictable Worid, Nov. 14,
2008

The 43rd Edison Electric Institute Financial Conference convened Nov. 9-12, 2008, in
Phoenix, Ariz. The storm clouds rolling through Phoenix on Sunday, the first day of the
assembly, provided a gloomy backdrop, matching the subdued sentiments of investors,
analysts and corporate officers. The uncertainties facing the electric utility and power
generation industry reflected the ongoing financial crisis and a deepening U.S. and
global recession. Aside from credit market dislocations and worsening economic
indicators, conference participants speculated about the potential policy directions of a
new Obama administration and Democratic majority in the U.S. Congress in such areas
as taxes and dividends, energy conservation and renewables, coal and nuclear power,

Five key themes that appeared repeatedly in management presentations were:

1. Weakening trends in unit sales of electricity.

2. Increased focus on liguidity positions and capital market access.

3. Higher cost of capital.

4. Regulatory lag affecting the ability to recover higher cost of capital.

% Initiatives to reduce discretionary capital spending and external financing needs.

The outlock is considerably sunnier for the FERC-jurisdictional electric transmission
subsector, a business with cash flows that are immune to variations in sales volumes
and insulated from regulatory lag.

Representative Rick Boucher (Democrat, Virginia’s 9th District) delivered the clear
message at the plenary session keynote on Monday that enactment of legislation
restricting carbon emissions will be a priority of President-elect Obama's administration
and the U.S. Congress in 2009, second only to the top priority of stabilizing financial
markets and fixing the economy, no small task. Rep. Boucher sought the support of the
utilities present for his bill te fund the development and deployment of carbon capture
and sequestration technotogy through a nongovernment corporation that would receive
its funding from a fee collected upon sales of electricity.

The biggest news story of the conference happened off-site. On Monday Nov. 10, NRG
Energy Inc. (NRG, IDR ‘B’, Rating Watch Evolving) invited conference attendees to an
investor meeting to discuss NRG management’s rejection of a 56 billion stock-for-stock
merger offer from Exelon Corp. (EXC, 1DR ‘BBB+', Rating Watch Negative). On Tuesday,
Nov. 11, EXC announced it would take its takeover offer directly to shareholders,
without any change in the exchange ratio. The announcement of the hostile bid is a
rarity in the power sector. Fitch Ratings placed EXC's ratings on Ratings Watch Negative
when the original offer for NRG was announced on Oct. 20, 2008. In fitch’s view, the
rhange to a hostile bid has no incremental affect on EXC’s rating or Negative Watch
status.

www.fitchratings.com

November 17, 2008
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Investing in an Unpredictable World

Fitch’s 20th Annual Global Power Breakfast theme was “tnvesting in an Unpredictable
World.” Michael W. Howard (Senior Vice President of Research and Development,
Electric Power Research Institute [EPRI]) provided an overview of recent developments
and expectations regarding plug-in and extended range electric vehicles. Ellen Lapsan
and Glen Grabelsky, both Managing Directors with Fitch Ratings, discussed salient credit
trends affecting the power and gas sector, including the implications of the ongoing
credit and capital markets on a sector that invests in long-lived and long lead-time
infrastructure assets and reties heavily upon access to new debt and equity markets.

Lapson as moderator observed that Stable Rating Outlooks dominate Fitch's universe of
issuers, but downgrades and Negative Outlooks have outpaced upgrades and Positive
Outlooks in 2008 year to date, a distinct change in trend from the more favorable ratios
in 2004--2007. The ratic of Positive to Negative Outlooks is now 0.8:1; however, 87% of
Rating Outlooks in this sector are Stable.

Grabelsky discussed the major themes currently shaping credit in the power and gas
sector, including the deleveraging in financiat markets, decelerating growth in unit
sales of power, high capital investment budgets, inadequate equity returns in some
jurisdictions, and regulatory lag. A substantial decline in natural gas, coal and other
commodity prices since peaking at the end of June is a constructive development for
the power and gas sector. However, Grabelsky noted that the extreme volatility in gas
prices poses a real problem for the sector, and despite the steep recent drop, the trend
continues to show progressively rising troughs. Meanwhile, funding costs for new debt
for a ‘BBB’ utility, in the range of 9% and higher, are now bumping up against
authorized returns on equity, which average 10.25%-10.5% for the industry, and are as
low as 9.1% in New York and Mew Mexico. He cpined that if the cost of new debt
remains at this level, significantty higher regulated returns will be required to attract
equity capital.

Despite the challenges facing the electric utility industry, Grabelsky acknowledged that
the sector benefits from relatively stable underlying cash flows vis-a-vis other
industries and should benefit in relative terms as investors seek safer investments in a
difficult macroeconomic environment. Utilities have demonstrated continued access to
commercial paper and term debt markets throughout the market turmoit, albeit at
higher cost, Lapson noted that the utility power and gas sector is better positioned
taoday than in the sector crisis of 2000-2003, when many if not most companies had
profound business problems due to failed diversification strategies. Today, companies
are more prudently capitatized and have simplified their businesses, but must adapt
their business strategies to the challenging financing environment.

In a different vein, Mike Howard of EPRI provided an update on the nascent market
for plug-in electric vehicles. Howard forecasted that by 2030, plug-in vehicles would
aggregate 16 million cars on the road, or roughly 5% penetration, Howard said that
the introduction of electric vehicles was unlikely to drive incremental capital
investments needs for new generation facitities at any time soon, but the impact
could be more stressful on local distribution circuits and substations. The estimated
annual load of a plug-in hybrid vehicle with a 40-mile range was estimated by Howard
at 2,500 kilowatt-hours (kWh) per annum, about the same as the {oad of three plasma
TVs atong with three set-top boxes. Etectric utilities will need to get their distribution
networks, meters, pricing and billing systems ready for drivers charging their cars at
home, at work and on the road,

EEF 2008 Wrap-Up: Cost of Capital Rising November 17, 2008
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General Session

Rep. Boucher discussed draft legislation expected to be introduced in the next Congress
(Boucher-Dingell bill) to reduce carbon dioxide emissions by up to 80% later this
century, and emphasized that the economic impact of such regulations would be mare
manageable if the implementation is consistent with the available control technology.
Therefore, carbon dioxide reductions are back-end loaded under the proposed
tegislation to allow technology to catch-up with the proposed carbon reductions.
Boucher has introduced another bill to create a separate funding mechanism to finance
carbon capture and sequestration technology, targeting development by 2020. This
initiative recognizes the crucial role of coal-fired generation in meeting the nation’s
power requirements without undue reliance on naturat gas.

Rep. Boucher's request for comments on the discussion draft for the planned cap and
trade bill was a ctear call to arms for the industry to actively join the debate regarding
the energy policy and carbon-related issues in particular. He pointedly noted that
carbon regulation will be implemented either legistatively or administratively through
the Environmental Protection Agency (EPA). Untike the EPA, a legistative approach is
more likely to weigh economic considerations. Rep. Boucher favors a cap-and-trade
approach along with a distribution of allowances, eschewing the auction approach, to
reduce carbon emissions, Free allocation of allowances would be favorable for utitity
cash flows, but may not meaningfully reduce emissions,

Rep. Boucher also indicated that President-elect Obama views the greenhouse gas issue
as second in importance only to efforts to right the nation’s ailing financial markets and
economy.

Rep. Boucher proposes creation of a one mill {that is, one-tenth of a cent) per kWh
charge that would raise approximately $1 billion to fund the development of carbon
capture and sequestration technology by 2020. This is a bill that has united the
interests of utilities in coal-producing states, the coal industry and unions.

Fitch notes that it is difficuit to handicap at this time the likelihood of the 2009
passage of either bill, given the significant economic challenges that witl capture the
immediate attention of lawmakers. If the new Democratic administration and
legislative majority succeed in passing a carbon control regime, whether cap and trade
or a carbon fee, the carbon costs would be credit neutral to those utilities able to pass
through the associated costs in customer rates in a timely manner and could affect
ratings of utilities with less efficient recovery mechanisms or nonregulated generators
that cannot recover the costs in existing power purchase agreements or through higher
market power prices,

Smart Grid Panel

The first panel on Monday, Nov. 10, 2008, directly followed Rep. Boucher’s remarks and
discussed the evolution and future of the smart grid. The panel was moderated by Ron
Insana {Managing Director, SAC Capital Advisors) and included Richard C. Kelly
(Chairman, President and Chief Executive Officer [CEQ], Xcet Energy, Inc.}, Philig
Mezey (Chief Operating Officer, ltron North America), David M. Ratcliffe (Chairman,
President and CEOQ, Southern Co.j, Robert 5. Shapard (Chairman and CEQ, Oncor
Electric Delivery) and Barry T. Smitherman (Chairman, Public Utility Commission of
Texas).

The panelists did not provide a definition for “smart grid,” and it was clear that the
term had different meanings for each panelist. For the record, Fitch understands
“smart grid” to mean a transmission and distribution system that uses advanced
sensing, communication and control technologies to generate and distribute electricity

EEi 2008 Wrap-Up: Cost of Capital Rising November 17, 2008 3
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more effectively and securely. The enhancements are expected to detect and address
emerging problems on the system before they affect service; provide extensive
measurements, rapid communications, centralized diagnostics and feedback control;
and support interactions with customers or with sensors on customers’ appliances.

The panel participants generally agreed that investments in a smart grid will facititate
energy efficiency as well as integrating more renewable energy mandates in coming
years. Two panelists expressed the view that the cost associated with these
investments would be offset in part by operating savings. For other panelists, the
benefits would come from better fulfilling consumer needs and expectations for high
quality of service and interaction with their electricity supply and costs. We learned
about cyber-security risks created by any new portal into the electric grid, as well as
about privacy risks created by the wutility having such detailed information about its
customers’ consumption patterns.

Carbon Regulation Panel

Participants in the second panel discussion included Rep. Boucher, as well as William D.
Johnson (Chairman, CEO and President, Progress Energy, Inc.) Kevin McCullough (CEOQ,
RWE Innogy GmbH), James Miller (Chairman, CEQ and President, PPL Corporation, and
Richard Sandor (Chairman and CEQ, Chicago Climate Exchange). Boucher reiterated
that his proposed legislation would provide the industry with the means to fund and
develop new technology to burn coal cleanly, as summarized above.

Miller noted carbon capture would reduce plant efficiency and that the timing of the
new technology remains uncertain. Johnson wondered if experimental technology
available today would indeed be effective in large-scale application and about the cost
to build the necessary infrastructure to transport and store carbon.

According to Sandor, sending the proper price signals regarding emission credits would
be a crucial aspect of the overall solution, agreeing with Rep. Boucher that cap and
trade is the best approach. Rep. Boucher asked for utility and power company input
and support on the discussion draft. He expects a final version of draft carbon control
legislation to be introduced early next year and that the bills would move to the Senate
in the fall of 2009.

The panelists agreed that a rush to natural gas as the fuel of choice for new generation
is problematic and should be avoided, but with coal out of favor and significant cost
hurdles to nuclear construction and permitting timelines, natural gas appears to be the
de facto fuel of choice. From a credit viewpoint, Fitch agrees that the likely increased
dependence on natural gas is troubling, given the extreme volatility and the rising
trend in gas prices, as evidenced by progressively higher prices at each trough.

Company Strategies and Tactics

External Capitat Requirements

Liquidity and efforts to reduce external capital requirements were high on investor and
management agendas. Slowing growth of unit sales as the result of economic weakness
should provide utitities with an opportunity to reduce planned capacity additions
commensurately. However, in Fitch's view, decelerating growth is likely to provide
relatively modest utility capital investment reductions, with the possible exception of
certain historically high-growth states such as Nevada, Arizona and Florida, where the
greatest reversal in demand has occurred. For example, Pinnacle West Capitat subsidiary
Arizona Public Service Co. (APS) has cut capital expenditures meaningfully, with the large
majority of the savings reflecting a sharp slowdown in customer growth to an expected 1%
rate in 2008 and 2009 from its historical 4% per annum customer growth rate.

4 EEY 2008 Wrap-Up: Cost of Capital Rising November 17, 2008
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Fitch believes the majority of utility investment is focused on reliability, renewable
energy and related transmission or environmental projects that are, for the most part,
not discretionary. As a result, management is likely to defer, not cancel, long-tived
projects,

New investments in FERC-jurisdictional transmission facilities remain an attractive
investment opportunities even in the face of constrained capital markets, and for the
most part, companies intend to stay the course. However, we learned that some
transmission projects may be delayed if their purpose was to connect new wind-fired
capacity to the load centers; wind projects in the planning stage may not get built in
today's lower gas price environment.

Management of PEPCO Heldings affirmed its intention to continue its aggressive build-
out of transmission projects, despite the poor market reception for PEPCQ’s recent
capital issuance. Northeast Utilities provided a new five-year forecast with significant
transmission investment and an impressive projection of earnings growth. NSTAR also
expects its earnings growth, projected at 6%-8%, to be driven by significant
transmission investment opportunities; there are five competing projects under review
by {50 New England, each of which terminates in NSTAR’s service territory. Allegheny
Energy, AEP and Dominion continue to pursue major transmission projects in the PJM
region. However, permitting remains a time-consuming challenge.

Nonregulated competitive generation subsidiaries may cut back their capital spending
materially. Companies that announced reductions to discretionary capital expenditure
in their competitive businesses for 2009 include Ameren, FPL Energy, PPL Energy, and
Public Service Enterprise Group. Some generators or integrated utilities plan to delay
air-quality control investments to the extent that they were driven by Clean Air
Interstate Rule (CAIR} requirements that have been remanded to the EPA by the
appellate court, while other companies said that they must continue their
environmental spending to meet state standards that remain in force.

Regulatory Considerations

Jurisdictional regulatory practices promise to be a key element in determining the
ultimate impact on issuer creditworthiness given the sharp increase in the cost of
capital as a result of the ongoing financial crisis. Utilities in states that have authorized
reasonable returns on equity and adopted balanced regulatory mechanisms, including
forward test years and automatic fuel and other tariff adjustment mechanisms are
more likely to come through this period of stress without undue deterioration to
current creditworthiness.

In general, vertically integrated utilities in the Southeast 1.5. tend to have more
constructive regulatory environments, California electric utilities Pacific Gas & Electric,
S5an Diego Gas & Electric, and Southern California Edison have tariff decoupling
mechanisms that insulate their credit from a downturn in sales as well as the potential
for annual adjustments to the return on equity {(ROE) component in their rates. Cost of
capital reviews are conducted on a three-year cycle but adjusted if a particular bond
index yield increases by more than 100 basis points {bps) in a given year. If the index
rate changes by more than 100 bps, the cost of debt is reset and ROE is adjusted to
reflect hatf the change in the index.

Conversely, the ratings of utilities operating in states with relatively tow authorized
ROEs and significant regulatory lag are more likely to suffer future credit deterioration,
in Fitch's view. States with challenging regulatory environments include Arizona,
Missouri, New Mexico, New York and Vermant.

EEI 2008 Wrap-Up: Cost of Capital Rising November 17, 2008 5




PROGRESS ENGERY FLORIDA
DOCKET NO. 090079-Ei

Exhibit No. (TRS-18)
Page 6 of 6

FitchRatings Corporates

Transitien to market-based generation rates continues to be an issue in Ohio and
Pennsylvania. The Public Service Commission of Ohic is expected to rule imminently on
FirstEnergy Corp.’s Ohio operating electric utility subsidiaries’ filed proposal under
Ohio Substitute Senate Bill 221, which could result in adoption of the company’s
Electric Security Plan (ESP) or a market-based plan effective in 2009. In Fitch's view,
the adoption of an ESP is the more likely outcome. In Pennsylvania, Fitch anticipates
that the policymakers may seek to extend utility rate caps, which are scheduled to
terminate in 2010-2011 for Metropolitan Edison, Pennsylvania Electric, Pennsylvania
Power & Light, West Penn Power, and Philadelphia Electric Co.

Copyright © 2008 by Fitch, Inc., Fitch Ratings L1d. and its subsidiaries. One State Street Plaza, NY. NY 16004
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Credit FAQ:
Top 10 Investor Questions For The U.S. Electric
Utilities Sector In 2009 t

{Editor's Note: In the article published [an. 22, 2009, we erronecusly stated that CenterPoint Energy Inc. had issued
a common equity offering. In fact, CenterPoint Energy Houston Electric LLC bad issued $500 million in bonds. A
corrected version follows.}

Standard & Poor's Ratings Services' forecast for the U.S. electric sector is for a stable ratings trend. The recession
will continue to pressure cash flows and debt balances, but we expect most companies to weather 2009, Our
forecast is backstopped by expectations of responsive regulatory decisions and continued access to debt and equity
markets, which should provide sufficient cushion to maintain stability for the majority of companies. Those
companies that fare poorly in the regulatory arena and experience significant deterioration in cash flow metrics and
creeping debt leverage are most vulnerable to downward actions. Substantial capital spending needs and the
potential for incremental costs to implement the Obama Administration's energy priorities limit upward ratings for
the secror.

The following questions and answers are a representative sample of the credit issues that electric utilities will face in
the coming year, including the weak economic environment, a drop in customer usage, delayed capital expenditures,
costlier debt financing, and impending energy policy.

Frequently Asked Questions

Do you expect electric utilities to continue to have access to capital markets throughout 20092

Credit ratings for the regulated electric sector incorporate our expectations that it can tap currently constricted
capital markets. Challenging conditions that tested electric utilities' resiliency in 2008 included an unexpected
contraction in short-term funding sources, loss of some banking syndicate members including Lehman Brothers
Holdings, and an intermittent lack of investor appetite for even lower risk utility debt. Utility managements tock
some prudent financial steps in 2008, including increasing the size of credit facilities and prefunding debt marturities
before the financial distress gained steam during the year.

For 2009, the electric utility sector is well positioned to benefit from possible investor demand for debt instruments
issued by established market names with a good performance record and sustained investment-grade credit quality.
Of course, investors are demanding higher coupons to complete deals with tenors ranging between five and 10 years;
notably covenant protection has not been required to date outside of existing first mortgage bond indentures.
Standard & Poor's expects that the most liquid of instruments will continue to be utlity first mortgage bonds, which
are backstopped by the utilities’ physical plant and robust recovery prospects.

Although the economic slowdown may mute the need for debt issuance associated with building new plants, market
activity is occurring. Some companies completed several debt offerings in January, including PacifiCorp's $1 billion
issuance of first mortgage bonds with a 10-year tranche at 5.5% and a 30-year tranche at 6% and CenterPoint
Energy Houston Electric LLC's $500 million general mortgage bonds with a five-year maturity at 7%. In addition,
Progress Energy Inc. and PEPCO Holdings Inc. have strengthened their balance sheets in recent months with

Standard & Poor’s RatingsDirect | January 73, 2009 2
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common equity offerings.

What types of regulatory challenges are at the forefront in 2009?

During this recession, regulators may come under pressure to dampen rate hikes. This creates a quandary for
regulated electric utilities that plan their spending several years in advance. The companies' have initially responded
to the recessionary slowdown by pulling back on 2009 spending. However, this can be viewed only as a stop-gap
measure. Continued reliance on this strategy for a prolonged period could heighten the perception of reliability
deterioration. Several companies expect rate decisions during the first quarter of 2009, including Union Electric Co.
in Missouri, American Electric Power Co. Inc.'s Qhio units, Southern California Edison Co., and Idaho's IDACORP
Inc., and we'll be looking out for how the companies deal with declining electricity sales due to the recession.
Regulatory bodies that defer prudently incurred costs during a period of declining electricity sales could harm credit
quality.

During the past five years, regulated electric unlities and their ratepayers have benefited from historicaily low
interest rates and cost of capital. Clearly, the pendulum swung back toward the mean in 2008; current rates of 500
basis points over Treasuries for 10-year 'BBB’ debt {¢.g., Metropolitan Edison Co.'s $300 million unsecured notes)
reflect this market reevaluation. Most utilities are operating under an authorized cost of debt that in some instances
falls well short of actual debt pricing in today's marketplace. Standard & Poor’s expects that regularors will begin
reflecting the "new" cost of debt in customer rates. Regulators® willingness to recognize the higher cost of capital
through overall returns is important for credit quality.

The changes in Washington in 2009 provide the Federal Energy Regulatory Commission (FERC) with an
opportunity to reshape interpretation of energy policy. A re-emphasis on regulation in all industries may lead to
more intervention by the FERC.

How will the new Administration's potential energy policy affect credit ratings?

At this stage, it is uncertain what credit challenges electric utilities will face under a new energy plan. Lower prices
for crude oil and other commedities, combined with the depth of the recession, have likely pushed back the starting
line. It will be interesting to see if the Obama Administration will propose substantial energy policy changes in its
first 100 days. As the bartering in Congress begins, coal and new nuclear plants are endangered, and solar and wind
are the rage. Comments by some Obama appointees indicate that coal, at least in a cleaner form, and maybe a few
new nuclear plants, may have a place ar the table,

What is certain is that the industry is changing. Companies are implementing alternative energy sources such as
wind and solar to meet mandated renewable standards. How quickly wtilicies can recover the "green” that they
spend to "go green” will largely determine how they maintain credit quality. These expenses include all ancillary
costs, including those for transmission upgrades and additional peaking units needed to back up renewable

resources that are frequently intermittent in rature.

Reducing carbon emissions in some form or manner, an Obama campaign promise, could affect ratings, depending
on how ready, willing, and able local regulators are to allow utilities to pass along federally mandared costs to their
customers. Companies were able to pass threugh previous costs for environmental standards to ratepayers, but at
amounts much lower than a potential carbon tax or trading scheme. Just how—and how long it takes—companies
to implement their carbon emission reduction will also factor into ultimate credit quality.

www.standardandpoors.com/ratingsdirect 3
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.
How important is liquidity for regulated electric utilities?

As we saw in the fourth quarter of 2008, electric utilities benefit greatly from ample liquidity. Having the ability to
meet maturities eases refinancing pressures and exudes confidence to investors. This backstap allowed electric
utilitics to maintain access to the bond market during 2008 in all marker conditions. Strong liquidity positions are a
factor that bolsters electric utilities' credit profiles.

Several utilities faced significantly higher collateral calls in second-half 2008 due to sharply falling commodity
prices, [n some cases, collareral calls, combined with pending maturities, led to a somewhat urgent need to add
additional liquidity facilities. It's important that those facilities are big enough to address future volatility in
commodity prices.

Companies whose facilities expire later in 2010 and into 2011 will have to renew them at more burdensome terms.
In the past, utility credit facilities have been unsecured, but that may change in the future. In addition, banks are
introducing pricing based on credir default swaps for some industries, including utilities. Standard & Poor's has
commented that using instruments such as those swaps may actually compromise expected liquidity access in times
of market stress. (See "Methodology And Assumptions: Analysis Of Corporates’ Swap-Indexed Bank Lines,"
published Dec. 16, 2008 on RatingsDirect.}

What is the status of deregulation throughout the U.S.?

Deregulation can best be described as stalled. For instance, the transition period for most electric providers in
Pennsylvania will come to a close in 2010. Standard & Poor's expects that the rate increase in Peansylvania will be
manageable, averaging 10% to 15%, although double-digit increases during prolonged economic sluggishness could
create pressure. Economic malaise in Ohio has ensnarled the completion of transition plans for providers, especially
FirstEnergy Corp.'s unirs.

The recent travails of Constellation Energy Group Inc. have Maryland leaders considering whether to order the
conversion of Baltimore Gas & Electric Co. back into a fully integrated regulated company. The difficulty is thar
BG&E previously sold all its generating assets as part of the original move to deregulation. Reassembling the
regulated entity is a costly proposition, but reintroducing the utility's ability to self-build could happen, as it has in
places like Nevada and Connecticut. In 2008, Virginia abandoned deregulation. However, it's a much less painful

process for Virginia Electric & Power Co. because it never sold its generating assets.

What's the industry's growth strategy?

Before the economy went down, the growth strategy for the industry was to build power plants that they could put
into their "rate-base" (the value of property on which a utility may earn a specified rate of return according to a
regulatory authority) and increase assets and income through regulatory decisions. Management often targeted

annual growth of 8% 1o 9%.

With robust capital spending likely postponed at least until 2010, carnings growth for the interim peniod will be
sluggish. A return to a more aggressive strategic direction that includes investment in nonregulated businesses and
resules in higher business or financial risk would pressure credit profiles. Often, the financing of these nonregulated
ventures is with leverage levels more suitable for the regulated utility asset.

How much capital spending can utilities delay without straining infrastructure?
With the slowdown and drop in customer demand for electricity, companies can delay the start of some long
lead-time projects. They can also postpone a minimal amount of maintenance capital before jeopardizing service
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quality. Any reliability neglect--whether actual or perceived--will have a long-lasting affect on regulatory relations.
Also, maintaining older infrastructure requires capital outlay.

Very little of the regulated transmission spending that companies have budgeted can be deferred considering calls
from Washington for a "smarter grid" and the probable influx of renewable resources. Stricter carbon emission
standards may also trigger a shutdown of older coal units, requiring spending for new, differently fired plants.

Will regulated electrics be able to build large, base-load plants?

Under the right circumstances, electric utilities will be able to build large rate-based plants. The primary
consideration for how they preserve credit quality is the regulatory approval process. In the case of building new
nuclear plants, we expect regulated electric urilities to have an established regulatory compact that allows them to
recover costs throughout the building cycle. It's important for credit thar utilities can recover these costs as they
expense them. This eliminates prudency risk, customer rate shock, and excessive balance-sheet bloating,

Accurate cost estimates and negotiating contractor terms that fix a large portion of the construction expense will
help keep balance sheets strong. The ability to abandon projects and recover expenses if mishaps, cost escalation, or
regulatory angst occur is also beneficial to utility credit.

How important is balance-sheet strength when determining electric utility credit quality?

The electric utility industry is asset-intensive and relies heavily on debt. Balance-sheet strength is a distinguishing
factor when Standard & Poor's assesses financial risk and determines credit quality. Our analysis attempts to
portray the economic reality of the financial conditions and considers several items, including purchase power
obligations, capital leases, hybrid equity instruments, pension liabilities, and regulatory assets.

In a period of economic decline, the scrength of recovery mechanisms and the timely recovery of costs, including
those for bad debt and other deferrals, keep balance sheets flexible. Monitoring leverage balances and avoiding
creeping leverage caused by slow receipt of cash flow and the simultaneous conversion of short-term debt into
long-term debt is important to balance-sheet strength.

Encouraging energy efficiency without recovery mechanisms burdens coverage ratio metrics. While customers are
changing their consumption patterns, decoupling mechanisms allow utilities to recoup lost sales revenue. This helps
mitigate cash flow pressures when usage goes down due to economic decline.

Will industry consolidation ramp up in 2009?

Standard & Poor's continues to believe that selective industry consolidation is possible in 2009, bur wide-scale
combinations are unlikely. Macquarie Infrastructure completed its deal for Puget Energy Inc. in about 16 months,
which shows how long it can take to get regulatory approval to complete deals,

Given the length of the regulavory approval process, it's a tall order for managements to commit the time, resoutces,
and financial obligations in a dwindling economy. However, one variable that may weigh more favorably for
mergers is battered stock prices in the industry. This makes the stock-for-stock financing alternative more attractive
and may spur more deals, especially if growth remains elusive.
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Credit Opinion: Progress Energy Florida, Inc.

Progress Energy Florida, Inc.

Florida, United States

Ratings

Category Moody's Rating
Outlook Stable
Issuer Rating A3
First Mortgage Bonds A2
Senior Secured Shelf (P)A2
Senior Unsecured A3
Subordinate Shelf (P)Baat
Preferred Stock Baa2
Commercial Paper P-2
Ult Parent: Progress Energy, Inc.

Qutlook Stable
Senior Unsecured Baa2
Jr Subordinate Shelf (P)Baa3
Preferred Shelf (P)Ba1
Commercial Paper -
Contacts

Analyst Phone
Michael G. Haggarty/New York 212.553.7172
William L. Hess/New York 212.553.3837

Key Indicators

g

Progress Energy Florida, Inc.

ACTUALS LTM1Q09 2008 2007 2006
{CFO Pre-W/C + Interest) / Interest Expense [2] 3.5x 3.0x 4.7x 7.9x
{CFO Pre-W/C) f Debt {2} 12.6% 9.8% 19.14% 38.6%
{CFO Pre-W/C - Dividends) / Debt [2] 125% 9.8% 19.0% 30.4%
{CFO Pre-wiC - Dividends) / Capex [2] 43.5% 32.7% 56.8% 116.5%
Debt / Book Capitalization 56.1% 56.6% 52.3% 47.4%
EBITA Margin 158% 15.7% 12.8% 14.0%

{1] All ratios are calculated using Mocdy's Standard Adjustments [2] CFO pre-W/C, which is also referred to as
FFO in the Global Regulated Electric Utilities Rating Methodolegy, is equal to net cash flow from operations less
net changes in working capital items

Nofe: For definitions of Moody's most comimon ratio terms please see the accompanying User's Guide.

Opinion
Rating Drivers

Large pending rate case; traditionally supportive regulatory environment

http://www.moodys.com/moodys/cust/research/MDCdocs/16/2002500000434358.asp?doc_id=20025000...  6/19/2009
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Substantial capital expenditure program, despite nuclear plant construction delay agase

Lower credit metrics in 2008 should improve in 2009 as fuel costs are recovered
High parent company debt

Liquidity affected by higher collateral postings for natural gas hedges
Corporate Profile

Florida Powar Corporation d/b/a Progress Energy Florida, inc. (PEF, A3 senior unsecured, stable outlook) is a
vertically integrated public utility with approximately 1.6 million customers in the north central part of Florida and
9,360 MW of generation capacity. Itis one of two major utility subsidiaries of Progress Energy, Inc. (Progress,
BaaZ2 senior unsecured, stable outlook}, which is also the parent of Carolina Power & Light Company d/b/a
Progress Energy Carolinas, Inc. {(PEC, A3 senior unsecured, stable outlook).

Recent Events

in May 2008, PEF announced a delay in the construction schedule for its Levy County nuclear project by at least
20 months, with the units now not expected to be completed until the 2018-2020 time frame.

In March 2008, PEF filed a petition with the Florida Public Service Commission (FPSC) requesting a $499 million
increase in base rates.

In January 2009, Progress Energy issued 14.4 million shares of commen stock at an offering price of $37.5 per
share, generating net proceeds of $523 million.

SUMMARY RATING RATIONALE

PEF's A3 Issuer Rating reflects an above average regulatory environment for electric utilities in the state of Florida;
a historically high growth service territory that has been recently negatively affected by a housing and economic
slowdown;, and coverage metrics that have declined over the last year due to fuel cost deferrals and collateral
postings. The rating also considers a large pending base rate case filed during a period of slow economic growth in
Florida, rising operating costs; large capital expenditure requirements for environmental compliance; and higher
long-term debt to finance these expenditures. The company has relieved some near term capital expenditure and
financing pressure with its recent decision to postpone the construction schedule for its new Levy County nuclear
generating plant.

DETAILED RATING CONSIDERATIONS

- PEF has a large base rate increase pending, although the state of Florida has been a traditionally supportive
regulatory environment for electric ufilities that Moody’s expects to continue

PEF operatas under traditional rate of return regulation and recovers fuel capacity and environmental costs
through separate rate adjustment mechanisms. The utility currently operates under a rate settlement that runs
through 2009 with base rates frozen, although there have been adjustments to base rates for new plants brought
on-line. In March 2009, PEF filed for a $499 million increase in base rates based on a 12.54% raturn on equity. In
a recent positive development, in May 2009, the FPSC approved an interim base rate increase, plus an additional
$63.1 million to recover the costs of repowering its Bartow generating plant. Hearings on the remainder of the case
begin in September with a decision expected by November 2009. The requested increase reflects recovery for
investrments in both its generating fleet and in its transmission and distribution systems. If the full amount of the
base rate increase is approved by the FPSC, the new base rates would increase the average residential bilt by
approximately $15.00 per 1,000 kWh or 11%. PEF is also able to prospectively fite for rate adjustments for
expected changes in fuel costs and in April 2009, PEF reduced rates by $206 million (5%} due to lower projected
fuel costs.

Although the state of Florida has historically been an above average regulatory environment for electric utilities,
there is a degree of regulatory uncertainty regarding PEF's current rate case. The size of the rate case is
substantial and comes al a time when the state's growth has slowed. Furthermore, none of the current members of
the FPSC were on the Commission at the time PEF's Tast rate case was seftled in 2005, Offsetting these risks to
some extent was the interim relief granted to PEF, as well as the FPSC's recent decision in Tampa Electric's rate
case, both of which have affirmed Moody's view that the regulatory environment for electric utilities in Florida has
remained relatively supportive.

http://www.moodys.com/moodys/cust/research/MDCdocs/16/2002500000434358 .asp?doc_id=20025000...  6/19/2009
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- The utilily is in the midst of a substantial capital expenditure program for environmental compliance and new Pagls 3 a?s_a »

generation, which has been somewhat reduced over the near term by the delay in its nuclear construction plans

PEF projected capital expenditures to be at least $1.3 - $1.7 billion annually from 2009 through 2011 in its 2008
10-K, consistent with the elevated levels the company experienced in 2007 and 2008, although totals for 2609 and
2010 will ikely decrease by a few hundred million dollars as a result of the recently announced delay in its nuclear
plant construction plans. The company has proposed recovering $299 million of nuclear costs incurred through
2009 over a five year period through 2014. PEF is able lo recover its environmental expenditures through separate
riders which help maintain PEF's credit metrics. Moody's expects PEF’s construction spending to be financed by a
combination of debt at the utility and capital contributions from the parent. PEF's {otal debt to capitalization is
expected remain in the low to mid-50% range going forward, including Moody's standard adjustments.

By far the company's largest capital expenditure project is the construction of a new two-unit {1,105 MW per unit)
nuclear facility in Levy County, about ten miles from its Crystal River nuclear facility. The new units are estimated
to cost a substantial $14 bilion along with $3 billion for transmission upgrades, and PEF is hoping to have one or
more co-owners share in the construction costs. Although PEF has spent $243 million on preconstruction and
construction spending through 2008, significant capital expenditures will likely not be made until the post-2010 time
frame.

On May 1, 2009, PEF announced that the construction schedule for the new nuclear units had been delayed by at
least twenty months with a new online date in the 2018-2020 time frame. The delay resuits from the cormpany’s
determination that the excavation and foundation preparation work will not be authorized until the Nuclear
Regulatory Commission issues a combined operating license (COL), which is not expected until late 2011 or sarly
2012. Although the delay has shifted some capital expenditures for the project out by at least 20 months, the
project still poses a considerabie long-term risk and will require continued supportive regulatory treatment and
assured, timely cost recovery provisions.

- Lower cash flow coverage metrics in 2008 caused for the most part by deferred fuel; metrics are expected to
return closer to prior year levels in 2009 and 2010

Credit metrics declined significantly in 2008 due to higher deferred fuel that will be recovered in 2009 and should
lead to a recovery of cash flow coverage ratios. These ratios include CFO pre-working capital interest coverage of
3.0x and CFO pre-working capital to debt of 9.8% in 2008, down from 4.7x and 19.1%, respectively, in 2007.
Results for the twelve months ending March 31, 2009 have already shown some improvement with CFO pre-
working capital interest coverage increasing to 3.5x and CFO pre-working capital to debt increasing to 12.6%. Over
the fong-term, the utility's coverage metrics will rernain pressured by higher operating costs, as well as significant
debt issuances in both 2007 and 2008 to meet capital expenditure requirements. PEF will continue to experience
higher levels of capital expenditures over the next several years, though much of the incremental spending is
anvironmental and will be recovered through cost recovery clauses. Moody's expects PEF's metrics ta retum to
levels more appropriate for an A rated ulility with CFO pre-working capital interest coverage above 4.0x and CFO
pre-working capital to debt above 20% over the intermediate term, although the degree of improvement is
somewhat dependent on its rate case outcome.

- High parent company debt

PEF's overali risk profile has benefited from a lower business risk profite at parent company Progress Energy
following the divestiture of several unregulated businesses over the last several years, which allowed the parent
company to reduce debl by $1.7 billion to $2.6 billion or approximately 25% of the total long-term debt of the
consolidated entity. However, in March 2009, Progress again increased the level of debt at the parent company by
issuing $750 million of senior notes to fund utility (mostly PEF) capital expenditures through equity contributions,
increasing parent company debt to $3.35 billion, or approximately 30% of the total consclidated debt of the
Progress Energy organization. Offselting some of the risk of this additional debt was the issuance of $523 million
of equity (net proceeds) in January 2009, which Moody's viewed as credit positive. The high level of debt at the
parent company is the predominant reason behind the relatively wide notching between the unsecured rating of
Prograss at BaaZ2 and its utility subsidiaries at A3.

Liquidity Profile

PEF has been reliant on the parent company for liquidity support over the last several months because of
unusually high coliateral requirermnents related 1o natural gas hedges. As a result of a significant decline in natural
gas prices since those hedges were executed, PEF has been reqitired to post cash collateral of $535 million as of
March 31, 2009, up from $335 million at December 31, 2008. Rather than fully utilizing PEF's own $450 million
credit facility to meet these coilateral requirements, Progress Energy had $500 million drawn on its own credit
facility as of March 31, 2009 and has temporarily advanced funds to the utility to meet these coliateral
reguirements. As a result, PEF had $514 million of notes payable to affiliated companies (both the parent and
PEC) on its balance shest as of March 31, 2009, up from $72 million at December 31, 2008. Progress anticipates
that collateral requirements at PEF will decrease by the end of 2009 as these hedges begin to roll off. Progress

htip://www.moodys.com/moodys/cust/research/MDCdocs/16/2002500000434358.asp?doc_id=20025000...  6/19/2009
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PEF's $450 million bank revolving credit facility expires on March 28, 2011, which supported $130 million of
commercial paper outstanding as of March 31, 2009. The credit facility does not contain a material adverse change
clause that could preclude new borrowings, and has one financial covenant, a maximum debt-to-capital covenant
of 65%. At March 31,.2009, the company was in compliance with the financial covenant with a calculation of
57.9%. Long-term debt due at PEF over the next twelve months is limited to a $300 million first mortgage bond
maturity on June 1, 2010. PEF had $20 miliion of cash on hand as of March 31, 2009, about equal fo the $19
million it heid at December 31, 2008.

The company expects to finance higher capital expenditures with a combination of internaily generated funds,
long-term debt issuances, andfor equity contributions from the parent company. The utility can supplement these
sources with access to Progress Energy’s money pool, which allows the parent to more efficiently allocate cash
among its two regulated utility subsidiaries

Progress Energy maintains a $1.13 bilfion revolving credit facility expiring May 3, 2012 that supports the parent
company's commercial paper program. The facility includes a covenant that limits the company's debt to capital
ratio to 68%, and does not include a material adverse change representation for new borrowings. The company
was in compliance with this covenant at March 31, 2009 with a debt to capital ratic of 57.1%

Rating Outlock

The stable rating outlock reflects a supportive regulatory environment, strong cost recovery provisions, and our
expectation that cash flow coverage ratios will improve 1o prior year levels as fuel costs are recovered, collateral
requirements decline, and new base rates are implemented. The stable cutlook also reflects the company's
decision to delay its nuclear construction program by at least 20 months, which will reduce near-term capital
spending requirements and financing needs.

What Could Change the Rating - Up

An upgrade is unlikely while the utility has a rmajor rate case pending and is undertaking a major new nuciear
construction project. An upgrade could be considered, however, if there are significant mitigants to offset the risks
inherent in such a large and complex nuclear construction project, including preapprovat of recovery for nuclear
capital expenditures, the sharing of risk with contractors or other parties; and the inclusion of co-owners or other
partners. An upgrade could also be considered if there is a recovery of cash flow coverage metrics from currently
low levels, including a ratio of CFO before working capital plus interest to interest above 5.0x and CFO before
working capital to debt above 25%. The rating is somewhat constrained by the high level of debt at the parent
company level.

What Could Change the Rating - Down

A downgrade could be considered if there is an adverse change in the regulatory envirenment in Flerida which
could limit full and timety recovery of costs, especially the cost of new nuclear generation; a continued increase in
leverage; new, unanticipated capital expenditure requirements; if financial coverage metrics do not recover from
2008 levels and CFO before working capilal plus interest 10 interest remains below 4.0x; and CFO before working
capital to debt remains below 20% for a sustained period..

Rating Factors

Progress Energy Florida, Inc.

297000 3

Selsct Key Ratios for Globai Regulated Electric

Utilities

Rating Aa Aa A A Baa |Baa] Ba Ba

Level of Business Risk Medium| Low [Medium| Low {Medium| Low |Medium| Low
CFO pre-WIC to Interest (x) [1] >6  »5 3560 ?é(; 2750 2-40 <25 <2

CFO pre-W/C to Debt (%) [1] >30 »22 22-30 12-22 1325 513 <13 <5

CFO pre-W/C - Dividends to Debt (%) [1] »>25  >20 1325 920 820 3-10 <10 <3

Total Debt to Book Capitafization {%) <40 <50 4060 50-70 50-70 60-75 =60 =70
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Progress Energy Florida - Rate Case
Adjusted Credit Metrics
($ in millions)

2010 As Fited 2010 With $499 Increase 2010 With $35M Reduction
S&P Book S&P Moody's Book S&P Maody's

(FFO+ Interest)/Interest

Total FFO 364 942 908 1,172 1,250 ' 1,216 842 920 886

Total interest 303 351 318 303 351 318 303 351 318

(FFO + Interest)/Interest 39 3.7 39 49 4.6 4.8 3.8 36 3.8
FFO/Debt

Total FFO 864 942 508 1,172 1,250 1,216 842 920 886

Total Debt 4,786 5,999 5,433 4,786 5,999 5,433 4,786 5,999 5,433

FFO/Debt 18.1% 15.7% 16.7% 24.5% 20.8% 22.4% 17.6% 15.3% 16.3%

FFO = Funds From Operations = Cash From Operatlans pre-Working Capital
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operations during difficult ggonamic times. As
Brown further notes, *Large capital programs..,
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The bottom ling is that electric utilities
must collect sufficient cash flow theough alss
fo maintain strong credil raling melrics. This
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New Nuclear Generation: Ratings Prassure Increasing

Overview

It has now been three decades since the last, serious nuclear construction cycle. The 1979 accident at
Pennsylvania's Three Mile Island nuclear power plant appears to have permanenty affected the nation’s views
about building new nuclear power generation, As a result, substantial new regulatory procedures were
implemented. Development and construction costs soared, recovery was challenged, and for many issuers,
financial deterioration and ratings downgrades followed. For some, ratings recovery took years.

But while nuclear power remains a thomy political and policy issue today, the concept of building new facilities
has gradually reawakened in recent years, offering a buffer against foreign energy dependence, unpredictable
commedity prices, and heavily polluting fuel sources. As a result, several of the largest U.S. power companies
in recent years have announced plans to pursue new nuclear generation.

This may eventually boost the country’s options for power generation. But from a credit perspective, the risks
of building new nuclear generation are hard to ignore, entailing significantly higher business and operating risk
profiles, with construction risk, huge capital costs, and continual shifts in national energy policy. Project risks
are somewhal more clear today than during the last build cycle, in the 1970s, since we now have a track
record that measures nuclear power's operating performance; strong plant econemics due to low fuel cost;
proven efficient and safe operating capabilities; new and refined regulatory procedures; and more certainty
over reactor designs before construction begins.

Less clear today is the effect that energy efficiency programs and national renewable standards might have on
the demand for new nuclear generation. National energy poficy has also begun eyeing lower carbon emissions
as a key desire for energy production—theoretically a huge bensfit for new nuclear generation—but the price
tags associated with these development efforts are daunting, especially in light of today’s sconomic turmoil. It
isn't clear what effect such shifts, or changes in technology, will have for new nuclear power facilitiss.

Credit conditions are yet another question. Few, if any, of the issuers aspiring to build new nuclear power have
meaningfully strengthened their balance sheets, and for several companies, key financial credit ratios have
actually declined. Moreover, recent broad market turmoil calls into question whether new tiquidity is even
available to support such capital-intensive projects. (The U.5. Nuclear Regufatory Commission's (NRC} first
Construction and Operating Licenses, or COLs, are expected to win approval in roughly 24-36 months, after
which investmeni in these projects could well increase significantly.}

Moody's is considering applying a more negative view for issuers that are actively pursuing new nuclear
generation. History gives us reason to be concemed about possibie significant balance-sheet challenges, the
{ack of tangible efforts today to defend the existing ratings, and the substantial execution risk involved in
building new nuclear power facilities.

Nuclear’s “bet-the-farm" risk

The NRC says about 14 companies to date have submitted COL applications, proposing numerous new
nuclear reactors for power generation. The first of these COL's is expected to be approved beginning in mid-
2011, Many of the COL license applications include partners, but the next table lists the primary halding
company entity behind each project, and our view of the activity level associated with the endeavor.

From a credit perspective, companies that pursue new nuciear generation will take on a higher business and
operating risk profile, pressuring credit ratings over the intermediate- to long-term. Even so, we also believe
companies will ultimalely revise their corporate-finance policies to begin materially strengthening balance
sheets and bolstering available liquidity capacity at the start of the construction cycle. In addition, we believe
regulators will generally continue to support the long-term financial health of the utilities they regulate, and will
autharize recovery of investmeanits and costs over a reasonable timeframe.

June 2008 W Special Commant & Moody's Global Infrastructurs Finance ~ New Nuciear Generation: Ratings Pressure Increasing
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New Nuciear Generation: Ratings Pressure Increasing

Macody's believes there is a significant difference between new nuclear plants located adjacent to existing units
from those that are greenfield projects. In our opinion, brown-field projects benefit from the existing
infrastructure (including security plans}, local political support and historical operating record of the existing
units. We believe the U.S. Department of Energy also recognized this as well in the selection of the Southern
Company’s Vogtle; NRG's South Texas Project, SCANA's Summer and Constellation's Calvert Ciiffs / Nine
Mile projects. We ascribe a “high” activity level for these projects.

Many of the development ptans appear to have been slowed down over the past 6 — 12 months for various
reasons. We ascribe a “low” activity level to those projects. Other may have slowed down only modestly. For
these projects, we ascribe a *medium” activity level.

Table 1: COL applications received by the NRC

Reactor Proposed New
Design Reactor Activity Level

Company

Constellation Baal " USEPR Ca-l\;ert. Cliffs High
Constellation . Baal - USEPR  ~  NineMilePoint . _ High
j Dominion Baa2 ESBWR North Anna Low
DTE Energy Baal ESBWR Fermi Low
; Duke Energy BaaZ AP 1000 William S Lee Medium
Energy Future Holdings B3 CFR US APWR Comanche Peak Low
Entergy Baa3 ESBWR Grand Gulf Low
“Entergy Baad ESBWR © River Bend Low
Exelon ‘Baa ESBWR Victoria County Low
NRG Energy .Ba3CFR .~ ABWR. . -'Solith'Texas Praject. High
PPL Baa2 US EPR * Bell Bend Medium
Progress . o " Baa2- AP 1000 . lewyCounty o L. Medium
Frogress Baa2 AP 1000 Shearon Harris Low
SCANA - Baal . AP 1000 V.C.Summer High
Southern Al AP 1000 Yogtle High
TYA Aaa AP 1000 Bellefonte Low

Historical rating trends are not good

Historical rating actions have bean unfavorabie for issuers seeking to build new nuclear generation. Of 48
issuers that we evaluated during the last nuclear building cycle (roughly 1965-1995), two receivad rating
upgrades, six went unchanged, and 40 had downgrades. Moreover, the average downgraded issuer fell four
notches. All of these ratings wera evaluated on the senior secured or first mortgage bond ratings.

n Juna 2609 ® Special Comment ® Moody's Giobal Infrastructure Finance — New Nuclear Generation: Ratings Pressure Increasing
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Changesin rating

B g

We view new nuclear generation plans as a “bet the farm” endeavor for most companies, due fo the size of the
investment and length of time needed to build a nuclear power facility. While we continue to view operating
nuclear units positively, we increasingly sense that none of the issuers actively pursuing these endeavors have
taken any material actions to strengthen their balance sheets. As a result, it has bacome increasingly likely
that the pursuit of new nuclear power projects will lead to some near-term rating actions or outlock changes.

This table highlights the credit matrics some of the issuers that appear most aggressive in their nuclear
development plans.

Table 2: Selected utilities actively pursuing new nuclear generation

Sr. Rating 2008 2008 Debt /

Company Sector Unsec. Qutiook Debt” Revenue* Revenue
‘South Carolina Electric & Gas 10U A3 Stable $3,464 52,816 123%
South Carolina Public Service

Authority {5antee Cooper} Municipal Aa2 Stable $3,715 $1,586 234%

e TR Stable  SB,156  $8,412 97%

pal A1 ble v s3,3%0 . s o

Power South Cooperative  Baat  Stable 51,398 750 186%
‘Oglethorpe .. " Cooperative Baal Stable $3,910 $1,239 316%
San Antonic CPS Municipal Aai Stable $3,600 52,200 164%
City of Austin Municipal Al Positive 51,600 51,200 133%
MRG Energy Unregulated Ba3 CFR RUR-up 59,275 56,885 135%

*in § millions

June 2002 B Spaclal Comment B Moady's Global Infrastructure Finance — New Nuclear Generation: Ratings Prassure increasing
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Plant construction can pressure metrics

The sheer size, cost and complexity of new nuclear construction projects will increase a utility's or power
company's business and operating risk profile, leading to downward rating pressure. The length of a nuclear
construction effort also entails lengthy regulatory reviews and potential delays in recovering investments,
changing market conditions, shifling political and policy agendas, and technological developments on both the
supply and dermand side.

Given these long-term risks, a company's financial policy becomes especially critical to its overall credit profile
during construction. In general, we believe a company should prepare for the higher risk associated with
construction by maintaining, if nat strengthening, its balance sheet, and by maintaining robust levels of
available liquidity capacity.

This is crucial, because our preliminary analysis suggests that credit metrics will deteriorate meaningfutly
without significant mitigating factors or other siructural provisions. As cash outflows materially begin to outpace
inflows, leverage is expected to increase and metrics related to cash flow are expected to decline. A
weakening financial profile, coupled with increasing business and operating risk, should rasult in credit
deterioration.

Precedents offer limited insight

Much has changed since the last major nuclear-generation construction cycle (1965-1995). The industry has
learned from experience, including up-front regulatory oversight of development and investment; streamlined
fedseral NRC approval procedures; and enhanced construction cycles and techniques.

{n addition, new anvironmental regulations, specifically those aimed at reducing carbon dioxide emissions;

appear well positioned for near-tarm imptementation. These environmental developments should otherwise
; bolster the case for new nuclear generation, as it is viewed as one of the only lasge scale generation
technology with a no-carbon footprint.

We are not questicning the arguments in favor of new large-scale nuclear generation. We observe, however,
that nuclear projects require massive investments, and the long-term recovery of which presents a primary risk
factor for issuers actively trying to build new nuclear power plants. Historically, in fact, many of the large
nuclear utilities experienced some financial distress while building their plants. Material rating downgrades
remain just as distinct a possibility today.

Issuer exparience varied during the last U.S. nuclear build cycle, which we define as 1965-1995. This table is
not meant to be all-inclusive (it excludes several issuers, such as Portland General and its Trojan nuclear
plant. Although aimost all issuers experienced rating downgrades to varying degrees, and not all of the
downgrades may have been directly related to nuclear development, it was clearly either a primary or
contributing factor in most cases.
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Table 3: Precedent rating actions for utilities involved in nuclear deveiopment
Beginning Lowest Notches
Issuer rating rating maved
‘Mabama Power - 19751987 - AZFMB. . . “Baad 7
Arizona Public Service 19811993 A2 FMB Baa3l 4
Baltimore Gas €& Electric 1974-1979 A2 FMB A2 -
Cleveland Electric {luminating 1981-1991 Aal FMB Baal 7
Commenwealth Edison 1968-1950 AaZ FMB Baal 5
Connecticut Light & Power 1972-1978 Aa2 FMB A2 3
Consolidated Edison Co of NY 1972-1973 A2 FMB Baal 3
Consumers Energy 1969-1974 Aaa FMB Aal 2
Detroit Edison 1985-1992 Baat 5§ -, Baa2 1
Duke Energy Carolinas 1972-1986 Aaz FMB Az 3
. Duguesne Light- B IR YR R AsZFMB . . gam 6
Entergy Arkansas 19731979 AZFMB 8aa2 3
Entergy Gulf States 1960-1988 A2 FMB " Ba3 7
Entergy Louisiana 1983-1988 Baa3 FMB Ba2 2
Entergy Mississippi 1981-1987 A2 FMB Baz 6
Florida Power & Light 1972-1984 Aal FMB A2 3
Georgia Power 1975-1990 Baa2 FMB Baa2 -
Houston Light & Power 1987-1994 Al FMB A3 1
i itinois Pawer 1984-1989 42 FMB Baal 4
., Indiana Michigan Power 1973-1979 A2 FMB Baa2 3
lowa Electric Light & Power 1973-1977 Aa2 FMB Baa2 4
Jersey Central Power & Light 1968-1980 AZ FMB Baz ]
Kanisas Gas & Electric . 19821986 BaaZFMB =~ -Baal 1
Long tsland Lighting 1972-1990 AZFMB B2 12
. Metrapalitsn Edison . . " ¢ - .1973-1984- AZFMB - o 0 o B2 9
New England Power o 1971-1992 a2 FMB Al ' 2
Niagara Mohawk Power 1968-1988° Ana FMB " Baa? o]
Northemn Indiana Public Service 1973-198% AaZz FMB Baa2 ]
Northern States Power (MN) 1970-197¢ Aa2 FMB Aaz -
NSFAR Electric 1971-1990 AaZ FMB Baa? 6
Ohlo Edison 1975-1988 AaZ FMB Baal 7
Pacific Gas & Electric 1983-1988 A1 FMB Al
Philadelphia Electric Company 1973.1991 Aaa FMB Baal 9
PPL Electric Utilities 1982-1986 Aaz FMB A2 3
Progress Energy Carolinas 1970-1987 Aal FMB Baa2 6
Progress Energy Florida 1975-1981 AZ FMB A2 -
= Public Service Coof Colerado . . 19761990 Aal FMB B & A
Public Service Co of New 1980-1991 Baal FMB Caal 4
Hampshire
- PlbllcService Electric & Gais ~ © . A9FYASBF - .. Aa2€MB . . Aad o .
Puget Sound Energy ' " 1978-1986 8aa2 FMB oM 2
 “Rochester Gas & Electric 1969-1975 Aa2 FMB A2 3
i South Carolina Electric & Gas 1979-1985 A2 FMB Al +1
: Southern California Edison 1979-1985 AaZ FMB Aa2

[ R R - S ==a
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Beginning Lowest Notches
Issuer Period rating rating moved
Texas Utilities 1989-1945 flaal FMB Baal 1
Toledo Edisen 1977-1988 Baal FMB Baal 1
Union Electric 1980-1988 A2 FMB Baa2 3
Virginia Electric and Power 1971-1982 Aal FMB A2 3
Wisconsin Pubtic Service 1969-1975 Aal FMB .Az 3

Metrics show no meaningful improvement

Among electric utilities—both non-nuclear and nuclear vertically integrated companies~~many key financial
credit metrics have remained reasonably steady in recent times. While a stable financial profile reflects our
sense of the sector's relative stability and predictability, we are becoming increasingly concerned that the

nuclear utilities do not appear likely fo see any meaningful improvement over the near to intermediate term.

Because companies that build naw nuclear generation will increase their overall business and operating risk
profiles, we believe they will need to compensate with near-term financial policies that produce strong financial
cradit ratios. While a constructive reguiatory relationship will help mitigate near-term credit pressures, we will
remain on guard for potential construction delays and cost overruns that could lead to future rate shock and/or
disallowances of cost recovery. Given the lengthy construction time needed for nuclear projects, there Is no
guarantae that tomomrow’s regulatory, political, or fuel environments will be as supportive to nuclear power as
today's.

Table 4: Credit comparisons of nuclear and non-nuclear utilities

Integrated Utility {non-nuclear) Integrated Utility {nuciear)

Average of 38 companies in peer Average of 25 companies in peer

group group

7-yr S-yr 3-yr 2008 Tyr 5-yt 3-yr 2008

Debt: / Capitalization 43% 43% A2% 44% 4% 42% 4% 43%
Debt / ERITDA 38 3.2 3.3 3.8 3.0 30 33 3.3
Debt, / Revenues 82% 80% 79% 83% 84% 2% 81% 6%
CFO / Debt 23% 22% 2% 13% 6% 6% 6% 24%
{CFO Pre-W/C) / Debt 24% 23% 2% 2% % 26% 26% © 25%
FFQ / Debt 2% 25% 24% 24% 27% 27% . 26% 24%
EBFTDA'/ interest Expense 6.4 65 64 - 60 - 6B - 6T US4 63
{CFO Pre-W/C + Interest) / Interast '
Expense 5.5 5.5 5.3 5.3 5.8 5.9 5.9 6.0
{CFO Pre-W/C-Dividends) / Capex - 78% 72% 61% 60% 89% 83% CYe%. . 69%
; {CFO Pre-W/C-Dividends) f Debt 17% 17% 17% 17% 20% 20% 20% 20%

i
t
|
|
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We can apply the same general financial-profile views to the parent companies that are now pursuing new
nuclear construction:

Table 5: Credit conditions of parent companies seeking to build nuciear power
generation

Parent - nuclear

Average of 14 companies in peer group

7-yr Syr 3-yr 2008

Debt / Capitalization 55% 54% 54% 56%
Debt / EBITDA 3.8 3.6 3.2 1.2
Debt / Revenues 131% 121% 123% 126%
CFO / Debt 17% 18% 18% 16%
(CFO Pre-W/C)./ Debt 18% 19% 20% 18%
FFO / Debt 19% 20% 20% 19%
EBITDA / Intérest Expense S as 470 a8 43
{CFQ Pre-W/C + Interest) / lnterest

Expense 4.2 4.4 4.4 4.2
(CFO Pre-W/C-Dividends) / Capiex 101% 109% B7% 75%
{CFO Pre-W/C-Dividends) / Debt 14% 15% 15% 13%

Benefits of near-term recovery are limited

New nuclear power construction appears to enjoy strong political and regulatory support in a number of
jurnisdictions, especially in the southeastern states, where there is now legislation afoot to promote it. This
support typically involves the regulators in the decision-making process on the business side; regular reviews
of the sponsors’ capital budgets; and real-time recovery of financing and other charges associated with the
construction process.

Navertheless, regulatory fisks will persist over the longer term, and we increasingly think it unlikely that
everything will work out as intended. We are concerned with the size of the investments being made sven
before the NRC grants a COL; the ongoing potential risks from displacement technclogy developments over
the course of the construction period; and the recovery of sizeable sunk costs, should an issuer abandon a
project in the future.

These longer-term risks are difficult to quantify today, but the possibility of abandoning a construction project
should not be fully dismissed, regardless of the low probability of such an occurrence today We remain
concerned that should an issuer walk away from a nuclear project, for whatever reason, its multi-billion
investment may not be fully recovered, or it may be amortized over a long-term period. This could introduce
some malerial financial distress for aimost any issuer.

Public Power and Cooperatives are positioned with
flexible cost recovery mechanisms but rate pressure is
expected

A number of municipally owned and not-for-profit cooparatives are partners in several new nuclear

development projects. Several ol these issuers have already begun raising significant amounts of debt to
finance their share of the up-front development costs associated with these projects.

mne 2000 ® Spacial Comment ® Moody's Global Infras"uct;urwil}inance — New Nuclear Generation: Ratings P;';z;s;.we. fncreaslng
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Pubiic power utilities have begun to take proactive approaches lo their participation in these projects to
mitigate the burden. The Municipal Electric Authority of Georgia, for example, built a sizable reserve in excess
of $700 million and found off takers for some of its initial ownership share to mitigate the financial burden of its
ownership in the Vogtle 3 and 4 nuclear project. San Antonio CPS has begun to educate its customer base
and to examine its rale process to begin to fund construction in advance of the construction schedule.

Nevertheless, despite their more levered balance sheets, we still consider the municipals and cooperatives
better-positioned than the invesior-owned utilities, because of their self-regutating rate authorities.

Yet one of the challenges associated with pursuing a new nuclear project is the size of the investment. These
entities—lika their investor-owned counterparts-—risk the prospect that their customers wilt be unable to
absorb steadily increasing rates. Ongoing economic turmail in the U.5. amplifies this risk over the near to
intermediate term and municipals and cooperatives do not have an ability to raise equity capital.

Is size an issue?

One possible sclution might be for ulilities to create partnerships for building new nuclear generation, thereby
diluting this risk through various sharing machanisms. Even some of the largest utility and power companies in
our sector pale in comparison to the largest industrial customers, and to the foreign power companies, some of
which could be strong candidates for such partnerships:

Table &: Relative size comparison of other energy companies

Sr. 2008
Company Unsec. Debt* 2008 Revenue* 2008 Assets
Large energy companies
Electricity de France (EdF) Aal $82,985 $87,833 - $279,618
Exxon Mobil Aaa $56,596 $425,07 $295,024
BP plc Aal 558,862 $361,143 $250,816
uU.S. UTILITIES
Exelon . Baal $18,069 : 518,859 . . $’4§,524
Southern Al $20,276 517,127 $49,380
Duke Energy Baa2 $16,721 $13,207 $53,968
SCANA Corporation Baa1 $4,972 $5,319 $11,567
NRG Energy Bal CFR $9,275 56,885 $25,071

*in § millions

Conclusion

The likelihood that Moody's will fake a more negative rating position for most issuers actively seeking to build
new nuclear generation is increasing. With only about 24 months remaining before the NRC begins issuing
licenses for new projects and major investment begins, few of the issuers we currently rate have taken any
meaningfut steps to strengthen their balance sheets. Considering these new projects tend to raise an issuer's
business and operating risk profiles, the utility’s overall credit profile appears weaker.

Most issuers still have some time to revise their financing policies. Even so, we are concerned that the turmaoil
in the financial markets, continued uncertainty associated with Federal loan guarantees, and the general tenor
associated with bank credit facilities and liquidity will make such revisions more difficult in the future.
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In order to defend existing ratingis, or to limit nregative rating actions, we will look for investor-cwned utilities to:

= create sirategic partnerships, to share costs and risks;

= increase reliance on equity as a component to financing pians;

s moderate their dividand policies to retain cash flow; and

» adopt a "back-to-basics” focus on core electric utility operations, posing less distraction for management

In addition to this “back to basics” focus on core operations and management, we would expect municipal and
cooperative utilities o increase up-front rates to consumers, in order to build liquidity cushions and prevent
rate shocks.

From a risk mitigation perspective, the prospect of seeking business partners—particularly major multinational
energy companies with some experience in the huclear arena—might also be worth exploring as a good way
to preserve liquidity and cash flow, while still reaping the banefits of new nuclear power generation.

ETOE June 2009 @ Special Comment 8 Moody's Global Infrastructure Finance - New Nudlear Generation: Ratings Pressure ncreasing
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Appendix A: Historical rating actions

Alabarria Fower

A.riiana Public Service

Baltimore Gas &:Electric.
Cleveland Electric Rluminating

Commorwealth Edison .
Connecticut Light & Power
Consolidated Edison Co of NY
Consumers Energy

Detroit Edisan

Dukrz Energy Carouﬁas
: Dugtiesne:Light

Entergy Arkansas
. Entergy-Guif States

Entergy Louisiana

Entergy Mississippi

Florida Power & Light
Georgia Power
* Houston Light & Power )
Htinols Power

Indiana Michigan Power
lowa Electric Light & Power

Jersey Central Power E Light
Kansas Gas & Eiectric

Long Island Lighting

:-Metrupnlitan Edison

New England Power

1984

Period

A9T8-1987

1981-1993

» 19741979

1981-1993

1968-1990

1972-1978
1972-1978
1969-1974

-1985-1992

1972-1986

© 1974-1988

1973-497%

1986-1989

1983-1988

1981-1987

1972-1984

C 197541990 -

" 19871994

19731979

19731977

1968-1980

1982-1986

1972-1990

1971-1992 “

A2 FME downgraded ki
" 1982 follaweq by

A2 FRE,

1989 -

Comment

muluple
1983,1984,:1985, 1986

A2 FMB downgraded to A3 in 1982, Baa2 in 1984,
Baalin 1989 upgraded to Baa2 in 1992

Aa? Fmg downgraded to Al In 1981 Al in 1954
Baa2 in 1985, Baal in 1993

Aa? FMB downgraded ta A2 in 1920, A3 fn 1984,
Baal in 1987

Aa2 FMB downgraded to A2 in 1974
A2 FMB dowmgraded to Baa2 in 1974
Aaa FMB downgraded to AaZ in 1972

Baa3 Sr. Sec. upgraded to Baa1 in 1985,
downgraded to Baa2 In 1987 followed by
upgrades to Baal in 1990, A3 in 191

Aal FMB downgraded to AZ in 1973; upgraded to
A1 1982, Aa3 in 1983 and Aa2 in 1984

AaZ FMB dowmgraded to A2 in 1979, Adin 1982
Baa1 in 1984 and BaazZ in 1987

AZ FMB dawngraded to Baal in 1974

A2 FM8 downgraded to BaaZ in 1982, Baa3 in -
1984, follew by ipgrade to Baa2 in 1985 and
downgrade to Ba2 in 1986 and to Ba3 in 1987

Baa3 FMB downgraded to Ba2 in 1985, followed
by upgrade to BaaZ in 1986, downgraded to Ba2
in 1988 then upgraded back to Baa3 in 1988

Al FMB downgraded to A3 and again to Baal in
1982, downgraded to Bal in 1985, followed by
upgrades to Baa2 and again to Baal in 1986

Aa2 FMB downgraded to A2 in 1974, followed by
upgrades to A1 in 1982 and Aal in 1984

. Baa2 FMB upgraided | to am in 1982, downgraded
o toBaa2in 1987 .

A2 FMB downgraded te Al in 1989 upgraded to
A2 In 1993

=A2FMBdowngradedmAlin1986 ’(oBaa.Zin

1988 and Baa3-in 1989
A2 FMB downgraded to Baai in 1975

Aa2 FMB downgraded to AZ in 1974, to BaaZ in
1973, followed by upgrade to A2 In 1977

AZ FMB downgraded ta BaaZ in 1972 and Ba2 in
1980

Baal FMB downgraded te Baal in 1982, upgraded
ta Baa? in 1986

Aal 5r. Sec. downgraded {0 AZ in 1979, to BaaZ
in 1980, upgraded to Baal in 1982, followed by
downgrade to Baa3} in 1983, to BZ quickly
followed by upgrade to 8a3 in 1984, Ba1 in
1989 and Baa3 in 1990

A2 FMB dawngraded to' Baal 1979, 82 in 1950

AaZ FMB downgmded to Aa3 h 1982 A1 In 1988

Clinton: @

Reactor

Palo VYerde

Capert Chiffs .-

Perry

Dresden / Quad Cities f Zion /
LaSalle / Byron / Braidwood

Cann. Yankee / Yankee Rowe

Indian Paint

Patisades

Fermi

Oconee f McGuire / Catawba

Beaver Valléy: - ..

Arkansa§ Nuclear

Riverbend '

Waterford

Grand Gulf

Turkey Point / St. Lucie

--Hatch I Vogtle .

South Texas Prcuect

Cook
- Buane Amold

Oyster Creek / Three Mile Island
Wolf Creek

Shoreham

Three Milé Istand -

"Vt Yankee / Seabrook
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Moody’s Related Research

Special Comments:

New Nuclear generating Capacity: Potentiat Credit implications for U.S. Invester Qwned Utilities, May
2008 {109152)

EU Climate Change Strategy, May 2008 {108846)

Decommissioning and Waste Costs for New Generation of Nuclear Power Structures, May 2008
(109086)

Moody's Analytical Adjustments for Nuclear Energy Liabilities in EMEA, Dacember 2007 (106604)

Credit Challenges Ahead For Public Power: Difficult Decisions on New Generation Capacity, Navember
2007 (105997)

New Nuclear Generation in the United States: Keeping Opfions Open vs Addressing An Inevitable
Necessity, October 2007 (104977}

Storm Clouds Gathering on the Horizon for the North American Electric Utility Sector, August 2007
{103941)

Environmental Regulations Increase Capital Costs for Public Power Electric Utitities, June 2007
(103616)

Regulation Of Greenhouse Gases: Substantial Credit Challenges Likely Ahead For U.S. Public Power
Electric Utilities, June 2007 (103356)

Regulatory Pressuras Increase For 1.3, Electric WHilities, March 2007 (102322)

Moody's Comments on the Back to Basics Strategy for the North American Electric Utility Sector,
Novernber 2006 (100660)

To access this report, click on fthe eniry above. Note that this refarence is curment as of the date of publication of this report
and that morg recent reporfs may be avaifable. Alf research may not be available to alf clients.
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FitchRatings

KNOW YOUR RiSK

Overview

Fitch Ratings’ “U.S. Electric and Gas Financial Peer S5tudy” presents
comparative financial ratios, as of Dec. 31, 2008, for 170 companies divided
into five peer groups. The peer groups consist of utility parent companies
(UPC), integrated electric utility operating companies (IUC), electric and gas
utility distribution companies (UDC), midstream gas companies (MID) and
competitive generating companies (CGC). A more detailed explanation of
the five categories appears in the table on page 3. Within each peer group,

the companies are grouped by their issuer default rating (IDR}.

The data indicates that leverage measures for state-regulated utilities
increased moderately in 2008. The rise was evident for both the IUC and
UDC peer groups and is reflective of higher capital expenditures, primarily
for infrastructure improvements, and in the case of the iUC group,
environmental upgrades, as well as increased working capital requirements,
largely related to higher fuel and power procurement costs, which peaked in
August 2008 and have since subsided, and increases in accounts receivable
and uncollectible accounts. Despite the rise in leverage, interest coverage
ratios were only moderately lower, indicating the majority of utilities were
ablie to fund at reasonable rates with little change in the embedded cost of
debt despite difficult capital market conditions. The rise in capital
expenditures should moderate in 2009 as a number of utilities have
responded to recessionary pressures with reductions in capital spending
plans in 2009 and beyond, but will remain at elevated levels that will
continue to place upward pressure on leverage. The reduction in commodity
prices since the August 2008 peak should ease working capital requirements
if sustained throughout the year, although lower commodity prices could
increase collateral postings for companies reliant on long-term power
purchases.

For the third consecutive year, credit quality measures for the CGC group
improved in 2008, albeit more medestly than prior years. Fitch attributes
the improved financiat performance to higher realized margins on energy
sales for the majority of 2008, and hedging activities that locked in
favorabte pricing, which more than offset a decline in power prices in the
fourth quarter. Fitch expects 2009 to be a challenging year for the CGC
group, and the sector outlook is negative, Fitch anticipates that lower
demand for electricity in 2009 as a result of the U.5. and global economic
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slowdown, combined with a continuation of lower natural gas prices, will
lead to lower energy margins. The impact on individual companies will
depend to a large degree on their hedging positions. Companies that are
unhedged or have substantial hedges rolling off in 2009 will be more
adversely affected than those companies with hedges that were put in place
during the first half of 2008 and extend beyond 2009.

Credit quality of the MID peer group alsc improved in 2008, largely due to
the strong commodity prices that persisted for much of the year before

Falls £ 3 Fh f, i irvys| i H
falling off in the fourth quarter. Similar to the CGC group, credit quality

measures in 2009 are likely to be adversely affected by a continuation of
lower natural gas prices expected for the remainder of 2009.

Using the Data

This study is intended to be used as an analytical tool to compare the
relative financial performance of companies within, and between, rating
categories, The peer study is not intended to be predictive of rating
changes, since financial ratios in isolation do not determine credit ratings.
Fitch’s credit criteria incorporate a variety of other quantitative and
qualitative factors. In addition, ratings are also materially affected by
linkage to affiliates, different levels of business risk and other qualitative
factors. While the peer study includes a table showing median financial ratios
for each rating category within the five peer groups, these should not be
construed as target ratios for the rating category. The medians reflect a single
point in time, and in many cases are based on a small sampling.

In reading this report, it is important to note that the financial ratios, other
than return on average common equity, are calculated on an adjusted basis.
As in previous peer studies, Fitch adjusted the financial ratios to exclude
neonrecurring items such as restructuring charges, asset impairments and
nonrecurring gains and losses. Financial ratios have also been adjusted to
exclude the effect of issuing utility tariff bonds, sometimes referred to as
transition bonds or rate reduction bonds, where the instruments are serviced
through a dedicated revenue stream (see note on page 19). Of the 170
companies included in the peer study, 37 are affected by these adjustments,
These companies are footnoted. In many instances, debt is also adjusted to
include off-balance-sheet debt or debt equivalents or to exclude non-
recourse debt. It is also important to note that Fitch's definition of EBIT and
EBITDA excludes non-operating income.

U.5. Electric and Gas Financial Peer Study June 2009
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Several other adjustments were made in calculating the financial ratios. Lastly, financial ratios are adjusted to reflect the equity credit attributed to
Interest expense is calculated before any credit for atlowance for borrowed hybrid securities, which may be reported as either debt or preferred stock.
funds used during construction (AFUDC) and/or capitalized interest. Funds (For more information, please refer to Fitch’s criteria report, “Equity Credit
from operations (FFQ) is defined as cash from operations, as reported, for Hybrid & Other Capital Securities,” dated June 25, 2008, and available at
before changes in working capital. Debt ratios include on-balance-sheet www. fitchratings.com. }

leases, including those that may be reported as other liabilities and only
detailed in feotnotes. For further explanation of the financial ratios in this
report, please refer to the definitions on pages 18 to 19.

Peer Group Descriptions

Peer Group Acronym  Explanation

Utility Parent Companies UPC The utility parent companies peer group includes both pure holding companies and parent operating companies with one or more diversified
subsidiaries. The business risk profites of utility parent companies remain widely disparate, which often accounts for the rating discrepancy among
companies with similar ratios. On the iow end of the risk spectrum are utility parent companies that own one or more pure distribution companies
with no commeodity price risk, such as NSTAR and Consolidated Edisen, Inc. At the high end of the risk spectrum are parent companies that derive a
significant portion of earnings before interest and taxes {EBIT) from non-regulated businesses, which generally have greater earnings volatility.

Integrated Electrie Utility Operating Companies  1UC Integrated electric utitity companies are those that centinue to own both electric generation assets and a distribution network within a single legal
entity. The distribution network may provide electric service only or may be a combination of electric and gas. While the distribution networks
continue to be state-regulated, that is not necessarily the case for generation assets. In some jurisdictions, the generation assets have been
deregulated, but have not been transferred to a separate subsidiary.

Utility Distribution Companies unc The utility distribution peer group includes a mix of electric, gas and combined electric and gas delivery systems, The electric distribution companies
in this peer group include pure delivery companies with na supply obligation and others that may retain the provider of last resort (POLR)
cbligations. Within this group, companies that retain the POLR obligation and have fixed tariffs have the highest risk profile. Gas distribution
companies that are not pure delivery systems generally have commeodity pass-through mechanisms. The pass-through will usually reduce the tevel of
business risk.

Midstream Gas Companies MID Midstream gas companies are generaily interstate pipeline companies that are regulated by the Federal Energy Regulatory Commission (FERC). One
notable exception i3 DCP Services Midstream LLC, which gathers, processes and produces natural gas and transports, markets and stores natural gas
liquids.

Competitive Generating Companies €GC The competitive generating companies are entities that derive the majority of EBIT from whalesale electric generation, including affiliates of regulated

utilities, or other non-regulated businesses.

Source: Fitch Ratings.

1J.S. Electric and Gas Financial Peer Study  June 2009 3
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Peer Medians by Rating Category

(As of Dec. 31, 2008}

Interest Coverage (x) lL.everage Capital Structure (%) Liquidity Prefitability (%)
Operating EBIT/ QOperating EBITDA/  FFO/Interest Debt/Operating FFQ/ Debt/ Total Debt’ Total Hybrid Equity/ Common Equity/ % internal Operating
Interest Expense Interest Expense Expeanse EBITDA (x) Debt (%) FFO (x) Total Capital Total Capital Total Capital  Generation Margin ROE

Utility Parent Companies

1.7 4.6 47.3 51.7 {4.4) LX:3 1.5

A 4.8 6.8 5.3 2.9 1.0

A 3.7 5.3 5.6 3.6 2.2 4.5 56.0 0.8 43.5 41,9 11.4 13.6
A 4.0 5.5 3.9 4.0 14.0 71 58.6 0.2 41.2 53.7 14.9 13.1
BBB+ 35 4.8 4.3 3.7 1.4 4,7 53.0 0.9 45.3 63.9 20.8 17.3
BBB 2.4 4.1 kR 47 15.4 6.5 6.6 0.2 3.2 8.0 14.8 9.2
BBE- 2.3 3.7 3.9 4.6 14.0 71 61.2 — 38.1 63.6 16.5 8.1
BB+ 0 3.5 32 49 13.6 77 70.6 23 26.3 54.5 1.4 12.6
BB 0.z 1.2 1.9 13.9 5.6 17.8 57.8 1.9 8.0 8.7 1.9 (16.2)
BB- 1.7 25 by 65 10.5 2.5 62.8 — 7.2 3.2 15.6 6.8
B 0.7 1.1 1.3 10.9 1.2 44.9 105.5 — 5.0) 49,7 04 {624.0)
Utility Distribution Companies

A+ 5.6 8.2 7.4 2.7 30.2 3.4 47.1 1.0 51,4 58.6 15.5 13.4
A 3.1 1.5 5.9 41 15.9 63 5.0 — 35.0 (51.5) 4.0 %.2
. 3.3 4.8 4.7 41 2.8 4.4 47.9 — 52.1 5.9 9.5 10.1
BBB+ 32 47 4.4 3.5 20.9 4.8 49.0 0.3 48.8 28.0 1.3 9.2
BBEB 3.0 47 3.9 3.5 18.7 5.4 54.8 0.4 44.1 50.1 10.9 9.3
BBB- 1.5 42 3.9 4.1 5§73 5.8 550 — 45.4 44.5 12.0 5.6
BB+ 2.4 4.8 1.8 34 15.0 5.3 49.5 — 56.5 %6.8 19.7 9.3
Integrated Utility Companies

A+ 4.0 6.1 5.6 32 23.9 11 47.1 1.0 51.9 18.0 12.9 1.3
A 4.5 6.5 5.7 13 23.4 43 52.0 11 46.6 48.5 6.9 12.0
A- 3.7 5.7 5.4 1z 5.6 19 51.7 0.6 46.3 52.1 14.5 12.1
[ 4.4 6.3 5.5 31 5.6 19 51.6 0.6 47.1 47.9 18.3 121
BBB 2.5 4.0 4% 4.0 19.2 52 516 0.1 46,4 47.4 12.6 8.9
BBB- 7.5 4.2 4.2 40 3 45 5.9 1.4 44.0 66.8 12.6 8.4
BB+ 1.9 2.9 1.9 5.8 5.5 (1.5) 57.9 0.1 4.0 68.4 1.5 8.6
BB 1.8 2.8 1.2 5.3 14.8 6.7 56,4 — 41.9 45.0 9.9 6.0
Midstream Companies

BEB+ 8.0 2.7 9.0 1.8 45.6 2.2 65.4 — 29.1 1.7 10.2 79.2
BEB 3.5 4.7 4.4 41 19.6 5.1 53.6 — 46,4 52.9 1y 131
BBB- 3.3 4.1 4.6 32 8.6 35 40.9 - 59.1 64.7 358 4.1
BB+ 2.5 ER 34 4.4 14.1 73 67.8 1.5 19.4 67.6 292 (40.49)
Competitive Generation Companies

BBB+ 7.6 8.5 7.5 1 411 6 48.9 — 52.0 132.0 7.7 27.9
BEB 4.4 5.4 43 34 18.1 55 54.6 — 45.3 25.3 .3 15.4
BEB- 3.3 5.1 5.3 9 324 33 59.7 —_ 3n7 12,9 35.7 30.7
BB+ 2.3 26 10.5} 1.8 {16.3) 6.1} 427 = 56.8 (3,875.0) 2.4  (15.7)
BS 2.0 0.9 9.8 1.7 9.1 1.0 26.9 — 731 922 39.0 11,5
BB~ 1.8 2.2 17 6.4 127 79 71.0 — 28.1 1321 0.8 s
B+ 3.6 4.1 2.8 3.0 7.2 63 56.7 — 16.5 878 30.8 no
B 1.5 23 2.2 5.3 9.8 12.0 55.8 — 42.8 55,5 19.0 4.2

EBIT - Earnings before nterest and taxes. EBITDA — Earnings before interest, taxes, depreciation and amortization, FFQ - Funds frem operations

4 U.5. Electric and Gas Financial Peer Study June 2009
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Utility Parent Companies
(As of Dec. 31, 2008)

Interest Coverage (x} Leverage Capital Structure (%) Liquidity Profitability (%}

Operaling EBIT/  Gperating EBITDA/  FFO/interest  Debt/Operating FFO/ Debt/ _ Total Deby Total Hybrid Equity/ Common Equity/ % internal Operating

Interest Expense Interest Expense Expense EBITDA (x) Debt (%) FFQ (x} Totai Capltal Total Capital Total Capital Generation Margin ROE
A+ IDR
WGL Holdings, Inc. 4.8 6.8 5.3 2.9 1.7 4.6 47.3 1.0 51.7 (4.4} 88 1.5
Median 4.8 6.8 5.3 7.9 1.7 4.6 47.3 1,0 51,7 (4.4 8.8 115
A IDR
FFL Group, inc.” 3.3 4.8 4.9 35 210 4.4 51.4 71 41.5 116.6 7.1 146
Nicor Inc. 4.6 8.9 1.0 3.5 19.2 5.2 56.0 — 44.0 {44.4% 4.3 1.5
OGE Energy Cop. 37 5.5 6.4 3.4 27.4 386 56.5 — 43.5 a1.9 1.3 129
Sempra Energy 1.4 5.3 5.6 19 2.2 4.5 47.3 0.8 50.3 17.5 114 137
Southern Company .7 5.2 4.9 3.8 20.9 5.0 56.7 3.0 40.3 53.4 0.5 136
A Median 3.7 5.3 5.6 kX ] 2.2 4.5 56,0 0.8 43.5 419 11.4 136
A-IDR
AGL Resources, Inc. 4.1 5.5 39 4.0 13.3 7.5 60.1 — 39.1 7.7 17 13.1
Laclede Growp, inc. {The) 3.8 5.0 kR -1 4.1 13.4 7.5 55.5 — 44.5 (121.’.) 5.0 17.1
MDAV Resources Group, Inc. 7.5 11.8 10.9 1.7 485 21 389 0.2 60.8 0.8 .. 13.0 1.4
NSTAR 4.0 5.8 5.4 3.6 AR 4.7 58.9 0.7 40.4 57.1 15.9 136
National Fuel Gas Company 6.4 8.6 8.2 1.7 49,7 2.0 40.7 — 59.3 95.2 20.3 16.6
SCANA Corporation 2.9 4.2 37 4.5 14.6 7.1 59.6 1.1 39.3 28.2 13.3 11.5
Wisconsin Energy Corporation .7 4.1 3.7 4.8 13.8 7.3 58.6 0.3 41.2 53.7 14.9 11.2
A- Median 4.0 5.5 ER 4.0 14.0 74 58.6 Q.2 41.2 53.7 14.9 131
BBB+ IDR
Ameren Corparation® 33 4,8 4.9 39 20.4 4,9 52.4 1.0 46.5 49.2 17.5 8.2
Consalidated Edison, Inc, 2.9 41 3.7 4.3 14.8 6.8 50,7 0.8 485 — 122 1.7
DPL Inc 4.4 5.2 5.2 1.7 7.1 3.7 611 0.7 38.2 100.0 7.2 6.5
Dominion Resources, Inc. 318 4.8 4.7 3.5 1.6 4.4 60.3 3.6 36.2 48.6 2.9 18.8
Exelon Corporaticn® 6.8 8.1 7.4 1.9 41.8 2.4 50.8 1.5 47.7 135.4 8.6 25.8
Midamerican Energy Holdings Company 2.4 3.0 .9 5.1 12.7 7.9 66.0 0.3 33.2 85.7 2.1 18.%
Public Service Enterprise Group Incorporated® 4.8 5.9 5.0 2.4 7.8 16 49,1 ‘D4 50.5 86.0 19.2 15.8
Xcel Energy, Inc 2.5 4.0 4.2 38 211 4.7 53.8 1.4 44.0 2.1 12.4 9.7
BBE+ Median 3.5 4.8 4.8 17 .4 4.7 530 0.9 453 63.9 0.8 17.3
BEB IDR
American Electric Power Co., Inc.” 2.7 4.2 19 4.4 15.9 6.3 61.0 0.2 389 47.1 17.2 13.3
Black Hills Corp. 2.8 4.7 5.4 4.7 15.9 5.0 $3.5 — 46.5 28.0 14.8 10.4
Constellation Energy, Inc.* 2.4 38 1.8 5.2 1.9 25.7 65.9 59 28.0 (B5.5) 446 (3.2
PTE Energy Company” 1.4 4.2 4.9 41 223 4.5 54.7 1.6 43 4 78.4 1.6 9.2
Energy East Corporation 2.0 3.0 1.5 5.3 9.7 0.3 60.6 a3 n.2 12.6 11.4 1.5
FirstEneigy Corp.* 14 5.5 4.1 3.2 17.4 5.8 63.9 = 36.1 51.0 09 156
{DACORP, Inc. 2.4 1.7 31 49 11.8 8.5 52.2 — 47.8 33.6 19.8 7.8
Northeast Utilities* 2.3 4.1 3.3 5.0 1.1 2.0 1.7 0.1 38.7 2.9 9.8 8.8
Pepca Holdings, Inc.* 2.4 15 4.4 50 19.4 5.2 56.7 0.1 43.2 0.4 7.0 73
PPL Corporation® 4.1 5.2 4.0 3B 15.4 6.5 61.8 1.6 3.5 55.7 233 17.5
Progress Energy Inc, 2.5 .7 3.4 4.7 14.6 6.8 57.7 0.3 459 4.7 18.4 9.7
888 Median 1.4 4.1 3.9 4.7 15.4 6.5 0.6 0. 39.2 28.0 14,8 9.2

*excludes debt, revenue, amortization and interest expense associated with the issue of utllity tariff bonds, sometimes referred to as rate reduction bonds or securitization bands. EBIT - Earnings before interest and taxes. EBITDA - Earnings
before interest, taxes, depreciation and amortization. FFO - Funds from operaticns. Continued on next page.
Source: Fitch Ratings, company reparts.
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Exhibit No. (TRS-22)
Page g of 20

FitchRatings Corporates

NDW YOUR RISK

Utility Parent Companies (Continued)

(As of Dec. 11, 2008)

Interast Coverage {x) Leverage Capital Structure (%) Liquidity Profitability (%}

Operating EBIT/  Operating EBITDA/  FFO/Interest  Debt/Oparating FFO/ Debt/  Total Debt/ Total Hybrid Equity/ Common Equity/ % internal  Operating

Interest Expense Interest Expense Expanse EBITDA (x) Debt{%¥) FFO g Total Capital Total Capital Total Capital Generation Margin ROE
BEB- IDR
Altegheny Energy, Inc.” i3 4.0 19 3.9 18.5 5.4 6.5 — 43.4 64.5 4.0 14.7
CILCORP Inc. 21 3.6 1.9 6.0 13.4 7.5 61.2 0.7 38.1 57.7 10.5 5.7
CenterPoint Energy, Ihc.* .3 3.5 3.9 4.8 17.5 57 7.9 — 20.1 431.7 10.3 3.1
Edisan International 3.0 4.4 3.4 318 14.0 7.2 59.1 34 36.5 84.0 19.1 13.5
Entergy Corporation® 3.6 5.2 6.2 3.5 8.5 N c) 57.0 1.4 9.4 12,3 17.4 15.4
IPALCO Cnterprises, Inc. 1.9 3.0 27 41 14.0 7.1 98.0 2.5 ©.6) 100.9 4.4 (6762}
NiSource Inc. 2.3 3.7 EX ] 5.1 13.6 7.3 61.6 — 384 4.4 10.3 1.6
Pinnacle West Capital Corpacation 2.3 39 4.8 4.6 20.9 4.8 55.6 — 44.4 836 16.5 6.9
TECC Energy, Inc. 1.7 2.6 .7 5.1 121 8.2 62.2 —_ 3ré 37.6 it4 8.1
6BB— Median 1.3 7 3.9 4.6 14.0 7.1 61.2 —_ 81 [3X 16.5 3.1
BB+ iDR
M5 Energy Corporation® 2.0 35 3.2 4.9 13.0 7.7 70.6 2.3 6.5 54.5 11.4 12.6
BB+ Madian .0 1.5 32 4.9 3.0 7 70.6 2.3 26.5 54.5 11.4 12.6
BB IDR
PNM Resources, Inc. 0.2 1.2 1.9 139 5.6 17.8 57.8 1.9 33.0 8.7 1.9 (16.2)
BB Median 0.2 1.2 1.9 13.9 5.6 17.8 57.8 1.9 18.0 8.7 1.9 (16.2)
BB~ IDR
NV Energy, inc. 1.7 2.5 2.7 6.5 10.5 9.5 628 — 7.2 3.2 15.6 6.8
BB Median 1.7 .5 7 6.5 10.5 9.5 62.8 — ET ) 23.2 15.6 6.8
B IDR
Energy Future Hotdings Corparation® 0.7 1.3 1.3 10.9 2.2 449 105.5 — 9.0 5.7 20,4 (624.0}
B Madian 0.7 1.1 1.3 10.9 1.2 44.9 105.5 —_ 9.9 49.7 20.4 (624.0)

*Exciudes debt, revenue, amortization and interest expense associated with the issue of wutility tariff bonds, sometimes referred to as rate reduction bends or securitization bonds. EBIT — Earnings before interest and taxes. EBITDA — Earnings
before intorest, 1axes, depreciation and amertization. FFQ — Funds from operations.
Source: Fitch Ratings, company reports.
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PROGRESS ENGERY FLORIDA
DOCKET NO. 090079-El

Exhibit No. (TRS-22)
Page 11 of 20

FitchRatings Corporates

KNOW YOUR RISK

Integrated Utility Companies (Continued)

(As of Dec. 31, 2008)

Interast Coverage (x) Leverage Capital Structure (%} Liquidity Profitability (¥}

Operating EBIT/  Operating EBITDA/  FFO/Interest Debt/Cperating FFO/ DebU _ Total Debl/ Total Hybrid Equity/ Commen Equity/ % internal  Operating

Interest Expense Interest Expense Expenss EBITDA (x} Debt (%) FFO(x) Total Capital Total Capital Total Capital  Generation Margin  ROE
BBE— IDR
Arizona Public Service Company 2.7 4.5 5.5 3.9 25.6 3.9 53.0 = 47.0 65.0 18.3 7.8
Avista Corporation 2.3 3.5 3y 4.1 20.1 4.9 51.0 39 45.1 359 1.0 7.7
Consumers Energy Company” iz 5.3 6.2 33 29.1 34 53.2 0.4 46,3 68.7 11.8 9.9
Empire District Electric Company 2.0 3.3 3.6 4.8 16.4 6.1 55.1 1.0 41.9 2315 17.4 1.5
Tniergy Arkainas, inc. [ 5.1 6.7 4.0 8.0 36 54.4 1.7 419 12,0 8.8 2.9
Entergy Louisiana, LLC 2.7 4.8 116 33 87.2 1.5 46,9 .4 50.7 187.3 8.2 5.5
Entergy Mississippi, Inc. z.9 4.6 4.3 3.3 21.4 4.7 50.4 2.7 46,9 19.0 9.2 8.6
indiana Michigan Pawer Company 1.2 31 4.1 5.5 18.3 5.5 63.5 0.2 36.3 118.2 15.1 9.4
Indianapelis Power & Light Company 4.4 71 8.1 13 4318 13 5.8 2.6 42.6 98.1 244 162
Kentucky Power Company 1.9 3.2 2.8 4.9 11.3 8.9 58.0 = 42.0 36.9 9.8 6.4
Northwestern Corporation® 2.7 4.0 4.2 13 23.2 4.3 53.5 = 46.5 116.8 13.4 8.6
Westar Energy, Inc. 1.9 3.3 17 6.3 128 7.8 58.1 0.3 at.6 8.1 15.5 8.8
BBB- Median .5 4.2 4.2 4.0 2.3 4.5 53.9 1.4 44,0 66,8 1.6 8.6
BB+ IDR
Entergy Gulf States, inc. 1.9 2.9 5.2 5.8 25.0 4.0 62.2 0.2 75 147.4 85 11.0
Entergy Texas, Inc.* 19 2.8 {1.4) 5.9 (14.1} 7.1 51.5 — 46.5 (10.7) 6. 6.1
BB+ Median 1.% 2.9 1.9 5.4 5.3 (1.5) 57.9 (] 42.0 68.4 7.5 B.6
BB IDR
Entergy New Orleans, Inc. 13 4.5 5.1 27 309 3.2 55.2 3.0 4.9 84.3 85 175
Nevada Power Company d/b/a NV Energy 1.8 1.6 29 6.3 1.6 8.6 36.4 = 43.6 18.9 15.9 6.0
Public Service Company of New Mexico 1.0 .0 .9 2.8 108 9.3 51.7 03 44.7 45.0 7.2 {2y
Sierra Pacific Power Company dfb/a NV Energy 2.3 3.4 3.5 5.1 14.8 6.7 61.4 —o 38.6 (14.7) 15.3 9.7
Tucsan Electric Power Company 1.0 2.4 1z 5.3 17.3 5.8 70.1 — 9.9 9.7 9.9 0.7
BB Median 1.8 2.6 32 5.3 14.8 6. 56.4 - 41.9 45,0 9.9 8,0

*Excludes debt, revenue, amortization and interest expense associated with the issue of utility tariff bonds, sometimes referred to as rate reductien bonds or securitization bonds. EBIT - Earmings before interest and taxes. EBITDA - Earnings

before Interest, taxes, depreciation and amertization. FFO — Funds from operations.
Source: Fitch Ratings, company reports.
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PROGRESS ENGERY FLORIDA
DOCKET NO. 090079-El

Exhibit No. (TRS-22}
Page 13 of 20

FitchRatings Corporates

Utility Distribution Companies {Continued)

{As of Dec. 31, 2008)

interest Coverage (x} Leverage Capital Structure (%) Liquidity Profitability (%)
Cperating EBIT/  Operating EBITDAS  FFO/Interest Debt/Operating FFO/ Debt/ Total Debt/ Total Hybrld Equity/ Common Equity/ % internal  Operating

Interest Expense Interest Expense Expense EBITDA (x) Debt (%) FFO (x) Total Capital Total Capital Total Capital  Generation Margin ROE
BB IDR
Central (llingis Public Service Company 1.4 kX1 4.4 5.0 18.9 5.3 51.1 3.6 45.3 104.2 4.3 2.5
Illingis Power Cormpany* 1.0 1.5 1.2 9.5 7.9 2.6 53.2 1.3 45.4 34.4 6.2 0.2
Metropolitan Edison Company 4.0 £.1 5.0 2.3 1.2 4.7 44.6 — 55.4 117.2 10.5 8.6
Michigan Conselidated Gas Company 1.3 39 31 5.6 9.5 1.5 61,5 — 38.5 (26.4} 74 9.6
Ohig Edison Company 31 5.4 4.1 2.6 2.0 4.5 54.0 — 42.0 15.8 14.8 14.8
uneer Etectric Delivery Company” 3.0 A4 37 3.2 158 %3] AN - 59.3 45.2 e 6.8)
Pennsylvania Eiectric Company 34 5.5% 5.4 3.2 5.0 4.0 52.7 — 47.3 56.3 11,5 8.7
Rochester Gas & Electric Corp. 1.6 3.3 33 4.7 14.2 7.0 61.7 — 6.3 43.7 135 0.7
BBB- Madian .8 4.2 1.9 4.1 17.3 5.8 53.0 — 45.4 44,5 12.0 5.6
BB+ IDR
Cleveland Electric Illuminating Company 4.1 6.0 4.2 .6 20.8 4.8 55.1 — 449 219.7 28.4 13.4
Commonwealth Edison Company 1.9 33 4.3 4.3 pAN 3 4.2 41.2 1.3 57.4 113.2 10.9 3.c
Texas-New Mexico Power Company 28 5.0 31 .7 1.4 8.7 439 —_ 56.1 80.4 6.8 [P ]
Toledo Edisen Campany 21 4.6 1.4 10 17.2 53 61,7 — 38,3 (145.0) 12.6 15.5
BE+ Median 2.4 4.8 18 34 19.0 5.3 49.5 — 50.5 96.8 19.7 9.3

*Excludes debt, revenue, amartization and interest expense assoctated with the fssue of utility tariff bands, sometimes referred to as rate reduction bonds or securitization bonds. EBIT — Earnings before Interest and taxes. EBITDA - Earnings
before interest, tanes, depreciation and amortization. FFQ - Funds from operations.
Source: Fitch Ratings, company reports.
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FitchRatings Corporates

KNGW YDUR RISK

Midstream Companies
(As of Dec, 31, 2008)

Interest Coverage (x} Leverage - Capital Structure {X) Liquidity Profitability (%}

Operating EBIT/ Operating EBITOA/  FFO/Interest  Debt/Operating FFO/ Debt/  Total Debt/ Total Hybrid Equity/ Commen Equity/ % internal  Operating

Intarest Expense Interest Expense Expense EBITDA (x} Debt (%) FFO (x) Total Capital Total Capital Total Capital  Generation Margin ROE
BEB+ IDR
DCP Midstream, LLC 8.0 9.7 2.0 1.8 45.6 1.2 65.4 — 291 "7 0.2 %2
BBB+ Median B.0 9.7 9.0 1.8 45.6 2.2 65.4 ' — 9.1 1.7 102 792
8BB IDR .
CenterPoint Energy Resources Corp. 34 4.4 3.8 4.1 15.3 6.6 53.6 — 46.4 48.9 7.6 10.6
Northwest Pipeline Cerporation 4.3 6.1 6.2 2.4 35.% 2.8 369 — 631 {2Z7.8) 6.0 isq
Panhandle Eastern Pipe Line Campany 3.5 4.7 4,4 4.7 15.8 6.3 59.7 — 40.3 631 42.9 121
Spectra Erergy Capital, LLC* 1.2 3.0 4.0 5.0 19.6 31 61.7 — 4.0 20.4 28.1 18.2
Transcontinental Gas Pipe Line Corp. 4.0 6.4 5.5 1.0 34.2 2.5 26,9 — 731 52.9 2.7 41
BBB Median 3.5 4.7 4.4 4.1 19.% 5.1 53.6 _ 46.4 5.9 32.7 1341
BBE- DR
Colorado Interstate Gas Company 4.0 4.9 5.6 30 29.8 3.4 41,6 — 57.4 L.t 47.4 16.3
El Paso Natural Gas Company 3.0 3.9 4.5 33 7.4 ar 393 e 60.7 9.6 45,9 7.4
Scuthern Natural Gas Company 16 43 4.7 2.8 30.7 3] 36.6 —_ 63.4 61.6 50.2 15.1
Southern Union Company 2.5 3.4 3.4 4.2 16.9 5.9 53.7 9. 37.0 67.7 18.7 13.2
Tennmessee Gas Flpeline Company 21 3.4 315 34 21.9 4.6 3.3 — 65.7 115.4 e 3.5
Wiltiams Companies, Inc. 19 5.9 6.2 2.0 43.3 2.3 463 Q. 49.8 89.4 20.6 191
BBB- Median 3.3 4.1 4.6 3.2 28.6 3.5 40.9 —_ 591 64.7 kLR 14.1
BE+ IDR
El Paso Corporation 5 3.8 3.4 3.9 16.4 6.1 76.2 0 17.8 80.3 45,5 (22.0}
Knight Inc. 1.5 39 33 5.0 11.8 8.5 59.5 — 2111 34.9 12.9 (58.%)
B5+ median .% 3.9 3.4 4.4 14.1 7.3 67.8 1.5 19.4 7.6 9.1 (40.4)

*Ratios reflect consolidated parent company financials. EBIT - Earnings before interest and taxes. EBITDA — Earnings before interest, taxes, depreciation and amortization. FFO — Funds from operations.
Source: Fitch Ratings, company reports,
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FitchRatin

KNOW YEUR RISK
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Hybrid Debt and Equity Adjustments

{As of Dec. 31, 2008)

PROGRESS ENGERY FLORIDA

DOCKET NO. 090079-El

Exhibit No.

Page 17 of 20

Corporates

(TRS-22)

Note: Equity credit based on Fitch eriteria, Continued on next page.

Source: Fitch Ratings, company reports.

Amount Amount

Qutstanding % Equity Outstanding % Equity

Company Name Security Type ($ Mmil.) Credit  Company Naime Security Type ($ ML) Credit
AEP Texas Centrat Company Cumutative Preferred Stack [3 75 Entergy Louisiana, LLC. {umulative Preferred Stock 100 75
AEP Texas North Company Cumulative Preferred Stock 2 75  Entergy Mississippi, inc, Cumulative Preferred Stock 50 75
Alabama Power Company Cumulative Preferred Stock 342 75  Entergy New Orleans, Inc. Cumulative Preferred Stock 20 75
Alabama Power Company Preference stock 343 100 Enterprise Products Operating, L.P. Junior Subordinated Notes 1,233 75
Ameren Corparation Cumulative Preferrec Stock 195 75  Exelon Corp, Cumulative Preferred Stock 87 75%
Appalachian Power Company Cumulative Preferred Stock 18 75 Exelon Corp. Trust Preferred Securities 390 75%
. Atlantic City Electric Company Cumuiative Preferred Stock & 75 Florida Power Comporation Lumulative Preforred Stock 34 75
Avista Corp. Junier Subordinated Notes 113 75 FPL Group Capital Junior Subordinated Debentures 2,384 75%
Baltimare Gas and Electric Company Cumulative Preferred Stock 40 75  Georgia Power Company Nen-Cumulative Preference Stock It 100%
Baltimore Gas and Electric Company Preferred Stock 150 75  Georgia Power Company Non-Curnulative Preferred Stock 45 100%
Baltimore Gas and Electric Company Trust Preferred Securities 258 75  Gulf Power Company Preference Stock 93 75%
Carolina Power & Light Company Cumulative Preferred Stack 59 75 Ilinois Power Company Cumulative Preferred Stock 46 75%
Central Hudson Gas & Electric Corp Cumulative Preferred Stock 21 75 Ingiana Michigan Power Company Cumulative Preferred Stock 8 75%
Central lilingis Light Comnpany Cumulative Preferred Stock 19 75 Indianapoiis Power & Light Company Cumulative Preferred Stock 60 75%
Central Ilinois Public Service Company Lumultative Preferred Stock 50 75 MDU Resources Group, Inc. Cumulative Preferred Stock 15 75
Lentral Maine Power {ompany Cumulative Preferred Stock 14 75 MidAmerican Energy Company Cumulative Preferred Stock 30 75
CILEORP Inc. Cumulative Preferred Stock 19 75 midAmerican Energy Holdings Company Cumulative Preferred Stock 128 75
CMS Energy Corporation Cumulative Preferred Stock 294 73 Mirant Americas Generation, LLC Preferred Stock 345 100
Comed Financing Il Trust Preferred Securities 206 75 Mirant Mid-Atlantic, LLC Preferred Stock 1 100
Connecticut Light and Power Co., Cumulative Preferred Stock 16 75  Mirant North America, LLC Preferred Stock b3R| 100
Loanecticut Natural Gas Cumulative Preferred Stock 1 75 Mississippi Power Company Cumulative Preferred Stock 33 75
{onsolidated Edison Co. of NY Cumulative Preferred Stock 13 75 New York State Electric & Gas Corp Cumulative Preferred Stock 10 75
Consolidated Edison, Inc. Cumulative Preferred Stock 713 75 Northeast Utilities Cumulative Preferred Stock 116 75
Constellation Energy, Inc. Preference Stock 190 75 Northern Iilinois Gas Company Cumulative Preferred Stock 5 75
Constellation Energy, Inc. Trust Preferred Securities 258 75 NRG Energy, Inc. Cumulative Preferred Stock 1,100 75
Constellation Energy, inc. Junior Subordinated Debentures 450 75 NSTAR Cumutative Preferred Stock 43 75
Constellation Energy, inc. Mandatorily Redeemable Preferred Stock 1,000 o] NSTAR Electric Co. Cumulative Preferred Stock 43 75
Consumers Epergy Company Cumuiative Preferred Stock 44 75  Ohio Power Company Cumulative Preferred Stock 17 75
Dayton Power and Light Cumuiative Preferred Stock 13 75  Pacific Enterprises Cumulative Preferred Stock 80 75
Dominion Resources Enhanced Junior Subordinated Notes 800 75 Pacific Gas and Electric Cumulative Preferred Stock 258 75
Dominion Resources Trust Preferred Securities 268 75 PacifiCorp Cumulative Preferred Stock 41 75
Dominign Resgurces Cumulative Preferred Stock 257 75 PECO Energy Co. Cumulative Preferred Stock 87 75
DPL, Inc. Cumulative Preferred Stock 23 75 PECO Trust (Il & PECO Trust [V Trust Preferred Securities 134 5
DTE Energy Company Trust Preferred Securities 289 75  PEPCO Holdings Cumulative Preferred Stock 6 75
Edison International Preference Stack a7 100 PNM Resources Inc. Cumulative Preferred Stock 112 75
Edison International Cumulative Preferred Stock 120 75 PPL Lapital Funding, inc. Junior Subordinated Notes 500 75
El Paso Corporation Cumulative Preferred Stock 750 75 PPL Electric Utilities Corp, Cumulative Preferred Stock 51 75
Empire District Electric Company Trust Preferred Securities 50 75 PPL Electric Utilities Corp. Preference Stock 250 100
Energy East Cumulative Preferred Stock 25 75 Progress Energy Inc. Cumulative Preferred Stock 91 75
Entergy Arkansas, Inc. Cumulative Preferred Stock 116 75 PSERG Cumulative Preferred Stock 80 75
Entergy Corp. Cumutative Preferred Steck N 75  Public Service Company of New Mexico Cumulative Preferred Stock 12 75
Entergy Corp. Equity-linked Notes 500 100  Public Service Company of Oklahoma Cumulative Preferred Stock 5 75
Entergy Gulf States, Inc, Cumulative Preferred Stock 10 75 Public Service Enterprise Group Inc. Cumulative Preferred Stock 80 75
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KHOW YOUR RISK

Hybrid Debt and Equity Adjustments (Continued)
{As of Dec. 31, 2008}

PROGRESS ENGERY FLORIDA
DOCKET NO. 090079-El

Exhibit No. (TRS-22)
Page 18 of 20

Corporates

Amount Amount

Outstanding % Equity Outstanding % Equity
Company Name Security Type (5 Mil.} Credit  Company Name Security Type (3 Mil.) Credit
San Diego Gas & Electric Company Cumulative Preferred Stock 79 75  Southern Union Company Preferred Stock 115 100
SCANA Corporation Cumulative Preferred Stock 106 75  Southwestern Electric Power Company Cumulative Preferred Stock 5 75
SCANA Corporation Preferred Stock 7 100  Teppco Partners, L.P. Junior Subordinated Notes 300 75
Sempra Energy Cumuiative Preferred Stock bl 75  Union Electric Company Curulative Preferred Stock 113 75
south Carolina Electric & Gas Co. Cumulative Preferred Stock 106 75  Virginia Electric Power Co. Cumulative Preferred Stack 257 75
Soutlh Carolina Electric & Gas Co. Preferred Stock 7 100 Washington Gas Light Company Cumulative Preferred Stock 28 75
Seuthemn California Edison Cumuiative Preferred Siuck i 75 Westar Enorgy, inc. Cumulative Prafarrad Stack 21 7=
Southern California Edison Preference $tock 300 100 WOGL Holdings, inc. Cumulative Preferred Stock 8 75
Southern California Gas Company Cumulative Preferred Stock 2 75 Williams Companfes Inc. Junior Subordinated Debentures 53 75
Southern Company Cumulative Preferred Stock 175 75  wisconsin Electric Power Cempany Cumulative Preferred Stack 30 75
Southemn Company Preferred Stock 45 100  Wisconsin Energy Corporation Cumulative Preferred Stack 30 75
Southern Comparny Preference Stock &b2 100 Xcel Energy Inc. Cumulative Preferred Stock 105 75
Southern Union Company Junier Subordinated Notes 600 75  Xcel Energy Inc. Junior Subordinated Notes 400 75
Note: Equity credit based on Fitch criteria,
Source; Fitch Ratings, company reperts.
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FitchKRatings

NOW YOUR RISK

Corporate Ratio Definitions

Earnings Before Interest and Taxes (EBIT) Interest Coverage
Numerator: Operating income before nonrecurring items plus above-the-line
state and federal income taxes, if applicable.

Denominator: Gross interest expense including distributions on hybrid
securities, before credit for capitalized interest and/or debt component of
atlowance for funds used during construction (AFUDC). For parent
companies, subsidiary preferred dividends are also added to interest
expense.

Earnings Before Interest, Taxes, Depreciation and
Amortization (EBITDA) Interest Coverage

Mumerator: Operating income before nonrecurring items plus above-the-line
state and federal income taxes, if applicable, plus depreciation and
amortization.

Denominator: Gross interest expense including distributions on hybrid
securities, before credit for capitalized interest and/or debt component of
AFUDC. For parent companies, subsidiary preferred dividends are also added
to interest expense.

Funds From Operations (FFQ) Interest Coverage

Numerator: Net cash flow from operations, as reported, before changes in
working capital plus gross interest expense including distributions on hybrid
securities, before credit for capitalized interest and/or debt component of
AFUDC,

Denominator: Gross interest expense including distributions on  hybrid
securities, before credit for capitalized interest and/or debt component of
AFUDC. For parent companies, subsidiary preferred dividends are added to
interest expense.

Debt/EBITDA

Numerator: Total long- and short-term debt, including capitalized lease
obligations and the debt component of hybrid securities, plus off-balance-
sheet debt or debt equivalents, less utility tariff bond debt plus current
portion of long-term debt and capitalized lease obligations.

18
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Corporates

Denominator: Operating income before nonrecurring items plus above-the-
line state and federal income taxes, if applicable, plus depreciation and
amortization,

FFO/Debt

Numerator: Net cash flow from operations, as reported, before changes in
working capital.

Denominator: Total long- and short-term debt, including capitalized lease
obligations and the debt component of hybrid securities, plus off-balance-
sheet debt or debt equivalents, less utility tariff bond debt, plus current
portion of long-term debt and capitalized lease obligations.

Debt/FFQ

Rumerator: Total long- and short-term debt, including capitalized lease
obligations and the debt component of hybrid securities, plus off-balance-
sheet debt or debt equivalents, iess utility tariff bond debt, plus current
portion of long-term debt and capitalized lease obligations.

Denominator: Net cash flow from operations, as reported, before changes in
working capital.

Debt as % of Total Capitalization

Numerator: Total long- and short-term debt, including capitalized lease
obligations and the debt component of hybrid securities, plus off-balance-
sheet debt or debt equivalents, less utility tariff bond debt plus current
portion of long-term debt and capitalized lease obligations.

Denominator: Total long- and short-term debt, including capitalized lease
obligations and the debt component of hybrid securities, plus off-balance-
sheet debt or debt equivalents plus the equity portion of hybrid securities
plus comman equity.

Hybrid Equity as % of Total Capitalization
Numerator: Equity portion of hybrid securities.

Denominator: Total tong- and short-term debt, including capitalized lease
obligations and the debt component of hybrid securities, plus off-balance-
sheet debt or debt equivalents plus equity portion of hybrid securities, plus
common equity. i

U.5. Electric and Gas Financial Peer Study June 2009




FitchRatings

KHGW YOUR RISK

Corporate Ratio Definitions (Continued)

Common Equity as % Total Capitalization
Numerator: Total common equity.

Denominator: Total long- and short-term debt, including capitalized lease
obligations and the debt component of hybrid securities, plus off-balance-
sheet debt or debt equivalents, plus equity component of hybrid securities
plus common equity.

% Internal Cash Generation
Numerator: Cash from operations, as reported, before changes in working
capital, minus preferred/preference and common dividends.

Denominator; Gross capital expenditures plus investments in nuclear
decommissioning funds.

Operating Margin
Numerator: Operating income before nonrecurring items plus above-the-line
state and federal income taxes, if applicable.

Copyright © 2009 by Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries. One State Strest Plaza, NY, NY 10004,
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Corporates

Denominator: Total operating revenue,

Return on Average Common Equity
Numerator: Earnings available for common shareholders.

Denominator: Beginning-of-year common equity plus end-of-year common
equity divided by two.

Note: The above ratios are adjusted to exclude the effect of issuing utility
tariff bonds, sometimes referred to as rate-reduction bonds or transition
bonds. The adjustments affect the calculations of EBIT, EBITDA, interest
expense, debt, FFO and internal cash generation. The income statement
adjustments have the effect of reducing EBITDA by the amount of payments
to the utility tariff bond trust, which is roughly equivalent to the interest
and principal payments on the utility tariff bonds, and EBIT and interest
expense by the amount of the interest payments on the bonds. The full
amount of the utility tariff bonds are also excluded from debt in calculating
leverage ratios, and FFO is reduced by the debt amortization,

Telephone: 1-800-753-4824, {212 908-0500. Fax: (212} 480-4435. Reproduction or retransmission in whole or i part is prohibited except by permission. All rights reserved. Alt of the information contained herein is based on information obtained from issuers, other

abligors, underwriters, and other sources which Fitch believes to be reliably
wind. A Fitch rating is an opinion as to the creditworthiness of a security,
providing a Fitch rating s neither a prospectus nor a substitute for the informal

e. Fitch does not audit or verify the truth or accuracy of any such Information. As a result, the information 10 this report is provided “as #57 without any representation or warranty of any
The rating does not address the risk of loss due to risks other than credit risk, unless such risk s specifically mentioned. Fitch is not engaged in the offer or sale of any security. A report
tion assembled, verified and presented to wnvestors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed, suspended, or withdrawn at anytime

for any reascn in the sole discretion of Fitch, Fitch does nol provide investment advice of any sort. Ratings are not a recomimendation to buy, seil, or hold any security, Ratings do not comment on the adequacy of market price, the suitability of any security for &

particular investor, or the Lax-exempt nature or taxabitity of
USD750,000 (or the applicable currency equivalent) per issue. In cerl

f payments made in respect to any security, Fitch receves fees from issuers, insurers, guarantors, other ebligors, and underwriters for rating securities. Such fees generally vary from USD1,000 to
tain cases, Fitch will rate all or a number of issues issued by a particular issuer, or jnsured or quaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected 10

vary from USD30,900 to LISD1,500,000 (or the applicable currency equivalent), The assignment, pubtication, or dissemination of a rating by Fitch shali not constitute & consent by Fitch to use 1ts name as an expert in connection with any registration statement fied
under the United States securities laws, the Financial Services and Markets Act of 2000 of Great Britain, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available 10
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Reviewing Existing Criteria--And A Few Refinements

From time to time, Standard & Poor's has revisited the methodology employed for making the financial
adjustments that incorporate the obligations created by PPAs in its credit evaluations. This article
discusses the most recent refinements. It also includes a discussion of additional areas that are under
consideration as potential future refinements to our ratings methodology. While we expect very modest, if
any, rating changes to result from these modifications, the proposed modifications are being disseminated
in this article in the interest of ensuring the ongoing transparency of our rating methodology.

Standard & Poor's published its original PPA criteria in 1991, and provided updates in 1993 and 2003.
During this time, the industry has eslablished a very strong track record of demonstrating the viability and
effectiveness of the various recovery mechanisms that state regulators have established for costs
associated with contracted generation capacity. Recovery mechanisms have largely performed as
intended, and related write-offs have proven to be very low. These results justify the continued application
of risk factors that serve to temper, often substantially, the amaunt of debt imputation. Ensuring meaningful
comparability in the financial commitments among utilities that are building and those that are purchasing
capacity to satisfy load obligations is the rationale for our imputation of debt and debt service for PPAs.
PPAs essentially represent substitutes for direct, debt-financed, capital investments. In a sense, a utility
that has entered into a PPA has contracted with a supplier to make the financial investment on its behalf.
The analytical goal of our financial adjustments for PPAs is to reflect the fixed obligation in a way that
depicts any credit exposure that is added by the presence of PPAs. That said, a PPA also shifts various
risks to the supplier, such as construction risk and most of the operating risk. As a result, the principal risk
borne by a utllity that relies on PPAS is the recovery of the financial obligation in rates. While it is the utility
that must of course make these payments, however, to the extent that regulators and, in certain cases,
legislatures, have structured recovery to assign the burden to ratepayers, the utilities' risk diminishes.

Refinements To The Methodology

With only modest liberalization of the treatment of PPAs, we are perpetuating the current ratings criteria.
Current guidelines for utilities whose capacity payments are recovered in base rates provides for the
application of a 50% risk factor to the NPV of the capacity payments. This approach will continue. The
NPV is calculated using the ulility's average cost of debt (excluding securitization debt), rather than the
standardized 10% discount rate used previously. For purposes of adjusting cash flow measures, implied
interest expense is calculated on the imputed debt amount. This is accomplished by applying the average
cost of debt to the relevant year's imputed debt level.

To date, where PPA capacity costs were recovered through a fuel adjustment clause (FAC), as compared
with base rate recovery, a risk factor of 30% has been generally used in lieu of the 50% risk factor. We
view the recovery of the capacity component of a PPA through a FAC as providing greater certainty and
timeliness than recovery through a base rate mechanism. (The base rate mechanism generally has
greater potential for under-recovery due 1o variations in volume sales and fluctuations in fuel prices over
time.} Based on the effectiveness of FAC mechanisms, we will adjust modestly the risk factor of 30% down
to 25%.

We recognize that there are certain jurisdictions that have true-up mechanisms that are more favorable
and frequent than the review of base rates, but still do not amount to pure FACs. Some of these
mechanisms are triggered when certain financial thresholds are mel or after prescribed periods of time
have passed. In these instances, a risk factor between the revised 25% FAC risk factor and the 50% risk
factor will be employed in calculafing adjusted ratios.

In those instances where recovery of PPA-related capacity costs is guaranteed by a legislative
mechanism, the level of the risk factor will be determined by the timeliness provided by the legisiative true-
up mechanism. The strength of the mechanism can result in risk factors as low as 0% because
legisiatively prescribed recovery mechanisms are viewed as providing utilities with a greater level of
protection than that provided by regulatory orders.

There are a number of utilities to which Standard & Poor's does not impute any PPA-related debt.
Specifically, Standard & Poor's does not impute debt for supply arrangements if a utility acts merely as a
conduit for the delivery of power (e.3., because it has been transformed into a pure transmission and
distribution wutility by regulators or legisiation that has directed the divestiture of all generation assets). For
example, in New Jersey, the vertically integrated utility companies were transformed into pure
transmission and distribution utilities. The state commission, or an appointed proxy, leads an annuai
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auction in which suppliers bid ta serve the state's retail customers, and the utilities are protected from
supplier default. In New Jersey, the power supply function of the state's utilities has essentially been
reduced to the delivery of power and the coliection of revenues from retail customers on behalf of the
suppliers. Therefore, while Standard & Poor's has continued to impute debt to New Jersey's utilities for
qualifying facility and exempt wholesale generator contracts to which the utilities are parties, we do not do
so for other electricity supply contracts where the utilities merely act as conduits between the winners of
the regulator's supply auction and the end-user, retail customers.

Finally, Standard & Poor's is abandoning the practice of not imputing det for contracts with terms of three
years or less. in addition to abandoning our historical three-year ruie, we are contemplating applying an
evergreen mechanism for short-term contracts. Because expiring contracts must be replaced with either
debt-financed capacity additions or replacement PPAs for regulated utilities to meet load serving
obligations, Standard & Poor's must look beyond the termination of near-term and intermediate-term
contracts to approximate the fixed obligations that will succeed the current contracts in evaluating a utility's
financial profile.

The process of providing evergreen treatment to cutstanding contracts is imprecise. Uncertainties
surround the ievel of capacity prices that should be assumed and the duration for which contracts should
be extended to reflect the load-serving obligation. Therefore, we welcome input on evergreen-related
issues as we refine these aspects of the criteria over the next 45 days.

Adjusting Financial Ratios

Standard & Poor's determines the debt equivalence that it will add to a utility's balance sheet as a result of
being a party to a PPA by calculating the NPV of the annual capacity payments over the life of the contract
because it is the capacity payment that represents the vehicle that funds the recovery of the supplier's
investment in the generation asset.

Where the PPA contract price is staled as a single, all-in energy price, Standard & Poor's will use a proxy
capacity charge, stated in dollars per kilowatt-year, and multiply that figure by the number of kilowatts
under contract. This number will be updated from time to time to reflect prevailing costs for the
development and financing of the marginal unit, a combustion turbine. This is a departure from the
historical practice of simply halving all-in energy payments and assuming a one-to-one ratio of energy to
capacity payments. This new element of the rating methodology will also be applied to generation with
extremely low variable costs whose price is stated as an all-in energy price, such as nuclear and wind
generation.

The discount rate used in calculating an NPV, imputed debt, and imputed interest expense is the utility's
average interest rate on its outstanding debt (exchuding securitization related debt). Standard & Poor's
multiplies the NPV of the stream of capacity payments by the appropriate risk factor, which will generally
be 25% for capacity payments that are recovered through fuel adjustment clauses and 50% for capacity
payments that are recovered in base rates. This amount is added to a utility's reported debt to calculate
adjusted debt. Similarly, Standard & Poor's imputes an associated interest expense by multiplying a given
year's NPV of PPA-related capacity payments by the risk factor and the company's average interest rate
on outstanding debt. The resuiting number is added to reported interest expense to calculate adjusted
interest coverage ratios.

Key ratios affected include:

¢ Balance sheet debt is increased by the calculated NPV of the stream of capacity payments, after
the application of the risk factor, which is added to the numerator and denominator in calculating an
adjusted debt-to-capitalization ratio;

o The implied interest expense derived from applying the average interest rate to the NPV figure is
simuitanecusly treated as a reduction in power purchase expenses and added to interest expense
for the calculation of the adjusted funds from operations (FFQ) to interest ratio; and

¢ The FFO to total debt ratio is adjusted by adding the NPV of capacity payments, after the
application of the risk factor, to debt in the denominator and an implied depreciation expense is
added to FFO.

The depreciation expense adjustment, the last element of the principal financial adjustments cited above,
represents a new element within the context of financial adjustments for PPAs (though it has been a long-
standing component of the analytical adjustments for leases). Adding an implied depreciation expense to
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FFO is another element that aligns the analytical treatment of PPAs with the concept of purchased power
as a substitute for self-build. The depreciation expense adjustment is a vehicle for capturing the
ownership-like attributes of the contracied asset and has the effect of mitigating some of the ratio impact of
debt imputation.

The mechanics of these adjustments are illustrated in the table.

Adjustments To Ratios

(Mil. §) Year 1 Year 2 Year 3 Year 4 Year 5 Thereafter
Funds from operations 2,500
Interest expense 650
Directly issued debt 10,000
Shareholders' equity 9.000
Fixed capacity commitments 500 500 500 500 500 4,000

NPV of fixed capacity commitments
Using a 6.5% discount rate 4,079
Applying a 25% risk factor 1,020

Unadjusted ratios

FFOfinterest (x) 4.9
FFO/total debt (%) 25
Debt/capitalization (%) 53

Ratios adjusted for debt imputation

FFQfinterest {x)* 46
FFO/total debt (%] 23
Debt/capitalization (%)§ 55

*Adds implied interest to the numerator and denominator. Also adds implied depraciation to the numerator. fjAdds implied depreciation to
the numerator and adds implied debt to total debt. §Adds implied debt to both the numerator and the denominator.

Clearly, the higher the risk factor, the greater the effect on adjusted financial ratios. The NPV of the PPA
will typically decrease as the maturity of the contract approaches, but on a portfolio basis, the overall NPV
may remain somewhat static as old contracts roll off and new ones are executed.

Conclusion

Absent legislative assurance of recovery, or an obligation that is little more than a fiduciary role for a
transmission and distribution utility, PPAs constitute a financial risk by adding fixed obligations, though
history is clearly on the side of full recovery. There is ample evidence that utility regulators and
commissions have intended these costs to be for the account of the ratepayer, which justifies the
continued use of risk factors. The modest revisions to our methodology seek to perpetuate our use of
financial adjustments that reflect the legislative and regulatory protections that mitigate regulated utilities’
exposure to the fixed obligations created by PPAs.

Additional Contacts: John W Whitlock, New York (1) 212-438-7678;
john_whitlock@standardandpoors.com

Jeanny Silva, New York (1} 212-438-1776;
jranny_silva@standardandpoors.com

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities
designed to preserve the independence and objectivity of ratings opinions. The credit ratings and observations contained herein
ara solely statemants of opinion and not statements of fact or recommaendations o purchase, hold, or sell any securities or make
any other investment decisions. Accordingly, any user of the information contained herein shouid not rely on any credit raling or
other opinion contained herein in making any investment decision. Ratings are based on information received by Ratings
Sarviges, Other divisions of Standard & Poor's may have information that is not available to Ratings Services, Standard & Poor's
has established policies and procedures to rnaintain the confidentiality of non-public information received during the ratings
process.

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such
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Major Rating Factors

Strengths: Corporate Credit Rating
e Regulatory environment is supportive of credit quality; BBB4+/Stable/A-2
e Strong plant operations with above-average capacity and utilization factors;

and

* Sound liquidity position including few meaningful maturities through 2010.

Weaknesses:

e Customer growth declined significantly as a result of the slowdown in the economy;

e Debt leverage is high leading to aggressive consolidated financial profile; and

o Significant capital expenditures to meet load growth and environmental requirements may pressure consoliidated

financial profile unless costs are recovered on a timely basis.

Rationale

The ratings Florida Power Corp. (d/b/a Progress Energy Florida Inc., PEF) reflect the consolidated credit profile of
its parent, Progress Energy Inc. (Progress).

PEF is Progress' second largest subsidiary contributing about 45% of cash flow and providing electricity ro 1.64
million customers in central and northwestern Florida. While the service territory has historically demonstrated
attractive demographics and exhibited above-average customer growth, the recent economic slowdown has
significantly reduced the number of new customers during 2008 to less than 1%. The customer base consists of
residential and commercial customers that contribute 70% of sales, industrial customers at 8%, and wholesale sale
customers at 15%. Total generating capacity is 9,400MW with coal/steam providing 38% of energy needs, nuclear
13%, gas 26% and purchases 21%.

The company is operating under a favorable, four-year rate agreement that started in the beginning of 2006 and
ends in 2009 and which provides for an incentive-based framework, with revenue sharings going two-thirds to
ratepayers and one-third to PEF if certain revenue thresholds are met. The agreement did not include a base rate
increase, but base rates were adjusted by $89 million in January 2008 to account for the inclusion of the Hines Unit
4 in rate base. Standard & Poor's views the agreement, along with other past rulings, such as recavery of past
under-recovered fuel and environmental costs, and the continuation of the current storm cost surcharge to fund a
$130 million storm reserve as supportive of credit quality. In March 20089, the company filed for a $499 million
base in March 2009. Of that amount, PEF received approval to raise rates by $70 million starting July 2009
(compared to the initial request of $76 million) to recover investment in the Bartow repowering project and an
increase sufficient to earn the minimum allowed ROE of 10%. The balance of $423 million, to go into effect
January 2010, if approved by the fall of 2009, reflects recovery of investment to be completed through 2009 in the
company's generation and distribution system.

Standard & Poor’s RatingsDirect | June 15, 2009 2
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PEF also requested the use of calendar year 2010 as the rate case test year. As part of its fuel cost recovery effort,
PEF received approval in April 2009 to reduce fuel cost deferrals by $206 million. Finally, PEF requested approval
to defer recovery of $198 million of $395 million in nuclear pre-construction costs incurred through 2008, and to
recover $173 million in 2009. In May 2009, the company requested recovery of $446 million of nuclear
pre-construction costs reflecting the amount deferred from 2008 as well as costs incurred in 2009, As part of the
filing, PEF requested recovery of the amounts over five years with $236 million to be recovered in 2010. The
deferrals of the nuclear pre-construction costs reflect the need to balance cost recoveries in light of the slowdown in
the Florida economy. Nevertheless, timely recovery of all costs, including fuel and capital expenditures, is important
to support the company's overall credit quality.

PEF's plan to pursue the construction of two new nuclear units at the greenfield Levy site in Florida have been
pushed back by at least 20 months as a result of the need to delay some pre-construction work until the company
receives the combined construction and operating license. As a resulr, the new in-service date for the two units is
now 2018-2020, The regulatory framework in Florida supports new construction with recovery of pre-construction
and licensing costs, financing costs during construction, annual prudence reviews that avoid the opportunity to look
back at completed investment, and the ability to recover costs for a cancelled project. Progress has selected the
Westinghouse AP1000 design, with each unit having 1,100MW of generating capacity.

Consolidated capital spending is significant over the next few years to address environmental compliance, new
generation, uprates at existing plants, and system growth and maintenance. Total capital spending is expected to be
about $2.0 billion in 2009, $1.9 billion in 2010, and $1.65 billion in 2011, excluding nuclear fuel and new nuclear
capital expenditures. Progress has an aggressive financial risk profile and for the 12 months ended March 31, 2009,
eredit protection measures improved modestly compared to the 2008 levels, reflecting increased depreciation and
improved fuel cost recoveries. In order to support the consolidated financial profile, Progress issued about $540
million in common shares in January 2009. For the 12 months ended March 31, 2009, adjusted funds from
operations (FFO} was $2.0 billion leading to adjusted FFO to interest coverage of 3.2x, adjusted FFO to total debt
of 13.5%, and adjusted debt leverage of 61.0%.

Short-term credit factors
The short-term rating on PEF is 'A-2' reflecting the company's corporate credit rating as well as its stable

cash-generating operations.

PEF's liquidity is viewed on a consclidated basis with that of its parent, Progress, which is adequate. As of March
31, 2009, the consolidated lines of credit toraled $2.03 billion, with $450 million available at each of the urlity
operating subsidiaries (fully available at PEC, $320 million available at PEF) and expiring in 2011, and $1.13 billion
at the holding company expiring in 2012 wich about $600 million still undrawn. Progress also had $632 million in
cash and short-rerm investments. None of its bank facilities has rating triggers. There are no maturities in 2009,
$400 million in 2010, and $1 billion in 2011.

Outlook

The stable outlook on PEF reflects the outlook of its parent, Progress. The outlock on Progress reflects the
company's focus on stable, regulated electric utility operations along with an aggressive financial risk profile.
Standard & Poor's expects that the large capital spending program will be funded in a balanced manner. In

addition, ratings stability at the current level incorporates expectations of continued regulatory recovery of expenses
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in a timely manner which will lead to a gradual improvement in credit protection metrics. However, if credit
protection measures do not improve over the intermediate term such that adjusted FFO to interest coverage exceeds
3.2, adjusted FFO to total debt exceeds 14% and debt leverage declines to 60%, the outlook may be revised to
negative. In light of the company's aggressive financial risk profile and large capital spending program, a higher
rating is currently not under consideration.

Accounting

Progress's financial starements are prepared under U.S. GAAP and audited by independent auditors Deloitte &
Touche LLP who issued an unqualified opinion for 2008.

Standard & Poor's makes several adjustments to Progress's consolidated reported financial numbers. As of the end
of 2008, Standard & Poor's adds about $930.3 million as debt equivalent corresponding to power-purchase
agreements, with $57.4 million in interest expense, and $69.6 million to depreciation. The adjustment for
operating-leases adds $183.9 million in debt equivalent, $11.6 million to interest expense, and $23.8 million to
depreciation.

Progress has adopted SFAS No, 158 which requires companies as pension fund sponsors to recognize on their
balance sheet the funded status of the plans. Standard & Poor's adds $978.3 million as off-balance-sheet debt to
reflect the pension funding shortfall.

Standard & Poor's views Progress Energy's $271 million of trust-preferred securities and $93 million of preferred
and preference shares as of Dec. 31, 2008, as having intermediate equity content, ascribing 50% of each amount to
debt and the remaining 50% to equity for ratio computation purposes. The total amount of the hybrid securiry is
immaterial to the company's capital structure.

In 2008, the adjustment for asset retirement obligations (AROs) totaled $248.3 million in off-balance sheet debt,
with $79 million added to interest expense and $55.9 million deducted from adjusted funds from operations.

Table 1.

Progress Energy Inc. -- Peer Comparison* ' '

Industry Sector: Energy

Progress Energy Inc,  SCANA Corp. Duke Energy Corp. FPL Group Inc. Southern Co.
Rating as of May 29, 2009 BBB+/Stable/A-2 BBB+/Stable/NR  A-/Positive/A-2 A/Stable/-- A/Stable/A-1

--Average of past three fiscal years--

(ML $)

Revenues 9.2%6.7 4,834.3 14,217.3 15.356.7 14,5911
Net income from cont. cper. 660.0 3223 1,630.0 12937 15458
Funds from operations (FFO} 1,8493 7292 41491 34909 33528
Capital expenditures 21129 7238 3.878.1 19322 32314
Cash and short-term investments 257.3 2023 1,518.9 4817 2391
Debt 12,364.8 43204 12,3127 12,0686 17.437.0
Preferred stock 1977 56.7 G0 838.0 891.8
Equity 8.696.0 3.007.0 231118 11,6200 13,2258
Debt and equity 21,060.8 13274 40,4245 23,688.6 30,6629
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Table 1.

Progress Energy Inc. -- Peer Comparison* (cont.) ) - =

Adjusted ratios

EBIT interest coverage (x) 24 28 31 32 34
FFQ int. cov. (X} 36 37 49 6.0 45
FF/debt (%) 15.8 16.9 240 289 18.2
Discretionary cash flow/debt (%) {9.6) {6.5) {9.00 38 (7.1}
Net cash flow / capex (%) 60.9 123 738 1454 66.2
Total debt/debt plus equity (%} 58.7 59.0 428 50.9 569
Return on common equity (%!} 6.9 103 8.7 117 124
Comman dividend payous ratio {un-adj.) (%) 949 64.3 787 50.8 788

*“Fully adjusted {including postretirement abligations).

Table 2.

Florida Power Corp. dfb/a Progress Energy Florida In¢. -- Financial Summary*

Industry Sector: Electric

--Fiscal year ended Dec. 31--

2008 2007 2006 2005 2004
Rating history BBB+/Stable/A-2 BBB+/Stable/A-2 BBB/Positive/A-Z BBB/Stable/A-2 BBB/Negative/A-3
{Mil_§)
Revenues 47310 47430 4,639.0 3.955.0 358250
Net income from continuing cperations 385.0 317.0 328.0 260.0 335.0
Funds from operations {FFO) 557.8 788.7 11319 4350 5707
Capital expenditures 1.569.4 1,246.0 17.0 587.4 5756
Cash and short-term investments 19.0 230 234 2180 120
Debt 5877.2 43179 28187 3n9sg 26918
Preferred stock 1740 17.0 340 340 340
Equity 3.416.0 3090 27210 2,010 22608
Debt and equity 92932 713369 5539.7 65,6298 49525
Adjusted ratios
EBIT interest coverage (x) 27 28 41 42 5.0
FFQ int. cov. {x) 2.8 a1 17 4.4 56
FFQ/debt (%) 85 18.3 40.2 159 212
Discretionary cash flow/debt (%} |25.5) 87) 0.9 {4.9) 69)
Net Cash Flow / Capex (%} 355 83.2 $25.0 839 79
Deht/debt and equity {%) 632 58.9 50.9 BS54 544
Return on comman equity (%) 91 10.7 122 10.2 148
Common dividend payout ratio (un-adj.} {%) 0 00 nag 0 465
“Fully adjusted {including postratirement cbligaticns).
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Table 3.

feconciliation Of Florida Power Corp. d/b/a Progress Energy Florida inc. Repuﬁedﬂmuunts With Standard & Poor's

Adjusted Amounts {Mil. $)*

--Fiscal year ended Dec. 31, 2008--

Florida Power Corp. d/b/a Progress Energy Flarida Inc. reported amounts

Operating Operating Operating
income  income  income Cashflow Cash flow
Shareholders' (before (before (after Interest from from Dividends Capital
Deht equity D&A} DBA) D3A) expense operations operations paid expendiures

Reported 4,769.0 34330 986.0 986.0 680.0 208.0 51.0 51.0 20 1,595.0

Standard & Poor's adjustments

Operating 8.7 - 5.9 17 17 17 42 42 - 24
ipases '

Intermediate 17.0 {17.0) - - - 1.0 (1.0) (1.0] (1.0}
hybrids

reported as

equity

Postretirement 3153
benefit

obligations

Accrued 510 = = = - - - - -
interest not

intiuded in

reparted debt

Capitalized - - - -- - 280 (28.0} {28.0} - (28.0)
interest

Share-based - - = 10 o= -
compensation
expense

Power purchase  696.3 - 82.0 82.0 40.0 400 20 420 - -
agreements

Asset - - 17.0 $7.0 17.0 17.0 {15.0) {15.0) - ==
retirement
obligations

(20.0) {20.0) (20.0) = 176 176 -

Reclassification - = = = 940 - - - -
of nonoperating

income

{expenses)

Reclassification - - - - -- - - 487.0 - =
of

working-capital

cash flow

changes

Total 1.108.2 (17.0) 84.9 87.7 1327 87.7 198 506.8 .0 (256)
adjusiments

Standard & Poor’s adjusted amounts

Operating
incame Cash flow Funds
{before Interest from from Dividends Capitai
Debt Equity D&A)  EBITDA EBIT expense operations operations paid expenditures

Adjusted 5877.2 34160 10709 10737 812.7 295.7 708 557.8 1.0 1,569.4

*Florida Power Corp. d/b/a Progress Energy Florida Inc. reported amaunts shown are taken from the company's financial statements but might include adjustments made by
data providers or reclassifications made by Standard & Pocr's analysts. Please note that two reported amounts (operating income before D&A and cash flow from operations)
are used 1o derive more than one Standard & Poor's-adjusted amount {operating income before D&A and EBITDA, and cash flow from operatians and funds from operations,
respectively). Consequently, the first section in some tables may feature dupticate descriptians and amounts.
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Florida Power Corp. d/b/a Progress Energy Florida Inc.

Corporate Cradit Rating BBB+/Stable/A-2
Commercial Paper

Lacal Currency A-7
Preferred Stock (5 Issues) BBB-
Senior Secured {10 Issues) A-
Senior Secured {1 Issue} A/Negative
Senior Unsecured (1 lssue} A/Developing
Senior Unsecured (2 Issues} BBB+
Corporate Credit Ratings History
15-Mar-2007 BBB-+/Stable/A-2
25-Jul-2008 BBB/Positive/A-2
23-Nov-2005 BBB/Stable/A-2
25-0ct-2004 BBB/Negative/A-3
19-0ct-2004 BBB/Negative/A-2
Financial Risk Profile Aggressive
Debt Maturities
2009 30
2010 $400 mil
2011 $1.0 bil.
2012 $950 mil.
2013 $825 mil.
Related Eatities
Carolina Power & Light Co. d/b/a Progress Energy Carolinas inc.
Issuer Credit Rating BBB+/Stable/A-2
Commercial Paper

Local Currency A-2
Preferred Stock (1 Issue} BBB-
Senior Secured [9 Issues) A-
Senior Secured (11 Issues) A/Negative
Senior Secured (3 Issues) BBB+
Senior Unsecured (1 Issue) BBB+
Flarida Progress Corp.
Issuer Credit Rating BBB+/Stable/NR
Preferred Stock (1 Issue) BBB-
Senior Unsecured (2 Iésues}- BBB
Progress Energy Inc.
issuer Credit Rating BEB+/Stable/A-2
Commercial Paper

Local Currency A2
Sentor Unsecured (8 Issues) BBB

*Uniess otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the giobal scale are comparable across countries. Standard

& Pooi's credit ratings on a national scale are relative to obligors or obligations within that specific country.
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Florida Power Corp. d/b/a Progress
Energy Florida Inc.

Primary Credit Analyst:
Dimitri Nikas, New York (1) 212-438-7807; dimitri_nikas@standardandpoors.com
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Florida Inc.

Major Rating Factors

Strengths:
¢ Regulatery environment is supportive of credit quality; BBB+/Stable/A-2

¢ Artractive markets with above average customer growth; and

¢ Strong plant operations with above average capacity and utilization factors.

Weaknesses:

8 Consolidated financial risk profile is aggressive; and

e Significant capital expenditures to meet load growth and environmental requirements may pressure consolidated
financial profile unless costs are recovered on a timely basis.

Rationale

The ratings Florida Power Corp. (d/b/a Progress Energy Florida Inc., PEF) reflect the consolidated credit profile of
its parent, Progress Energy Inc. (Progress).

PEF is Progress' second largest subsidiary contributing about 45% of cash flow and providing electricity to more
than 1.7 million customers in central and northwestern Florida. The service terricory has attractive demographics
and has historically exhibited above-average customer growth. However, the recent economic slowdown has
significantly reduced the number of new customers during 2008. The customer base is largely residential and
commercial that contribute 71% of sales, industrial customers 8%, and wholesale sale customers 13%. Total
generating capacity is 9,400MW with coal/steam providing 42% of energy needs, nuclear 13%, gas 21% and
purchases 23%.

To meet furure load growth needs, PEF completed the 46 1MW Hines Unit 4 combined cycle facility, is pursuing an
uprate at its Crystal River Unit 3 nuclear plant of 180MW at a cost of $382 million to be completed by 2012, and is
considering the construction of two new nuclear units a greenfield site in Levy County. PEF will file a combined
construction and operating license for the new nuclear plants in 2008 with anticipated in-service date of around
2016. Standard & Poor's expects that if PEF proceeds with the project, it will do so in a manner that maintains the

current credit-protection measures.

The company is operating under a favorable, four-year rate agreement that started in the beginning of 2006 and
ends in 2009 and which provides for an incentive-based framework, with revenue sharings going two-thirds to
ratepayers and one-third to PEF if certain revenue thresholds are met. The agreement does not include a rate
increase, but base-rate revenues increased by about $52 million in 2008 with the inclusion of the Hines Unit 4 in
rate base, Standard & Poor's views the agreement, along with other past rulings, such as recovery of past
under-recovered fuel and environmental costs, and the continuation of the current storm cost surcharge to fund a
$130 million storm reserve as supportive of credit quality. The company plans to request recovery of the costs
related to the approved $382 million, 180MW uprate at the Crystal River nuclear plant through Florida's energy

Standard & Poor’s RatingsDirect | May 28, 2008 2
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bill and the FPSC's new nuclear cost recovery rule instead of through a fuel clause adjustment mechanism. The
regulatory framework in Florida supports construction of new nuclear plants with recovery of pre-construction and
licensing costs, financing costs during construction, annual prudence reviews that avoid the opportunity to look
back at completed investment, and the ability to recover costs for a cancelled project.

Consolidated capital spending is significant over the next few years to address environmental compliance, new
generation, uprates at existing plants, and system growth and maintenance. Total capital spending is expected to be
about $2.4 billion for 2008, $2 billion in 2009 and $1.65 billion in 2010, excluding nuclear fuel. Progress has an
aggressive financial risk profile and for the 12 months ended March 31, 2008, credit protection measures weakened
modestly compared to the end of 2007, reflecting higher cash taxes and lower fuel cost recoveries. As a result,
adjusted funds from operations (FFO) was $1.58 billion leading to adjusted FFO to interest coverage of 3.2x,
adjusted FFO to total debt of 13.2% and adjusted debt leverage of 57.7%.

Short-term credit factors
The short-term rating on PEF is 'A-2' reflecting the company's corporate credit rating as well as its stable

cash-generating operations.

PEF's liquidity is viewed on a consolidated basis with that of its parent, Progress, which is adequate, As of March
31, 2008, the consolidated lines of credit totaled $2 billion, with $450 million fully available at each of che utility
operating subsidiaries and expiring in 2011, and $1.1 billion at the holding company expiring in 2012 with about
$906 million still undrawn. Progress also had $400 million in cash and short-term investments. None of its bank
facilities has rating triggers.

There are no material maturities at the holding company until 2011 and manageable maturities at the utilicy
subsidiaries totaling $877 million in 2008, $400 millien in 2009 and $406 million in 2011.

Outlook

The stable outlook on PEF reflects the outlook of its parent, Progress. The outlook on Progress reflects the
company's focus on stable, regulated electric utility operations along with an aggressive financial risk profile.
Standard & Poor's expects that the large capital spending program will be funded in a balanced manner and will
lead to moderately stronger credit protection measures over the intermediate term. However, if credit protection
measures do not improve over the near term such that adjusted FFO to interest coverage exceeds 3.6x and adjusted
FFO to total debt exceeds 16%, the outlook will be revised to negative and ratings may be lowered. In light of the
company's aggressive financial risk profile and large capital spending program, a higher rating is currently not under

consideration.

Accounting
Progress's financial statements are prepared under U.S. GAAP and independently audired by Deloitte & Touche

LLP, which issued an unqualified opinion for 2007.

Standard & Poor’s makes several adjustments to Progress's consolidated reported financial numbers in conducting
its analysis. As of the end of 2007, Standard 8¢ Poor's adds about $1.02 billion as debt equivalent corresponding to
power-purchase agreements, $64.5 million ir interest expense, and $68.8 million to depreciation. The company's
operating-lease exposure is also material, equaling an additional $191.7 million in debt equivalent. The two
adjustments increase the company's consolidated debt by 12% and interest expense by 13%.

www.standardandpoors.com/ratingsdirect 3
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Progress has adopted SFAS No. 158 which requires companies as pension fund $ponsors 1o recognize on their
balance sheet the funded status of the plans. The adoption of SFAS No. 158 had no material effect on the company’s
financial statements. Standard & Poor's adds $397.8 million as off-balance-sheet debt to reflect the pension funding

shortfall.

Standard & Poor's views Progress's $271 million of trust-preferred securities and $93 million of preferred and
preference shares as of Dec. 31, 2007, as having intermediate equity content, ascribing 50% of each amount to debt

and the remaining 50% to equity for ratio computation purposes. However, the total amount of the hybrid security
is immaterial to the company's capital structure.

In 2007, investments in decommissioning trust were higher than asset retiremenr obligations, resulting in no

additional debt imputation for the year.

Tabie 1

Pregress Energy Inc. -- Peer Comparisen*

Industry Sector: Energy

--Average of past three fiscal years--

Progress Eniergy Inc.

SCANA Corp. Duke Energy Corp. FPL Group Inc. Southern Co.

Rating as of May 22, 2008 BBB+/Stable/A-2 A-/Nepative/NR  A-/Stable/NR A/Stable/- A/Stable/A-1
(Mil. §)

Revenues 96103 4,653.7 15,396.9 13,829.7 135776
Net income fram cont. oper. 644.7 3147 2,048.0 10892 1.509.4
Funds from operations (FFQ) 1.803.0 751.8 3,841.4 2.864.5 34147
Capital expenditures 1,7385 5435 3.142.3 17398 26598
Cash and short-term investments 463.0 132.3 1,554.3 480.0 170.8
Debt 11,952.5 3.835.0 17,1123 11,1243 15,995.6
Prefarred stack 2130 56.8 0.0 503.0 1,045.8
Equity 8,486.1 2,838.1 21,515.0 10,524.1 12,340.4
Debt and equity 20,4386 6.673.1 38,627.3 21,648.3 28,336.0
Adjusted ratios

EBIT interest coverage (x) 22 2.4 36 29 36
FFQ int. cov. (X} 37 41 44 5.2 5.0
FFO/debt (%) 159 196 224 258 213
Discretionary cash flow/debt (%6) (5.3} {2.2) (5.4} 08 {5.5}
Net cash flow / capex (%) 74.0 101.7 81.8 129.4 84.2
Total debt/debt plus equity (%) 58.5 57.5 443 51.4 56.4
Return on common equity {%) 7.5 11.0 95 11.0 135
Common dividend payaut ratio {un-adj.) (%) 9349 61.8 61.9 54.3 745

*Fully adjusted {including postretirement obligations).

Standard & Poor’s RatingsDirect | May 28, 2008
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Table 2

Flarida Power Corp. d/b/a Progress Energy Florida Inc. -- Financial Summary*

Industry Sector: Electric
--Fiscal year ended Dec. 31--

2007 2006 2005 2004 2003
Rating histary BBB+/Stable/A-2  BBB/Positive/A-Z - BBB/Stable/A-2 BBB/Negative/A-3 BBB/Stable/A-2
(Mil. §) '
Revenues 4.749.0 4,639.0 3.955.0 3.525.0 31520
Net income from continuing operations 17,0 328.0 260.0 3350 2570
Funds from operations (FFQ) 7B8.5 1,131.8 4950 570.7 4348
Capital expenditures 1,246.0 770 587.4 575.6 559.0
Cash and short-term investments 230 230 2180 12.0 10.0
Debt 4,093.5 28187 31198 2,691.8 25212
Preferred stack 17.0 340 34.0 340 34.6
Equity 3.019.0 2710 2,5101 2,260.8 2,0430
Debt and equity 71125 55387 5,629.8 49525 45642
Adjusted ratios
EBIT interest coverage (x) 28 4.1 437 5.0 53
FFO int. cov. {x) 4.1 17 4.4 5.5 5.0
FFC/debt (%) 19.3 40.2 159 21.2 17.2
Discretionary cash flow/debt (%) {9.1) {0.9) (4.8) 6.9 (11.6
Net Cash Flow / Capex {%) 33.2 125.0 839 n3g 411
Debt/debt and equity (%) 57.6 50.8 554 54.4 55.2
Return on common equity {%} 10.7 12.2 10.2 14.8 13.2
Commaon dividend payaut ratio (un-adj.) (%) 0.0 ng 0.0 45.5 68.8

*Fully adjusted {including postretirement abligations).

Table 3.

Reconciliation Of Florida Power Corp. d/b/a Pro
Adjusted Amounts {Mil. S)* ;

gress Energy Florida Inc, Reposted Amounts With Standard & Poor's

--Fiscal year ended Dec. 31, 2007--

Florida Power Corp. d/b/a Progress Energy Florida Inc. reported amounts

Operating Operating Operating

income income income Cash flow Cash flow
Shareholders' {before ({before {after Interest from from Dividends Capital
Debt aquity D&A) D&A) D&A) expense operations operations paid expenditures
Reported 3,218.0 3,036.0 952.0 952.0 586.0 173.0 7939.0 799.0 20 1,258.0
Standard & Poor's adjustments
Operating 301 - 225 47 47 47 17.8 17.8
leases :
Intermediate 176 17.00 = - - 1.0 {1.0 1.0) (1.0
hybrids
reported as
equity
Postretirement 48.1 - (14.0) (14.0) (14.0) - 234 234 - -
benefit
obligations
www.standardandpoors.com/ratingsdirect 5
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Reconciliation Of Florida Power Corp. d/b/a Progress Energy Florida Inc. Reported Amounts With Standard & Poor's

Adjusted Amounts (Mil. §i*(cont.)

Capitalized - -
interest

= 12.0

112.0}

(12.0}

(12.0}

Share-based - - =
compensation
expense

220

Power purchase 7803 -

agreements

94.9

49.6 488

45.3

453

Reclassification - - -
of nanoperating

income

(expenses)

48.0 -

Reclassification - o -
of

working-capital

cash flow

changes

(84.0)

Total 8755 1034

adjustments

{17.0}

107.8

88.3 67.3

/3.5

{10.5)

(10} 112 04

Standard & Poor's adjusted amounts

Operating
income
(before

D&A)

Debt Equity

EBITDA

Interest

EBIT expense

Cash flow
from
operations

Funds
from

operations

Dividends Capital
paid expenditures

Adjusted 409355 3.019.0 1.055.4

1.058.6

§74.3 2403

872.5

788.5

1.0 1.246.0

*Hlorida Power Corp. d/b/a Progress Energy Flarida Inc. reported ameunts shown are taken from the company's financial statements but might include adjustments made by

data providers or reclassifications made by Standard & Poar's analysts. Please note that

Ratings Detail {As §F May 28, 7008)*

Florida Power Corp. d/b/a Progress Energy Florida In:.

Corporate Credit Rating BBB+/Stable/A-2
Commercial Paper

Local Currency A2
Preferred Stock

Local Currency BBB-
Senior Secured

Local Currency A-
Senior Unsecured

Locaf Currency BBB
Corporate Credit Ratings History
15-Mar-2007 BBB+/Stable/A-2
25-Jul-2008 BBB/Positive/A-2
23-Nov-2005 BBB/Stable/A-2
25-Oct-2004 BBB/Negative/A-3
18-Oct-2004 BBB/Negative/A-Z
29-Aug-2003 BBB/Stable/A-2
Financial Risk Profile Aggressive

Standard & Poor’s RatingsDirect | May 28, 2008
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Ratings Detail {As Of May 2, 2008} fcont} ~

Debt Maturities

2008 $532 mil.
2009 $0
2010 $300 mii.
2011 $300 mil.
201280

PROGRESS ENERGY FLORIDA
DOCKET NO. 090079-El

Exhibit No. ____ (TRS-25)
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Florida Power Corp, d/b/a Progress Energy Florida Inc.

Related Entities

Carolina Power & Light Co. d/b/a Progress Energy Carolinas Inc.

Issuer Credit Rating
Commercial Paper
Local Currency
Preferred Stock
Local Currency
Senicr Secured
Local Cutrency
Sentor Unsecured
Local Currency
Flerida Progress Corp.
Issuer Credit Rating
Preferred Stock
Local Currency
Senicr Unsecured
Local Currency
Progress Energy Inc.
Issugr Credit Rating
Commercial Paper
Local Currency
Senior Unsecured
Local Currency

BBB+/Stabie/A-2
A-2

BBB-

BBB
BBB+/S§able/NR
BBB-

BEB
BBB+/Siable/A-2 -

A2

‘BBB

*Uniess otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable acrass countries. Standard

& Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country.
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Projected 2010 Interest Rate Indices

August 2009
3-month LIBOR Forecast
(as of August 2009)
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Source: Bloomberg
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