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\tandard & Poor's ~,as revised the four principal finan-
Ucial targets that it IJSeS to analyze the credit quality of
all investor-owned electric, natural gas, and water utili-
ties in the U.S. (see lable on page 3).

Standard & Poor's has created a single set of financial
targets that can be ilpplied across the different utility
segments. These 'inancial measures reflect the

convergence that is occurring throughout the utility
industry and the charlging risk profile of the industry in

general.
No rating changes will resu It from establishing these new

financial targets since they were develo~d by integrating
prior utility financial benchmarks and historical industrial
medians. The new financial targets, like the previous

benchmarks, pertain to risk-adjusted ratios that distinguish
between lower-risk and higher-risk activities. The targets
have been broadened tI) corres~nd with Standard & Poor's
1 OiJOint business profile assessments. The business profile
scores assess the qual itative attributes of a firm, with I.
being considered lowest risk and 10. highest risk. Thus,
the new targets allow for comparability on a single scale
between typically 10Yler-risk activities, such as water
operations, gas distribtrtion, and electric transmission, and
higher-risk activities, slJch as merchant power generation,
oil and gas explorartion and production, and energy trading
and marketing. For example, a water utility, which can
~ct to have a lower business risk profile than a typical
integrated electric utirty, will be required to meet less
stringent financial targE!ts for any given rating category.

Funds from operations to total debt, funds from

operations interest co~rage, pretax interest coverage,
and total debt to total capital are the four
credit-protection ratics that are an integral part of

1:!:~lilllli!IK!]~1II AEP/CSW Merger Mi

Standard & Poor's quantitative review on the overall

credit analysis I)f the utility sector. Standard & Poor's

recognizes that the nature of utilities' business

strategies is c1anging significantly and is shifting

toward higher-risk endeavors. These undertakings bear

risk characteristics that are more representative of an

industrial compilny than a regulated utility. Therefore,

Standard & Poo "s also incorporates a greater reliance

on several additional ratios in its credit analysis. These

include, but are not limited to, pretax retum on permanent

capital, funds hom operations to current obligations,

eamings before irlterest and taxes to total assets, net cash

flow to capital e<penditures, and capital eXlX!nditures to

average total ca~ ita I. Additionally, further analysis of the

cash flow covera]e of all obligations (including preferred

stock) is performed. Although these measures do not have

published tangets, broader use of these financial ratios,

combined with the four principal tangets, provides greater

depth to the furldamental analysis used in the rating

evaluation prates;.

Consistent with Standard & Poor's ratings methodology,

tile four published financial tangets will be used with other

quantitative IT)eilSUreS, business risk analysis. and

comparative anal, sis of peer groupings to determine credit

ratings. The new tangets are designed to assist utilities,

utility affiliates, ard the investment community in assessing

tile relative financial Strength of issuers..

Ronald M. Barone
New York (1) 212-438-7662

John W. Whitlock
New York (1) 212-438-7678

ScotIA. Beicke
New York (1) 212-438-7663

{continued on page 31;:~~~;;~~~;;End 
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"A' '88'
16.5
21.0
26.0
30.5
33.0
39.0
47.0
55.0
64.5
78.0

12.5
16.0
ZO.O
24.5
27.0
31.0
36.5
42.5
49.5
60.5

<71)
<10.5

141)
17.5
20.5
22.0
245
27.5
321)
39.0

9.5
12.0
15.0
16.0
17.0
18.5
22.0
28.0

Utilities/Proiect FinanceJ
General Conta~
Curtis Moulton

John Bilardello

Cheryl Rid1er

William Chew

UnitedSwles
John Bilardello,
U.S. IrNestor-ONned Utilities

Canada
Thomas Connell

L.lin America
Jane Eddy

Europe/Middle Eesl/AlrCa
Aidan O'Mahony

Asi8/Pacilic
Paul Coug~in

Rick Shelllerd

O~ Fukutomi

FFO interest coverage
Business position
1
2
3
4
5
6
7
8
9
10

'A' '88'
2.6
3.3
3.9
4.5
4.8
5.7
7.0
8.3
9.5

113

1.9
2.5
3.1
3.B
4.0
4.5
5.1
5.9
7.1
B.6

<0.9
<1.5
2.1
2.7
3.0
31
3.3
3.5
4.3
5.3

1.3
1.8
2.1
2.2
2.3
2.4
2.9
3.6

..,~
..;
~

,~

'A' '00'
1.8
2.3
2.8
3.3
3.5
4.0
4.7
5.5
6.6
8.4

<0.8
<13
1.8
21
2.4
2.6
2.8
3.0
3.7
5.0

1.1
1.3
1.5
1.6
1.8
2.0
2.5
3.3

Business
1
2
3
4
5
6
7
8
9
10

"A' "BS'
GO.5
56.5
53.0
49.5
47.0
46.0
45.0
43.0
39.0
33.0

>67.5
>63.5
61.0
57.0
55.0
53.5
52.5
51.5
47.5
40.5

55.0
51.0
47.5
43.0
41.5
39.5
37.5
35.0
30.0
24.0

T elecommuni cations
Gener.1 Conl8ct
Ridlard Sidem1an New York 111212-436-7863

United St8tes i
Ridlard Siderman New York (11212-436-786..

C.n.d.
Thomas Camel! Tarooto (11416-202-6001

l.8Iin Am.ric.
Laura Feinland Ka1z New York {11212-436-78!D

Europe/Middl. 1~St/Afri:.
Juan Jose Gart:ia London (44) 171-826-3642

Asi8/P.cific
Duncan Wa~ck-(:hampion Melbourne (6113-9631-2076

Dan Fukutomi Tokyo 18113-3593-871467.0
640
62.5
60.5
59.5
58.0
54.0
46.0

.As of Jun. 1~. FfO-fIJIIds frtrn o!""atioos.

Visit us at

www.mndardandpoors.com/ratings

for more ll.S. utility credit infonnation.

or at ~ww.ratingsdirectcom to

subscl'ibe to Standard & Poor's

oIl-line rating service.
;<

For fast answers to utility questions.

Illease e-mail us at

utility_help desk@standardandpoors.com

~J
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FFO to total debt -'-~,
Business position
1
2
3
4
5
6
7
8
9
10

'Infrastructure

NewYork(11212~38-2064
New York (11212-438-7664

New York (1)212-438-2084

New York (11212-438-7981

New York 11)212-438-7664

Tora1tQ 111416-202-6001

New York (11 212-438-79$

London (441171-826-3518

Hong Kong (852)2533-3502

Me~ume (61)3-0031-2040

TQk'r1] (81) 3-3593-8714

position


