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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 1 

PREPARED DIRECT TESTIMONY 2 

OF 3 

KENNETH D. MCONIE 4 

 5 

Q. Please state your name, business address, occupation, and 6 

employer. 7 

 8 

A. My name is Kenneth D. McOnie. My business address is Emera 9 

Place, 5151 Terminal Road, Halifax, Nova Scotia, Canada. I 10 

am Vice President Investor Relations and Treasurer for 11 

Emera Inc. (“Emera”), which is the parent company of TECO 12 

Energy, Inc. (“TECO Energy” or “parent company”), which is 13 

the parent company of Tampa Electric Company (“Tampa 14 

Electric” or “company”).  15 

 16 

Q. Please describe your duties and responsibilities in that 17 

position. 18 

 19 

A. I am responsible for the treasury, investor relations and 20 

pension functions of Emera. I am also responsible for 21 

establishing and maintaining effective working relations 22 

with the investment and banking communities, and for 23 

communicating the results of our operations to investors 24 

and rating agencies.  25 
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Q. Please provide a brief outline of your educational 1 

background and business experience.  2 

 3 

A. I hold a Bachelor of Commerce degree from Saint Mary’s 4 

University and an MBA with a concentration in Finance and 5 

International Business from Dalhousie University. I also 6 

hold the Chartered Professional Accountant – Certified 7 

Managerial Accountant designation (Canadian equivalent of 8 

a Certified Public Accountant in the United States). I have 9 

been working with Emera for 19 years in roles with 10 

increasing responsibility and have been in the role of 11 

Treasurer for over 10 years.  12 

 13 

Q. What is the purpose of your direct testimony?  14 

 15 

A. My direct testimony will discuss why it is important for 16 

Tampa Electric to maintain its financial integrity. I will 17 

describe Tampa Electric’s credit ratings and the role of 18 

strong credit ratings in providing unimpeded access to 19 

capital with reasonable terms and costs. I will address the 20 

impact of the Company’s infrastructure modernization on its 21 

need for capital and the importance of the requested rate 22 

relief to maintain Tampa Electric’s financial integrity and 23 

credit ratings. Finally, my direct testimony will support 24 

Tampa Electric’s requested capital structure and our 25 
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proposed 55 percent equity ratio (investor sources).  1 

 2 

Q. Have you prepared an exhibit for presentation in this 3 

proceeding?  4 

 5 

A. Yes. Exhibit No. KDM-1 entitled “Exhibit of Kenneth D. 6 

McOnie” was prepared under my direction and supervision. 7 

The contents of my exhibit were derived from the business 8 

records of the company and are true and correct to the best 9 

of my information and belief. It consists of the following 10 

seven documents:  11 

 12 

 Document No. 1 List of Minimum Filing Requirement 13 

Schedules Sponsored or Co-Sponsored by 14 

Kenneth D. McOnie 15 

 Document No. 2 Tampa Electric Credit Metrics 16 

 Document No. 3 Rating Agency Conventions and Scales- 17 

Senior Unsecured Notes (Long-Term 18 

Debt) 19 

 Document No. 4 Utility Senior Unsecured Credit 20 

Ratings  21 

 Document No. 5 S&P Global Corporate Ratings Matrix  22 

 Document No. 6 Moody’s Credit Rating Factors – 23 

Regulated Utilities   24 
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 Document No. 7 Public Utility Commission Rankings – 1 

RRA 2 

 3 

Q. How will Tampa Electric fund its infrastructure 4 

modernization efforts?  5 

 6 

A. Due to the magnitude and timing of these efforts, Tampa 7 

Electric cannot generate all the required funds from 8 

operations. Without an increase in base rates, internal 9 

generation of funds averages only 81 percent of 10 

construction capital expenditures for 2013 through 2022. 11 

Even with the increased rates requested in this proceeding, 12 

internally generated funds for the period 2013 through 2022 13 

will account for an average of only 83 percent of the 14 

estimated construction expenditures. The balance of the 15 

needed funds must be obtained from investors, primarily 16 

through the issuance of long-term debt and equity infusions 17 

from the parent company. 18 

 19 

FINANCIAL INTEGRITY 20 

Q. What is financial integrity? 21 

 22 

A. Financial integrity refers to a relatively stable condition 23 

of liquidity and profitability in which the company is able 24 

to meet its financial obligations to investors while 25 
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maintaining the ability to attract investor capital as 1 

needed with reasonable terms and costs. 2 

 3 

Q. How is financial integrity measured? 4 

 5 

A. Financial integrity is a function of financial risk which 6 

represents the risk that a company may not have adequate 7 

cash flows to meet its financial obligations. The level of 8 

cash flows and the percentage of debt, or financial 9 

leverage, in the capital structure is a key determinant of 10 

financial integrity. As such, as the percentage of debt in 11 

the capital structure increases so do the fixed obligations 12 

for the repayment of that debt. Consequently, as financial 13 

leverage increases the level of financial distress 14 

(financial risk) increases as well. Therefore, the 15 

percentage of internally generated cash flows compared to 16 

these financial obligations is a primary indicator of 17 

financial integrity and is relied upon by rating agencies 18 

in the assignment of favorable debt ratings. 19 

 20 

Q. Why is financial integrity important to Tampa Electric and 21 

its customers?  22 

 23 

A. As a regulated electric utility, Tampa Electric has an 24 

obligation to provide electric utility service to all 25 
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customers in its defined service area at rates the 1 

Commission determines to be fair and reasonable. Fulfilling 2 

this obligation to serve requires significant investment, 3 

both planned and unplanned, in Tampa Electric’s property, 4 

plant and equipment thereby making our business very 5 

capital intensive. 6 

 7 

  Customers benefit directly from Tampa Electric’s 8 

infrastructure investments. For example, transmission and 9 

distribution system investments enhance service reliability 10 

by mitigating storm damage and facilitating efficient 11 

service restoration, generating fleet modernization 12 

investments improve fuel efficiency thus lowering fuel 13 

costs for customers and reducing emissions, and new 14 

technology projects improve the efficiency of the company’s 15 

operations and overall customer experience. Maintaining a 16 

strong financial position allows the company to finance 17 

infrastructure investments in support of an improved system 18 

at a lower cost than would otherwise be possible.  19 

 20 

 Financial integrity is also important to ensure access to 21 

capital. As a regulated utility, Tampa Electric has a 22 

statutory obligation to serve all customers. The 23 

responsibility to serve is not contingent upon the health 24 

or the state of the financial markets. In times of 25 



7 
 

constrained access to capital and depressed market 1 

conditions, only those utilities exhibiting financial 2 

integrity are able to attract capital under reasonable 3 

terms providing significant and potentially critical 4 

flexibility. This obligation to serve means Tampa Electric 5 

cannot adjust the timing and amount of their major capital 6 

expenditures to align with economic cycles or wait out 7 

market disruptions. If faced with a major storm, for 8 

example, Tampa Electric would not have that option. 9 

 10 

 Tampa Electric’s balance sheet strength and financial 11 

flexibility are important factors influencing its ability 12 

to finance major infrastructure investments as well as 13 

manage unexpected events. Financial integrity is essential 14 

to supporting these capital expenditure requirements which 15 

are necessary to serve and in times of emergency, maintain 16 

and restore power to Tampa Electric's customers. Tampa 17 

Electric competes in a global market for capital, and a 18 

strong balance sheet with appropriate rates of return 19 

attracts capital market investors. Financial strength and 20 

flexibility enable Tampa Electric to have ready access to 21 

capital with reasonable terms and costs for the long-term 22 

benefit of its customers. 23 

 24 

Q. How will the company’s proposed base rate increase affect 25 
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Tampa Electric’s financial integrity?  1 

 2 

A. The requested base rate increase will place Tampa Electric 3 

in a prudent and responsible financial position to fund its 4 

capital program and continue providing a high level of 5 

reliable service to its customers. To raise the required 6 

capital, the company must be able to provide fair returns 7 

to investors commensurate with the risks they assume. A 8 

strong financial position ensures a reliable stream of 9 

external capital and allows the company’s capital spending 10 

needs to be met in the most cost-effective and timely 11 

manner. Uninterrupted access to the financial markets 12 

provides Tampa Electric with capital on reasonable terms 13 

and costs to further reinvest in the business to continue 14 

to improve and protect the long-term interests of our 15 

customers.  16 

 17 

Q. Please discuss the company’s projected financial integrity 18 

indicators. 19 

 20 

A. Document No. 2 of my exhibit shows Tampa Electric’s credit 21 

parameters on a historical and projected basis. I have 22 

provided the information both with and without the impacts 23 

of bonus depreciation for comparability between years. It 24 

is important to recognize that the temporary tax benefits 25 
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have enhanced Tampa Electric’s credit metrics in recent 1 

years, but those benefits will probably not be available in 2 

the future. The requested rate relief would maintain other 3 

key credit metrics at levels similar to the recent levels 4 

that have supported the company’s current credit ratings. 5 

Without rate relief, these metrics would substantially 6 

deteriorate in 2022, as the exhibit illustrates, and would 7 

continue to deteriorate beyond 2022 as capital spending 8 

increases and earned returns decline. Such deterioration 9 

would not support Tampa Electric’s current credit ratings 10 

and would have negative implications for the company’s 11 

credit ratings, borrowing costs, and access to capital.  12 

 13 

CREDIT RATINGS 14 

Q. Please describe Tampa Electric’s current credit ratings. 15 

 16 

A. Tampa Electric’s senior unsecured debt is currently rated 17 

A3 with a Positive Outlook by Moody’s Investors Service 18 

(“Moody’s”), BBB+ with a Stable Outlook by S&P Global 19 

Ratings (“S&P”) and A with a Stable Outlook by Fitch Ratings 20 

(“Fitch”).  21 

 22 

Q. Why is it important that Tampa Electric continue to maintain 23 

its current ratings?  24 

 25 
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A. Maintaining Tampa Electric’s current ratings is very 1 

important for two reasons. First, Tampa Electric is making 2 

capital investments to serve customers and strong debt 3 

ratings ensure Tampa Electric has adequate credit quality 4 

to raise the capital necessary to meet these requirements. 5 

Second, Tampa Electric’s current ratings provide a 6 

reasonable degree of assurance that ratings will not slip 7 

below investment grade in the event of a hurricane or other 8 

significant weather event. 9 

 10 

Q. Why is it so important to maintain an “A” level rating on 11 

balance from all three rating agencies? 12 

 13 

A. At present, the median rating for the utility industry is 14 

A- (Document No. 4 of my exhibit). Obtaining a consistent 15 

“A” level rating across all three rating agencies would 16 

mean Tampa Electric would be viewed positively regardless 17 

of an investor’s preference among the rating agencies. 18 

 19 

 Additionally, investors distinguish between companies with 20 

split ratings versus companies who have the same rating 21 

across all rating agencies. The lower rating in a split 22 

rated company will result in a higher cost of debt for that 23 

company. Typically, the lowest credit rating from the 24 

rating agencies becomes the more critical rating when the 25 
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company seeks access to capital markets. 1 

 2 

 Obtaining, and maintaining, a consistent “A” level rating 3 

from the rating agencies has been one of the contributing 4 

factors enabling Tampa Electric to reduce its embedded cost 5 

of long-term debt from 5.4 percent in 2014 to 4.17 percent 6 

in the 2022 test year.  7 

 8 

Q. Why are strong ratings important considering the company’s 9 

future capital needs? 10 

 11 

A. A strong credit rating is important because it affects a 12 

company’s cost of capital and access to the capital markets. 13 

Credit ratings indicate the relative riskiness of the 14 

company's debt securities. Therefore, credit ratings are 15 

reflected in the cost of borrowed funds. All other factors 16 

being equal (i.e., timing, markets, size, and terms of an 17 

offering), the higher the credit rating, the lower the cost 18 

of funds. 19 

 20 

 Additionally, companies with lower credit ratings have 21 

greater difficulty raising funds in any market, but 22 

especially in times of economic uncertainty, credit 23 

crunches, or during periods when large volumes of 24 

government and higher-grade corporate debt are being sold.  25 
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 Given the capital-intensive nature of the utility industry, 1 

it is critical that utilities maintain strong credit 2 

ratings sufficiently above the investment grade threshold 3 

to retain uninterrupted access to capital. The impact of 4 

being investment grade versus non-investment grade is 5 

material. For example, a company raising debt that has non-6 

investment grade (“speculative grade”) credit ratings will 7 

be subject to occasional lapses in availability of debt 8 

capital, onerous debt covenants and higher borrowing costs. 9 

In addition, companies with non-investment grade ratings 10 

are generally unable to obtain unsecured commercial credit 11 

and must provide collateral, prepayment, or letters of 12 

credit for contractual agreements such as long-term gas 13 

transportation, fuel purchase, and fuel hedging agreements.  14 

 15 

 Given the high capital needs, obligation to serve existing 16 

and new customers, and significant requirements for 17 

unsecured commercial credit that electric utilities have, 18 

non-investment grade ratings are unacceptable. Tampa 19 

Electric’s current ratings should also be strong enough to 20 

buffer against of the costs of tropical windstorm and 21 

hurricane events. 22 

 23 

Q. Can the financial credit market be foreclosed by unforeseen 24 

events extraneous to the utility industry? 25 



13 
 

A. Yes. There have been times when financial credit markets 1 

have been closed or challenged due to unforeseen events. 2 

Market instability resulting from the sub-prime mortgage 3 

problems affected liquidity in the entire financial sector 4 

causing a financial recession, and there were periods of 5 

time in 2008 and 2009 when the debt markets were effectively 6 

closed to all but the highest rated borrowers. This is a 7 

good example of how access to the marketplace can be shut 8 

off for even creditworthy borrowers by extraneous, 9 

unforeseen events, and it emphasizes why a strong credit 10 

rating is essential to ongoing, unimpeded access to the 11 

capital markets.  12 

 13 

 More recently, the measures adopted to contain COVID-19 14 

have pushed the global economy into recession. The utility 15 

industry continued to exhibit adequate liquidity and access 16 

to the debt markets, despite the uneven performance of the 17 

commercial paper market. This access enabled the industry 18 

to proactively manage the potential risks of lower 19 

electricity usage and increased bad debt expense by 20 

establishing additional capacity through term loans and 21 

credit facilities from banks. These actions are in contrast 22 

to the last financial recession when many utilities fully 23 

drew on their available credit lines and access to the banks 24 

or to the debt market was effectively shut down for many 25 
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weeks. 1 

 2 

 Maintaining unimpeded access to the capital markets is 3 

particularly important for a utility like Tampa Electric 4 

with an obligation to its customers to finance very 5 

significant capital investments. Being unable to access 6 

funds could place the completion of critical construction 7 

in jeopardy and undermine reliability of service. 8 

 9 

Q. How are credit ratings determined? 10 

 11 

A. The process the rating agencies follow to determine ratings 12 

involves an assessment of both business risk and financial 13 

risk. Moody’s and S&P Global each publish information on 14 

their ratings criteria. S&P Global’s Corporate Ratings 15 

Matrix is shown in Document No. 5 of my exhibit. Moody’s 16 

Rating Factors for Regulated Utilities are shown in 17 

Document No. 6 of my exhibit.   18 

 19 

Q. How does regulation affect ratings? 20 

 21 

A.  The primary business risk the rating agencies focus on for 22 

utilities is regulation, and each of the rating agencies 23 

have their own views of the regulatory climate in which a 24 

utility operates. The exact assessments of the rating 25 
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agencies may differ but the principles they rely upon for 1 

their independent views of the regulatory regime are 2 

similar. Essentially, the principles, or categories, that 3 

shape the views of the rating agencies as they relate to 4 

regulation are based upon the degree of transparency, 5 

predictability, and stability; timeliness of operating and 6 

capital cost recovery; regulatory independence; and 7 

financial stability. 8 

 9 

 Regulatory Research Associates (“RRA”), a firm that focuses 10 

primarily on regulation of utilities, ranks the Florida 11 

Public Service Commission (“FPSC”) as “Above Average 2” on 12 

a scale that runs from Above Average 1 to Below Average 3. 13 

The RRA rankings are presented in Document No. 7 of my 14 

exhibit. According to the rating agencies the maintenance 15 

of constructive regulatory practices that support the 16 

creditworthiness of the utilities is one of the most 17 

important issues rating agencies consider when deliberating 18 

ratings. 19 

 20 

 Regulation in Florida has historically been supportive of 21 

maintaining the credit quality of the state’s utilities, 22 

and that has benefited customers by allowing utilities to 23 

provide for their customers’ needs consistently and at a 24 

reasonable cost. This has been one of the factors that has 25 
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helped Florida utilities maintain pace with the growth in 1 

the state, which has been essential to economic 2 

development. A key test of regulatory quality is the ability 3 

of companies to earn a reasonable rate of return over time, 4 

including through varying economic cycles, and to maintain 5 

satisfactory financial ratios supported by good quality of 6 

earnings and stability of cash flows. Regulated utilities 7 

cannot materially improve or even maintain their financial 8 

condition without regulatory support. Thus, regulators have 9 

a large impact on the company, its customers, and its 10 

investors. 11 

 12 

Q. What are recent concerns expressed by the rating agencies 13 

for the industry? 14 

 15 

A. All the rating agencies have expressed concerns with 16 

respect to the impact of COVID-19 on the utility industry. 17 

The rapid spread of the coronavirus outbreak and the 18 

severity of its impact on the economy are creating an 19 

extensive credit shock across many sectors, regions, and 20 

markets. In April 2020, S&P Global’s Outlook for the entire 21 

North American regulated utilities industry changed from 22 

stable to negative. S&P Global’s expectation for the 23 

utility industry to remain a high-credit-quality investment 24 

grade industry was offset by their concern over the 25 
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potential for weakening cash flow and credit metrics due to 1 

COVID-19.  2 

 3 

 All rating agencies have also highlighted that the 4 

regulatory responses to COVID-19 will be key to a utility’s 5 

credit prospects. COVID-19 will test utilities’ ability to 6 

maintain the liquidity and operating cash flow necessary to 7 

support credit quality. S&P Global states “Widening gaps in 8 

cost recovery could impact utilities. Regulatory 9 

jurisdictions will be tested to find creative and 10 

supportive ways to bolster the credit quality of their 11 

utilities.”  12 

 13 

CAPITAL STRUCTURE 14 

Q. What capital structure is Tampa Electric proposing in its 15 

request for increased base rates? 16 

 17 

A. Tampa Electric is projecting, for the 2022 test year and 18 

beyond, a 13-month average financial capital structure 19 

(over investor sources) consisting of 45 percent debt and 20 

55 percent common equity. The 55 percent equity target 21 

referenced is based upon the 54.93 percent year-end 22 

financial equity ratio in the 2022 budgeted balance sheet.  23 

The equity balances in the budget resulted in a 2022 13-24 

month average System Per Books financial equity ratio of 25 
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54.53 percent, as reflected on MFR Schedule D-1a. Also, as 1 

reflected on MFR Schedule D-1a, the 2022 13-month average 2 

FPSC Adjusted financial equity ratio was 54.56 percent. The 3 

54.56 percent equity ratio was the one used to calculate 4 

the 6.67 percent rate of return used to determine the 2022 5 

revenue requirement. 6 

 7 

Q. Why is it important that the company’s requested capital 8 

structure, consisting of 45 percent debt and 55 percent 9 

common equity, be authorized in this proceeding? 10 

 11 

A. The proposed capital structure is important as it would 12 

ensure the long-term financial integrity of the company. 13 

This test year equity ratio of 55 percent based on investor 14 

sources (equivalent to 45.6 percent based on all sources in 15 

jurisdictional FPSC Adjusted capital structure), is 16 

appropriate and consistent with the equity ratio deemed 17 

appropriate in the Commission-approved 2017 Settlement 18 

Agreement. Further, as Tampa Electric witness Dylan W. 19 

D’Ascendis explains, the company’s equity ratio of 55 20 

percent is consistent with its peers and appropriate for 21 

ratemaking purposes as it is both typical and important for 22 

utilities to have significant proportions of common equity 23 

in their capital structures.  24 

 25 
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 Tampa Electric's requirements for financial strength 1 

continue, and therefore the maintenance of the equity ratio 2 

is of key importance. If coupled with an adequate ROE and 3 

base rates that properly reflect the true cost of service, 4 

the combination of this capital structure and the resulting 5 

coverage ratios should provide adequate financial strength 6 

and credit parameters to maintain the company’s credit 7 

ratings and assure continued access to capital. 8 

 9 

Q. What is Tampa Electric’s current equity ratio?  10 

 11 

A. Tampa Electric’s equity ratio as of December 31, 2020 was 12 

53.9 percent. 13 

  14 

Q. What are the expectations of the rating agencies with 15 

respect to Tampa Electric’s regulatory environment? 16 

 17 

A. The rating agencies are aware of the impacts of Tampa 18 

Electric’s infrastructure modernization efforts and tax 19 

reform on the weakening credit metrics over the forecast 20 

period absent new rates. While acknowledging this 21 

weakening, the rating agencies have cited their support for 22 

Tampa Electric’s credit profile reflecting the highly 23 

supportive Florida regulatory framework allowing for timely 24 

cost and investment recovery along with stable and 25 
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predictable cash flow. Conversely, the rating agencies 1 

highlight a less credit supportive outcome as a development 2 

that may possibly lead to a negative rating action. 3 

 4 

SUMMARY 5 

Q. Please summarize your direct testimony. 6 

 7 

A. Maintaining a strong, prudent, and responsible financial 8 

position, or financial integrity, is critical to allow 9 

Tampa Electric to attract capital on reasonable terms and 10 

continue to provide a safe and reliable electric system for 11 

its customers. Financial integrity helps ensure 12 

uninterrupted access to capital markets to finance required 13 

infrastructure investments as well as to manage unforeseen 14 

events.  15 

 16 

 Tampa Electric’s capital spending requirements through 2024 17 

include $7.2 billion for normal replacement and improvement 18 

of its facilities and $2.5 billion for the Big Bend 19 

Modernization and future utility-scale solar projects. The 20 

company cannot fund all of this internally and must access 21 

external capital to support its construction program. 22 

 23 

 The requested capital structure of 55 percent equity and 24 

the return on equity of 10.75 percent recommended by Mr. 25 
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D’Ascendis will provide the financial strength and credit 1 

parameters needed to maintain the company’s credit ratings 2 

and assure continued unimpeded access to capital. The 3 

proposed equity ratio is consistent with Tampa Electric’s 4 

actual sources of capital, with its actual equity ratio of 5 

53.9 percent at year-end 2020, and with the 54 percent 6 

equity ratio approved in 2009 and in the company’s 2013 and 7 

2017 settlement agreements.  8 

 9 

 Tampa Electric’s rate request, which includes the continued 10 

appropriate levels of ROE and equity ratio, will maintain 11 

the company’s financial integrity and place Tampa Electric 12 

in an appropriate financial position to fund its 13 

infrastructure modernization efforts and continue providing 14 

the high level of reliable service to its customers. 15 

 16 

Q. Does this conclude your direct testimony?  17 

 18 

A. Yes, it does. 19 

 20 

 21 

 22 

 23 

 24 

 25 
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--Financial risk profile--

Business risk 6 ,(highly 
profile 1 (minimal) 2 (modest) 3 (intermediate) 4 (significant) S (aggressive) leveraged) 

1 !~xce .!~r t• aaa ·aa+ aa a+ a a- bbb bbb· bb .l. 

2 (~trcng aa/;ia ,1+-'a a-·bbb+ bbb hh t bb 

3 f$JU:.fa~tc ry'• a!a- bbb+ bbb 'bbb- bbb- /bb+ bb b~ 

,. r+,vr bbb bbb bhb · bb -1· bb bb · b 

5 iweakl bb .. hb ·> bl:l bb· b+ b 'b-

B (vulrcrablc ' bb bb· bb- t· - b ... b b· 

Source: S&P Global - How We Rate Nonfinancial Corporate Entities - April 2019 

ti-.) Financial Risk lndactiave Ratios - Corporates 
ex, 

Cash Flow/Leverage Analysis Ratios--Medial Volatility 

--Supplementary coverage 
--Core ratios-0 ratios-- --Supplementary payback ratios- -

FFO/debt Debt/EBITDA FF0/cash EBITDA!interest CFO/debt FOCF/debt DCF/debt 
(%) (x) interest (x) {x) (%) (%) (%) 

M inirml 50+ less t han 1.75 10.5+ 14+ 40+ 30+ 18+ 

ModeEt 35-50 1.75-2.5 7.3-10.5 9-14 27.5-40 '7.5-30 11-18 

lnte.,.mediate 23-35 2.5-3.5 5-7.5 5-9 18.5-27.5 9.5-17.5 6.5-11 

Signifi:::ant 13-23 3.5-4.5 3-5 2.75-5 10.5-18.5 5-9.5 2.5-6.5 

Aggressive 9- '1 3 4.5-5.5 1.75-3 1.75-2.75 7-10.5 0-5 (11 )-2.5 

Highly Less t han Greater than Less t han Less t1an 1.75 Lesstllan LesE than 0 :..essthan 
leveraged 9 5.5 1.75 7 (11) 

Source: S&P Global - Corporate Methodology - November 2013 
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Moody's Key Financial Metrics 

Sub-
F~ctor 

Weighting 40% Wllfghttng A.u ~ A Baa Ba 
CFO pre-WC+ 7 50% ~sox 60x· 80x 4.Sx -6 Ox 30x-4.5x 20x - 30x 
Interest I 
Interest 

CfOpre-WC/ 1500% Standard Grid ~40% 30% · 40% 22%- 30% 13% -22% S%-13% 
Debt 

Low Business ?! 38% 27% · 38% 19%· 27% 11%-19% S% -11% 
Rist Grid 

CfOpre-WC - 1000% Standard Grid ? .35% 25%- 35% 17% - 25% 9%-17% 0%-9% 
Dividends I Debt 

Low Business ?!34% 23% · 34% 15% • 23% 7% · 15% 0%·7% 
P.1$1(.(nd 

Debt/ 7.50% Standard Grid < 25% 25%- 35% 35%- 45% 45% · 55% S5%- 65% 
Capitalization 

Low Business < 29% 29% - 40% 40% · SO% 50%- 59% 59% · 67% 
Risk Grid 

tv 
\0 

Source: Moody's Investors Service - Regulated Electric and Gas Utilities Rating Methodology - June 2017 

I 

10x-20x 

1%· 5% 

1%- S% 

{5%} · 0% 

(5%)-0% 

65%- 75% 

67%- 75% 

C.aa 

< lOx 

<1%, 

< 1% 

< (5%) 

< (59',) 

?! 75% 

2!75% 
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Appendix A: Regulated Electric and Gas Utilities Methodology Factor Grid 

Factor 1a: legislative and Judicial Underpinnings of the Regulatory Framework (12.5%) 

Aaa 

Utility regulation occurs under a fully developed 
framework that is national in scope based on legislation 

that provides the utility a nearly absolute monopoly (see 
note 1_ within its service territory, an unquestioned 

assurance that rates will be set in a manner that will permit 
the utility to make and recover all necessary investments, 

an extremely high degree of clarity as to the manner in 
which utilities will be regulated and prescriptive methods 

and procedures for setting rates. Existing utility law is 
comprehensive and supportive such that changes in 
legislation are not expected to be necessary; or any 

changes that have occurred have been strongly supportive 
of utilities credit quality in general and sufficiently forward

looking so as to address problems before theyoccurred. 
There is an i, ,cWe,.f. . d fMl~gulator and the utility should 
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Factor 1b: Consistency and Predictability of Regulation(12.5%) 

Aaa 

The issuer's interaction with the regulator 
has led to a strong, lengthy track record of 

predictable, consistent and favorable 
decisions. The regulator is highly credit 
supportive of the issuer and utilities in 
general. We expect these conditions to 

continue. 

Ba 

We expect that regulatory decisions will 
demonstrate considerable inconsistency or 

unpredictability or that decisions will be 
politically charged, based either on the 
issuer's track record of interaction with 

regulators or other governing bodies, or our 
view that decisions will move in this 

direction. The regulator may have a history 
of less credit supportive regulatory decisions 
with respect to the issuer, but we expect that 

the issuer will be able to obtain support 
when it encounters financial stress, with 
some potentially material delays. The 

regulator's authority may be eroded at times 
by legislative or political action. The 

regulator may not follow the framework for 

30 JUNE 23 , 2017 

Aa 

The issuer's interaction with the regulator has a 
led to a considerable track record of 

predominantly predictable and consistent 
decisions. The regulator is mostly credit 

supportive of utilities in generaland in almost all 
instances has been highly credit supportive of 

the issuer. We expect these conditions to 
continue. 

B 

We expect that regulatory decisions will be 
largely unpredictable or even somewhat 

arbitrary, based either on the issuer's track 
record of interaction with regulators or other 

governing bodies, or our view that decisions will 
move in this direction. However, we expect that 

the issuer will ultimately be able to obtain 
support when it encounters financial stress, 

albeit with material or more extended delays. 
Alternately, the regulator is untested, lacks a 

consistent track record, or is undergoing 
substantial change. The regulator's authority 

may be eroded on frequent occasions by 
legislative or politicalaction. The regulator may 

more frequently ignore the framework in a 
manner detrimental to the issuer. 

A 

The issuer's interaction with the 
regulator has led to a track record of 

largely predictable and consistent 
decisions. The regulator may be 

somewhat less credit supportive of 
utilities in general, but has been quite 
credit supportive of the issuer in most 

circumstances. We expect these 
conditions to continue. 

Caa 

We expect that regulatory decisions will 
be highly unpredictable and frequently 

adverse, based either on the issuer's track 
record of interaction with regulators or 

other governing bodies, or our view that 
decisions will move in this direction. 

Alternately, decisions may have credit 
supportive aspects, but may often be 

unenforceable. The regulator's authority 
may have been seriously eroded by 
legislative or political action. The 

regulator may consistently ignore the 
framework to the detriment of the issuer. 

INFRASTRUCTURE 

Baa 

The issuer's interaction with the regulator has led to an 
adequate track record. The regulator is generally 

consistent and predictable, but there may some evidence 
of inconsistency or unpredictability from time to time, or 
decisions may at times be politically charged. However, 
instances of less credit supportive decisions are based on 
reasonable application of existing rules and statutes and 
are not overly punitive. We expect these conditions to 

continue. 
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Factor 2a: Timeliness of Recovery of Operating and Capital Costs (12.5%} 

Aaa 

Tariff formulas and automatic cost recovery 
mechanisms provide full and highly timely 

recovery of all operating costs and 
essentially contemporaneous return on all 

incremental capital investments, with 
statutory provisions in place to preclude the 
possibility of challengesto rate increases or 
cost recovery mechanisms. By statute and 
by practice, general rate cases are efficient, 
focused on an impartial review, quick, and 
permit inclusion of fully forward -looking 

costs. 

Ba 

There is an expectation that fue~ purchased 
power or other highly variable expenses will 

eventually be recovered with delays that 
will not place material financial stress on 

the utility, but there may be some evidence 
of an unwillingness by regulators to make 
timely rate changes to address volatility in 
fuel, or purchased power, or other market-

sensitive expenses. Recovery of costs 
related to capital investments may be 
subject to delays that are somewhat 
lengthy, but not so pervasive as to be 

expected to discourage important 
investments. 

Aa 

Tariff formulas and automatic cost recovery 
mechanisms provide full and highly timely 

recovery of all operating costs and essentially 
contemporaneous or near-contemporaneous 

retum on most incremental capital 
investments, with minimal challenges by 

regulators to companies' cost assumptions. By 
statute and by practice, general rate cases are 
efficient, focused on an impartial review, of a 

very reasonable duration before non-
appealable interim rates can be collected, and 
primarily permit inclusion of forward- looking 

costs. 

B 

The expectation that fuel, purchased power or 
other highly variable expenses will be 

recovered may be subject to material delays 
due to second-guessing of spending decisions 
by regulators or due to political intervention. 

Recovery of costs related to capital 
investments may be subject to delays that are 

material to the issuer, or may be likely to 
discourage some important investment. 

Note: Tariff formulas include formula rate plans as well as trackers and riders related to capital investment. 
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A 

Automatic cost recovery mechanisms provide 
full and reasonably timely r&overy of fuel, 

purchased power and all other highly variable 
operating expenses. Material capital 

investments may be made under tariff 
formulas or other rate-making permitting 

reasonably contemporaneous returns, or may 
be submitted under other types of filings that 

provide recovery of cost of capital with minimal 
delays. Instances of regulatory challenges that 

delay rate increases or cost recovery are 
generallyrelated to large, unexpected increases 
in sizeable construction projects. By statute or 
by practice, general rate cases are reasonably 
efficient, primarily focused on an impartial 

review, of a reasonable duration before rates 
(either pennanent or non- refundable interim 

rates) can be collected, and permit inclusion of 
important forward -lookingcosts. 

Caa 

The expectation that fuel, purchased power or 
other highly variable expenses will be recovered 

may be subject to extensive delays due to 
second-guessing of spending decisions by 
regulators or due to political intervention. 

Recovery of costs related to capital investments 
may be uncertain, subject to delays that are 

extensive, or that may be likely to discourage 
even necessaryinvestment. 

INFRASTRUCTURE 

Baa 

Fuel, purchased power and all other highlyvariable 
expenses are generally recovered through mechanisms 

incorporating delays of less than one year, although 
some rapid increases in costs maybe delayed longer 

where such deferrals do not place financial stress on the 
utility. Incremental capital investments may be 

recovered primarily through general rate cases with 
moderate lag, with some through tariff formulas. 
Alternately, there maybe formula rates that are 

untested orunclear. 
Potentially greater tendency for delays due to 

regulatory intervention, although this willgenerally be 
limited to rates related to large capital projects or rapid 

increases in operating costs. 
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Factor 2b: Sufficiency of Rates and Retums(12.5%) 

Aaa Aa 

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

unquestioned. 

Ba 

Rates are (and we expect will continue to 
be) set at a level that generally provides 

recovery of most operating costs but return 
on investments may be less predictable, and 
there may be decidedly more instances of 
regulatory challenges and disallowances, 
but ultimate rate outcomes are generally 

sufficient to attract capital. In general, this 
will translate to returns (measured in 

relation to equity, total assets, rate base or 
regulatory asset value, as applicable) that 
are generally below average relative to 

global peers, or where allowed returns are 
average but difficult toeam. 

Alternately, the tariff formula may not take 
into account all cost components and/or 

remuneration of investments may be 
unclear or at times unfavorable. 
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Rates are (and we expect will continue to be} 
set at a level that permits full cost recovery and 
a fair return on all investments, with minimal 
challenges by regulators to companies' cost 
assumptions. This will translate to returns 

(measured in relation to equity, total assets, 
rate base or regulatory asset value, a.s 

applicable) that are strong relative to global 
peers. 

B 

We expect rates will be set at a level that at 
times fails to provide recovery of costs other 
than cash costs, and regulators may engage in 

somewhat arbitrary second-guessing of 
spending decisions or deny rate increases 

related to funding ongoing operations based 
much more on politics than on prudency 

reviews. Return on investments may be set at 
levels that discourage investment. Weexpect 

that rate outcomes may be difficult or 
uncertain, negatively affecting continued 

access tocapital. 
Alternately, the tariff formula may fail to take 
into account significant cost components other 

than cash costs, and/or remuneration of 
investments may be generally unfavorable. 

A 

Rates are (and we expect will continue 
to be) set at a level that generally 

provides full cost recovery and a fair 
return on investments, with limited 

instances of regulatory challenges and 
disallowances. 

In general, this will translate to returns 
(measured in relation to equity, total 
assets, rate base or regulatory asset 

value, as applicable) that are generally 
above average relative to global peers, 

but may at times be average. 

Caa 

We expect rates will be set at a level 
that often fails to provide recovery of 
material costs, and recovery of cash 
costs may also be at risk. Regulators 

may engage in more arbitrary second-
guessing of spending decisions or deny 

rate increases related to funding 
ongoing operations based primarily on 
politics. Return on investments may be 
set at levels that discourage necessary 
maintenance investment. We expect 

that rate outcomes may often be 
punitive or highly uncertain, with a 

markedly negative impact on access to 
capital. Alternately, the tariff formula 

may fail to take into account significant 
cash cost components, and/or 

remuneration of investments may be 
primarily unfavorable. 

INFRASTRUCTURE 

Baa 

Rates are (and we expect will continue to be) set at a level that 
generally provides full operating cost recovery and a mostly fair 

return on investments, but there may be somewhat more 
instances of regulatory challenges and disallowances, although 
ultimate rate outcomes are sufficient to attract capital without 
difficulty. In general, this will translate to returns (measured in 

relation to equity, total assets, rate base or regulatory asset 
value, as applicable)that are average relative to global peers, but 

may at times be somewhat below average. 
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Factor 3: Diversification (10%) 

Weighting 10% 

Market Position 

Generation and 
Fuel Diversity 

Market Position 

Generation and 
Fuel Diversity 

Sub-Factor 
Weighting Aaa 

S% * A very high degree of multinational 
and regional diversity in terms of 
regulatory regimes and/or service 

territory economies. 

5% ** A high degree of diversity in terms of 
generation and/or fuel sources such 
that the utility and rate-payers are 

well insulated from commodity price 
changes, no generation 

concentration, and very low 
exposures to Challenged or 

Threatened Sources (see definitions 
below). 

Sub-Factor 
Weighting Ba 

5% * Operates in a market area with 
somewhat greater concentration and 

cyclicality in the service territory 
economy and/or exposure to storms 
and other natural disasters, and thus 

less resilience to absorbing 
reasonably foreseeable increases in 
utility rates. May show somewhat 
greater volatility in the regulatory 

regime(s). 

S% ** Modest diversification in generation 
and/or fuel sources such that the 
utility or rate- payers have greater 

exposure to commodity price 
changes. Exposure to Challenged and 

Threatened Sources may be more 
pronounced, but the utility will be 
able to access alternative sources 

without undue financial stress. 

Aa 

Material operations in three or 
more nations or substantial 

geographic regions providing very 
good diversity of regulatory 

regimes and/or service territory 
economies. 

Very good diversification in terms 
of generation and/or fuel sources 

such that the utility and rate
payers are affected only minimally 
by commodity price changes, little 
generation concentration, and low 

exposures to Challenged or 
Threatened Sources. 

B 

Operates in a limited market area 
with material concentration and 
more severe cyclicality in service 

territory economy such that cycles 
are of materially longer duration or 
reasonably foreseeable increases in 

utility rates could present a 
material challenge to the economy. 

Service territory may have 
geographic concentration that 

limits its resilience to storms and 
other natural disasters, or may be 
an emerging market. May show 

decided volatility in the regulatory 
regime(s). 

Operates with little diversification 
in generation and/or fUE( sources 

such that the utility or rate-payers 
have high exposure to commodity 

price changes. Exposure to 
Challenged and Threatened 

Sources may be high, and accessing 
alternate sources may be 

challenging and cause more 
financial stress, but ultimately 

feasible. 

* 10% weight for issuers that lack generation **0% weight for issuers that lack generation 
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A 

Material operations in two to three nations, states, 
provinces or regions that provide good diversity of 
regulatory regimes and service territory economies. 

Alternately, operates within a single regulatory 
regime with low volatility, and the service territory 

economy is robust, has a very high degree of 
diversity and has demonstrated resilience in 

economic cycles. 

Good diversification in terms of generation and/or 
fuel sources such that the utility and rate-payers 
have only modest exposure to commodity price 

changes; however, may have some concentration in 
a source that is neither Challenged nor Threatened. 
Exposure to Threatened Sources is tow. While there 
may be some exposure to Challenged Sources, it is 

not a cause for concem. 

Caa 

Operates in a concentrated economicservice 
territory with pronounced concentration, 

macroeconomic risk factors, and/or exposure to 
natural disasters. 

Operates with high concentration in generation 
and/or fuP.I sources such that the utility or rate

payers have exposure to commodity price shocks. 
Exposure to Challenged and Threatened Sources 

maybe very high, and accessing alternate sources 
may be highly uncertain. 

INFRASTRUCTURE 

Baa 

May operate under a single regulatory regime viewed as having low 
volatility, or where multiple regulatory regimes are not viewed as 
providing much diversity. The service territory economy may have 

some concentration and cyclicality, but is sufficiently resilient that it 
can absorb reasonably foreseeable increases in utility rates. 

Adequate diversification in terms of generation and/or fuel sources 
such that the utility and rate-payers have moderate exposure to 

commodity price changes; however, may have some concentration 
in a source that is Challenged. Exposure to Threatened Sources is 
moderate, while exposureto Challenged Sources is manageable. 

Definitions 

Challenged Sources are generation plants that face higher but not 
insurmountable economic hurdles resulting from penalties or taxes 

on their operation, or from environmental upgrades that are 
required or likely to be required. Some examples are carbon
emitting plants that incur carbon taxes, plants that must buy 

emissions aedits to operate, and plants that must install 
environmental equipment to continue to operate, in each where the 
taxes/credits/upgrades are sufficient to have a material impact on 
those plants' competitiveness relative to other generation types or 
on the utility's rates, but where the impact is not so severe as to be 

likely require plant closure. 

Threatened Sources are generation plants that are not currently 
able to operate due to major unplanned outages or issues with 

licensing or other regulatory compliance, and plants that are highly 
likely to be required tode- activate, whether due to the 

effectiveness of currently existing or expected rules and regulations 
or due to economic challenges. Some recent examples would 

include coal fired plants in the US that are not economic to retro-fit 
to rneet mercury and air toxics standards, plants that cannot meet 
the effective date of those standards, nuclear plants in Japan that 
have not been licensed to re-start after the Fukushima Dai-ichi 
accident, and nuclear plants that are required to be phased out 

within 10 years (as is the case in some European countries). 
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Factor 4: Financial Strength 

Sub-Factor 
Weighting 40% Weighting Aaa Aa A 

CFO pre-WC+ Interest/ 7.5% ~Bx 6x-8x 4.Sx- 6x 
Interest 

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

CFO pre-WC / Debt 15% 

Low Business Risk Grid ~38% 27%-38% 19%-27% 

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

CFO pre-WC - Dividends / Debt 10% 

Low Business Risk Grid .1?34% 23%-34% 15%-23% 

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

Debt / Capitalization 7.5% 

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

(,J 
en 
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Baa 

3x-4.Sx 

13%-22% 

11%-19% 

9%-17% 

7%-15% 

45%-55% 

50%-59% 

INFRASTRUCTURE 

Ba B Caa 

2x-3x 1x-2x < 1x 

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

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

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

0%-7% {5%)-0% < (5%} 

55%-65% 65%-75% ?:75% 

59% - 67% 67%-75% ~75% 
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Key Rating Factors 
~torri:;k profile 

Country r i5k 

M.:>na~me-nt 5-tratcgy/governance 

Group s.tr·ucturc 

Busi ncss pro me 
Sour ce: Flt(h Rd ting:;, 

Fitch Key Rating Factors 

l=in.ancial profili£• 

Cash flow and profi t.;Jbility 

t=inancial !.1:rudure 

l=inancial flexibility 

Source: Fitch Ratings - Corporate Rating Criteria - December 2020 
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FitchRatings 

Sector-Specific Key Factors - US Utilities, Power and Gas 

Regulatory Environment Market Position 

Rating Degree ofTransparency and Predictability Market Structure 

bbb 

bb 

Track rPcord of tran~parent and predictable mgulation. 

Generally transparent and predictable regulation with 
Orntted polttical interference. 

Po<;>r or uncertain track record of regulation and high 
political interference 

Hostile regulatory or political jurisdiction or frequent 
regulalory interference in market-based mechonrsms. 

R~gulatory frarntwork formally or informally 
abandoned. with substantial uncertainty around 
future mechanrsms. 

Timeliness of Cost Recovery 

Well-established market structure with complete 
transparency 1n price-setting mechanisms. 

Established market structure but some level of 
uncertainty in price-setting mechanisms. 

~~~k;~tJfn~~F~~~~r~fA\ ofrt~~d"/~)Gr~bandoned 
mcr::hanisms. 

Consumption Growth Trend 

Asset Base and Operations 

Diversity of Assets 
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Commodity Exposure 

Ability to Pass Through Changes In Fuel 

Hig1-quality end/er lcrge-scale diversified assets. Complete pass-t11rougt·1 of commodity costs 

Good quali:'I and/Or reasonc:1t~e scc;le diversified 
assets. 

Small size and limited divcrsi'1cation. 

Low quality. small size and highly cc,ncentrated assets 

Operations Reliability and Cost 
Competitiveness 

Limited e,posure to changes in commodrty costs 

Inability to pass through all r;hangcs in commodity 
costs. 

High exposure to commodity price changes 

Under1ying Supply Mix 

Min11 11.::;l lag Lo 1t::c.:ovt::1 c.:aJild 011tl ope, ati11g cosb ~t~~~~fi!~(~~~~t market or service territory with Track record of reliable. low-cost operations. £,trerndy k,w cusc drld r exible ;upµly. 

bbb 

bb 

l)bb 

bb 

bbb 

bb 

t,bb 

bb 

Mude·a[e lag 1o rf:C(Ner capital rind c.1pe1ril ir1g c:<i~I:;. 

Siw1it1cant lag to recover capital and operating costs 

Customer and usage growth in line with industry 
averages. 

Exposur_e to declining usage or volumes or self
generation 

Reliability and oost of operations at par v,ith industry 
averages 

Below-average system relic:;bili:y and co::it struc....iure. 

Lov~Vt;/,uble cost!-. cmd nlodera:e n~x1biliiy o' ~upply. 

Hi~ll I ariable costs anc limited flex,bility a, supp~,. 

Material dela;s i:1 recoverbg capitzl and operatine 
costs 

Rapidly shrinking market or service territory and falling Poor system reliat,ility and disadvantage:ous cost 
unit consumptron. structure. 

E:1reme veria~ility in costs ana minimal 4eYibility of 
supply. 

Regulatory framew,,rk formally or informally 
abandoned. with substantral uncertainty around 
future mechanisms. 

Trend In Authorized ROEs 

Above-aver ace au:hori7ed 1101. 

A·,erage authon:ea ROF 

Srer,ifrcantly belcw-averaee authorized RO[ 

Absence of reculato,y ROE. 

Regulatory framework formally or informally 
abandoned. wil_t1 -;ubslanl1al unc:ert<1Inly around 
future mechanisms 

Mechanisms Avallable to Stabllize Cash 
Rows 

Revenues fully insulated from vcri21bility in 
consumption. 

Customer Mix 

Favorable custom~r mix. 

Less diver~if1ed customer base 

High concentration of customeis in cyclical industries. 

High concentration to rise.y. less creditworthy 
customers. 

Substantial cash impairment crystalli1cd or about 
Lo. duP. to co_unterrJarly ra1llirec;, induding !',,yslemic 
collection farlures 

Geographic Location 

Favorat,le lc,cation or high geographic drversity. 

~g;;~~~tfoan~i<1Hy insulated from vaf@bihty in Be-,ef cial location or ree:;onab1~ locational diversity. 

RevemJf.:'> fully expo~ed to variability in con,umption. ~is~~JCT6~i~'.vity to extreme weather o, disaster 

Revenues fully exposed to declining consumption. 

Regulatory framework formally or informally 
abandoned, with substantial u1)Certainty around 
future mechanisms 

Mechanisms Supportive of 
Creditworthiness 

[ffective reg• Jlatory ring~encing 

Effective rcgulotory rin'!-fcncinR 01 mi1imum 
cred1tworth1ness requirements 

High exposure to event risk 

Concentration in onE location with disruptive 
economic 01 t;:,gistical characten5tic~ impa1nng e:ither 
ope-ration or cash collections 

Supply Demand Dynamics 

Be,ef e,ial outlr::ok for pnccs/ra:e~ 

Moderate!; favorable outlook for prices/rates 

Uncertain cAJtlor.1k for prices/"rate~ 

Absenr.e of minimum crechtwonhine'Ss requirernt:nt.,; Extremely unfavorilble outlook fflr prices;rate.-;. 

Regulatory frarnework formally or informally Direct exposure to faied market structures crystallized 
abandoned. with substantial uncertainty around or about to. ·'/I.ii i I substa1 1L 21 r IegatNe (:.Bsf 1 now 
future mechanisms. _!m_pl!c_ati~n:... -

Subject t(I advanced regulatury intervention with 
material risks for concession ownership,- preservation 
of capital structure. 

Exposure to Environmental Regulations 

No exposure to environmental regulations. 

Limite~ or mana8t:able exposure tc, environmental 
regulations 

Sis:-.nif1cant e-xpo':,ure t<J er,\ ironr:ientcl regulations 

Hedging Strategy 

Highly captive supply and customer base. 

Med1um-ter,..- hedt;rng strateey for supply ac,d sales. 

~ri~g~\:Z~~g\'6i~with a -nate,ia1 cxposu"c to highly ~t~~r;;f~i~~dtf~'iffn~ ~fi~~itd ,a1c, or -1 ghly 

Substantial cash impairment crystallized. or about to. r~J~t~~J~J1f~f~~~P,11/:,r;;,c.;ir1~~/(v~a~~~~J~~~~~I 
due to multiple. punitive environmental cost burdens hedging measures 

capltal and Technological Intensity of 
Capex 

Low l~f:lr. of re1nvec:;tment requirE:rnents 

Mod~rete rt-: 11veslt11e1 1ts recuirt-!11:e11l~ 11 estabk-.lu-•d 
technologie,. 

Reinvestment i::oncc_ntratcd in capita l-intensive or 
unproven technologies. 

High exposure to execution risk tor projects involving 
large outlays er unproven technologies. 

Substanoal cash impairment crystalli,ed. or about to. 
due to tt,e fa,ure or cost over-run of a major project 
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FitchRatings 

Financial Profile Key Factors - US Utilities, Power and Gas 

Profitability Financial Structure 

Rating Free Cash Aow FFO Leverage 

aa 

Structurally neutral to positive fCF across the investment cycle. 3.Sx 

bbb Structurally neutral lo ne~ative FCF across the Investment cycle. 5.0x 

bb Structurally negative FCF across the investment cycle. 6.Sx 

Structurally heavily negative FCF across the investment cycle 7.Ox 

Volatility of Profitability Total Debt with Equity Credit/Op. EBITDA 

Higher stability aod predic:abili:y o' profits rel,tive to utility peers 12Sx 

bbl) Stability a,d prcdi,:tability of p-0•1:s in lin<' vAth utility pec,rs. l75x 

bb cower stobility and prccictibility of profit, relative to utility peers 4.7Sx 

bbb 

bb 
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Financial Flexibility 

Financial Discipline 

Publicly ~rnrnr,ced conservative financinl r,oliq'. r~ack re(r.ird of stricr comrliimr.e 

Cleor commitment tn maintain a conservative policy With on~, mode: .. ,t dt=-viat1on,; 
aDowcd 

Less conservative policy. but generally applied consistently. 

Financial policies in place but flexibiUy in applying them coulc lead to temporarily 
exceeding downg1ade guidelines. 

No financial policy or :rack record of ignorine it. Opportunistic ,eha1/or 

Uquldlty 

~~~e~~~~~r"eb!~r~ti~rna~~nl¼~t~~e';JJ~tr~!\:7,~t~~~J~01~
8
6lv:~s\R~~~su~;~ 

of funding. _ 

~:r~~i~!i~~:~~~(t~ abO\e 1.2~x. Welhµ1ead 111alu1ily ·;chedule of delll but fundi!li! 

Liquidity ratio arnund 1.0x. Le.ss smonth dP.bt maturity or concentrated funding. 

L!quidity "atio !JcloN 1.0) .. Ovcrty re:Uant or one funding 50Lirce. 

No near-term prospect of recovery In liquidity score above 1.Ox Allimost funding sources 
subjecl to malcrial execution risk. 

FFO Interest Coverage 

5.Sx 

4.Sx 

3.Sx 

2.0x 

Net FCF deb! seivice cover below 1.0x. AIVmost funding sources subject to material 
execution ns~. 
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