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Utility Financial Targets Are Revised

Star'sdal'd & Poor's has revised the four principal finan-
cial targets that it uses to analyze the credit quality of
all investor-owned electric, natural gas, and water utili-
tigs in the U.3. (see table on page 3|,

Standard & Poor’s has created a single set of financtal
targets that can be npplied scross the different utility
segments. These fnancial measures reflact the
convergence thal is occuming throughout the utility
industry and the changing risk profile of the industry in
general,

M rating changes wil result from establishing these new
financial targets sinca they were developed by integrating
prior utility financial benchmarks and histoncal industrial
medians. The new financial targets, ke the previous
benchmarks, pertain o nsk-adjusted ratios that distinguish
between lower-nisk and higher-risk activities, The tagats
have been broadened v comespond with Standard & Poor's
10-point business profile assessments. The business profile
Scores assess the qualitative attributes of a firm, with *1°
being considered lowest risk and “10° highest risk. Thus,
the new targets allow for comparzhility on a single scale
botwesn typically lover-rsk achvives, such as water
operations, g2s distibution, and electric tansmission, and
highar-risk activities, such as merchant power generation,
oil and gas exploration and production, and enemy trading
and marketing, For exsmple, a water utility, which can
expect to have a lower business nsk profile than a typical
integrated electric wtil ty, will be required to meet less
stringent financial amets for any given rating categary,

Funds- from operations to total debt, funds from
Gﬂefﬂ'llﬂn-: interast coverage, pretax intEnest coveraga,
and total debt to total capital are the four
credit-protection ratics that are an integral part of

Standard & Pour's quantitative review on the overall
credit analysis of the utility sector. Standard & Poar's
recognizes that the natwe of utilifes’ business
suategies Is cuanging significantly and iz shifting
toward higher-risk endeavors. These undertakings bear
risk characteristics that are mare reprasentative of an
industrial company than a regulated utility, Tharefore,
Stendard & Poo”'s also incorporates a greatar reliance
on several additonal ratios in its credit analysis. These
incliade, but are not limited to, pretax retum on pemmanent
capital, funds: fiom operstions to cument obligations,
eamings before interest and taxes to total assets: net cash
fiow to capital eependitures, and capital expenditures
average total carital. Additionally, further analysis of the
cash flow coveraje of all ohligations (including prefasmed
stock) is parformed. Although these measures do not have
published tamets, broader wse of these financial ratos,
combined with the four pincipal tamgets. provides greatar
depth to the furdamenta! analysis used in the rating
evaluation proces i,

Consistent with Standard & Poor's ratings methodology,
the four published financial targets will be used wath ather
quantitative mousures, business risk  analysis, and
comparative anah sis of peer groupsngs o daterming credit
ratings. The new targets ame designed 1o assist utilities,
utility affiliates, ar d the investment commirity in assessing
tha refative financ al strength of issuers. i

Ronald M. Barone

New York (1) 212438-7652
John W, Whitlock

New York (1) 212-438-7678
Scott A. Beicke

New York (1) 212-438-7663

lfeantrwed on page 3

|EH] AEP/CSW Merger May Close by YemrEnd .......c.o0u0e . page 2
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Revised Utility Group
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Utilities/Project Finance/Infrastructure

General Contacts '

Curtis Mauiton New York {1} 212-438-2064
John Bilardello New York (1) 212-438-7664
Cheryl Richer . New York {1) 212-438-2084
William Chew New York (1) 212-438-7981
United States

John Bilardelio, New York (1) 212-438-7664
U.S. Investor-Owned Utilities

Canada

Thomas Connell Toronto (1) 416-202-6001
Latin America

Jane Eddy New York (1) 212-438-79%
Eurape/Middle East/Afric

Aidan O'Mahony : Londan {44) 171-826-3518
Asia/Pacific

Paul Caughlin Hong Kong (852} 2533-3502
Rick Shepherd Metboume (61) 3-9631-2040
Dan Fukutomi Tokyo {81) 3-3593-8714
Telecommuni cations

General Contac!

Richard Siderman New York {1) 212-438-7863
United States i
Richard Siderman New Yark {1) 212-438-786.
Canada

Thomas Connell Taronto {1) 416-202-6001
Latin America

Laura Feinland Katz New York {1} 212-438-7893
Europe/Middle East/Africa

Juan Jose Garcia London (44) 171-826-3642
Asia/Pacific

Duncan Warwick-(hampion Melboume (61) 3-9631-2076
Dan Fukutomi Takyo (81) 3-3593-8714

Visit us at
www.standardandpoors.com/ratings
for more LS. utility credit information,
or at www.ratingsdirect.com to
subsciibe to Standard & Poor's
on-line rating service.

For fast answers to utility questions,
please e-mail us at
utility_helpdesk@standardandpoors.com
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