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Group/ Issuer credit rating
government Research contributor
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Key risks

Low-risk, rate-regulated electric and gas utility.

Elevated wildfire risk in rural counties.

Effective management of regulatory risk.

Rising capital spending.

Exiting coal by year-end 2025.

Limited geographic and regulatory diversity.

We view Puget Sound Energy Inc.’s recent rate increases as supportive of its credit quality.
The Washington Utilities and Transportation Commission (WUTC) authorized a $569 million
electric and $130 million natural gas multiyear rate increase for Puget Sound Energy Inc. (PSE)

for 2025 and 2026, based on the following:

e A 49% equity layer in 2025 (consistent with 2024) and a 50% equity layer in 2026;

e A9.8%return on equity (ROE) in 2025 (up from 9.4% in 2024) and a 9.9% ROE in 2026; and

e A higher forecast cost of debt.
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We view the outcome as supportive of PSE’s credit quality as it reflects the company’s full initial
request after incorporating its authorized power cost update, the continued use of a forward-
looking, multiyear test period--which reduces regulatory lag, and the provisional prudency
review of PSE’s future capital spending--which we anticipate should minimize disallowance risk
going forward. Overall, we expect the measures authorized as part of this rate case will enhance
PSE’s cash flow stability over the next two years.

Our negative comparable ratings analysis (CRA) modifier reflects PSE’s elevated wildfire risk.
According to data from the Federal Emergency Management Agency, PSE’s transmission and
distribution (T&D) network operates in two counties in Washington (about 30,000 customers)
with elevated wildfire risk. Although this risk is generally limited to about 8% of PSE’s T&D
network, we believe climate change could make wildfires more frequent and severe, exposing
PSE to potentially significant contingent liabilities if a catastrophic wildfire occurred. We
therefore assess PSE, compared to peers, at the lower end of the range for its business risk
profile category. We capture this heightened risk using our CRA, which is negative.

Outlook

The stable outlook on PSE is consistent with the stable outlook on parent Puget Energy Inc.
(PE). Under our base case, we expect PSE’s stand-alone funds from operations (FFO) to debt to
reflect 18%-20% through 2027.

Downside scenario

We could lower our ratings on PSE if we lowered our group credit profile.

Upside scenario

Although less likely, we could raise our ratings on PSE if we raised our group credit profile.

Our Base-Case Scenario

Assumptions

e Regularly occurring rate case filings with the WUTC.

e Continued use of existing regulatory mechanisms, including the recently authorized wildfire tracker that allows PSE to

recover costs between base rate cases associated with its wildfire mitigation plan.
o Capital spending that averages $1.9 billion per year through 2027.
e Dividends to and equity infusions from parent PE as necessary to maintain PSE’s regulated capital structure.
e Negative discretionary cash flow.

o Alldebt maturities are refinanced.
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Company Description

PSE is a vertically integrated electric and natural gas distribution utility that provides services to
over 1.2 million electricity customers and 881,000 gas customers in Washington’s Puget Sound

region.

Peer Comparison

Puget Sound Energy Inc.--Peer Comparisons

Puget Sound Energy

Inc.

Avista Corp.

IDACORP Inc.

Portland General
Electric Co.

Foreign currency issuer credit rating

BBB/Stable/A-2

BBB/Stable/A-2

BBB/Stable/A-2

BBB+/Stable/A-2

Local currency issuer credit rating

BBB/Stable/A-2

BBB/Stable/A-2

BBB/Stable/A-2

BBB+/Stable/A-2

Period Annual Annual Annual Annual
Period ending 2024-12-31 2024-12-31 2024-12-31 2024-12-31
Mil. $ $ $ $
Revenue 4,825 1,938 1,827 3,440
EBITDA 1,634 620 577 1,130
Funds from operations (FFO) 1,221 455 412 995
Interest 360 159 166 274
Cash interest paid 345 154 140 225
Operating cash flow (OCF) 951 551 563 807
Capital expenditure 1,663 548 985 1,308
Free operating cash flow (FOCF) (712) 3 (422) (507)
Discretionary cash flow (DCF) (866) (147) (603) (701
Cash and short-term investments 100 30 369 12
Gross available cash 100 30 369 12
Debt 6,834 3,240 2,882 5,775
Equity 5,564 2,591 3,338 3,794
EBITDA margin (%) 33.9 32.0 31.6 32.9
Return on capital (%) 5.6 5.9 7.6 6.8
EBITDA interest coverage (x) 4.5 3.9 3.5 41
FFO cash interest coverage (x) 4.5 4.0 3.9 5.4
Debt/EBITDA (x) 4.2 5.2 5.0 5.1
FFO/debt (%) 17.9 141 14.3 17.2
OCF/debt (%) 13.9 17.0 19.5 14.0
FOCF/debt (%) (10.4) 0.1 (14.7) (8.7)
DCF/debt (%) (12.7) (4.5) (20.9) (12.1)
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Business Risk

Our assessment of PSE’s business risk is supported by generally constructive regulation under
the WUTC that is based on a forward-looking, multiyear ratemaking framework. In addition to
reducing regulatory lag and cash flow volatility, we believe multiyear ratemaking promotes
predictability and lowers uncertainty for the utility and its stakeholders. Our assessment of the
company’s business risk also incorporates its large customer base of about 1.2 million electricity
customers and 881,000 natural gas customers that are mostly residential, which promotes cash
flow stability.

We believe the regulatory environment under the WUTC has historically been challenging but
has gradually improved since the passage of Senate Bill (SB) 5295, which established the
multiyear ratemaking framework for Washington’s electric and natural gas utilities. The WUTC's
consistent application of this framework in recent years--reflected by PSE receiving its second
forward-looking, multiyear rate order--suggests a growing track record and a gradually more-
predictable regulatory environment.

PSE’s regulatory construct also incorporates:

e Arevenue decoupling mechanism that protects the company’s margins from variations in
sales due to weather or energy efficiency.

e A power cost sharing mechanism that apportions PSE’s power costs between the company
and its customers based on a graduated scale. However, we believe this mechanism
increases PSE’s financial risk because if power costs are significantly higher than the
baseline rate, PSE’s expenses could increase significantly.

e Awildfire tracker that allows PSE to recover costs between base rate cases associated with
its wildfire mitigation plan.

While we view PSE’s regulatory framework in Washington as mostly constructive for maintaining
stable credit quality, we believe the company’s exposure to wildfire risks significantly constrains
its business risk profile, given the material increase to operating risk. However, the company is
implementing measures to mitigate some of these risks, including implementing 24/7 fire and
weather risk monitoring, adding high-definition cameras and weather stations in high-risk areas,
deploying a public safety power shutoff program, implementing automated power line settings
to make the electrical system more sensitive to potential hazards, and partnering with the
Washington Department of Natural Resources for faster dispatch in high-risk areas. PSE also
hired a meteorologist in 2024 to support its strategy.

Financial Risk

Under our base case, we expect robust capital spending that averages $1.9 billion per year
through 2027 as PSE implements its decarbonization strategy to comply with the 2019 Clean
Energy Transformation Act. We forecast the company’s operating cash flows will be lower than
its capital spending and dividends on an annual basis, necessitating ongoing access to the
capital markets. However, we assume PSE’s cash flow deficits will be funded in a credit
supportive manner.

Despite robust capital spending, we expect PSE’s stand-alone financial measures will modestly
improve. FFO to debt was 17.9% in 2024, but we expect FFO to debt of 18%-20% through 2027.
This reflects the middle of the range for its financial risk profile category.
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In addition, we believe the company’s ability to cover annual cash interest payments based on
S&P Global Ratings-adjusted FFO bolsters the financial risk profile assessment, with annual
coverage of 4.5x-5.0x through 2027, which is in line with the financial risk profile assessment.
We also forecast leverage, as indicated by S&P Global Ratings-adjusted debt to EBITDA, to be
4.0x-4.5x through 2027, in line with the financial risk profile assessment benchmarks. We assess
PSE’s financial risk profile using our medial volatility benchmarks, reflecting its lower-risk,
regulated utility operations and effective management of regulatory risk. These benchmarks are
more relaxed than those used for typical corporate issuers.

Puget Sound Energy Inc.--Financial Summary

Period ending Dec-31-2019 Dec-31-2020 Dec-31-2021 Dec-31-2022 Dec-31-2023 Dec-31-2024
Reporting period 2019a 2020a 2021a 2022a 2023a 2024a
Display currency (mil.) $ $ $ $ $ $
Revenues 3,401 3,326 3,806 4,216 4,787 4,825
EBITDA 1,336 1,342 1,453 1,415 1,697 1,634
Funds from operations (FFO) 1,068 1,073 1,152 1,047 1,180 1,221
Interest expense 279 267 277 285 313 360
Cash interest paid 249 258 262 275 300 345
Operating cash flow (OCF) 646 848 955 880 1,150 951
Capital expenditure 928 885 925 1,047 1,608 1,663
Free operating cash flow (FOCF) (282) (36) 30 (167) (359) (712)
Discretionary cash flow (DCF) (446) (185) (200) (202) (455) (866)
Cash and short-term investments 44 51 50 103 145 100
Gross available cash 44 51 50 108 145 100
Debt 5,091 5,283 5,820 5,873 6,165 6,834
Common equity 4,049 4181 4,355 4,871 5,051 5,564

Adjusted ratios

EBITDA margin (%) 39.3 40.3 38.2 33.6 33.4 33.9
Return on capital (%) 6.7 6.2 6.4 5.4 6.2 5.6
EBITDA interest coverage (x) 4.8 5.0 5.3 5.0 5.1 4.5
FFO cash interest coverage (x) 5.3 5.2 5.4 4.8 4.9 4.5
Debt/EBITDA (x) 3.8 3.9 4.0 4.1 3.9 4.2
FFO/debt (%) 21.0 20.3 19.8 17.8 191 17.9
OCF/debt (%) 12.7 16.1 6.4 15.0 18.6 13.9
FOCF/debt (%) (5.5) 0.7) 0.5 (2.8) (5.8) (10.4)
DCF/debt (%) (8.8) (3.5) (3.4) (3.4) (7.4) 12.7)

Reconciliation Of Puget Sound Energy Inc. Reported Amounts With S&P Global Adjusted Amounts (Mil. $)

Debt Shareholder Equity Revenue EBITDA Operating Interest S&PGR Operating Dividends Capital
income expense adjusted cash flow expenditure
EBITDA
Financial Dec-31-2024

year
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Reconciliation Of Puget Sound Energy Inc. Reported Amounts With S&P Global Adjusted Amounts (Mil. $)

Debt Shareholder Equity Revenue

EBITDA Operating Interest
income expense

S&PGR Operating Dividends

adjusted
EBITDA

cash flow

Capital
expenditure

Company
reported
amounts

6,018

5,564

4,825

1,521 602 284

1,634

879

154

1,609

Cash taxes
paid

Cash interest
paid

Cash interest
paid: other

Lease
liabilities

290

Operating
leases

25 7 7

18

Accessible
cash and
liquid
investments

(100)

Capitalized
interest

Power
purchase
agreements

479

10 18 18

Asset-
retirement
obligations

186

Nonoperating
income
(expense)

Debt: Debt
serviced
by third
parties

COGS: other

nonoperating
nonrecurring
items

EBITDA:
other

Interest
expense:
other

Total
adjustments

816

13 62 76

(@13)

72

54

S&P Global
Ratings
adjusted

Debt

Equity Revenue

EBITDA EBIT Interest
expense

Funds
from
Operations

Operating
cash flow

Dividends

Capital
expenditure

6,834

5,564

4,825

1,634 664 360

1,221

951

154

1,663
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Liquidity

Our ‘A-2" short-term rating on PSE reflects our issuer credit rating on the company. As of March
31,2025, we assess the company’s liquidity as adequate, with sources covering uses by 1.1x for
the coming 12 months, even if forecast stand-alone EBITDA declines 10%. We use slightly less
stringent thresholds to assess the utility’s liquidity because we believe the regulatory

framework under the WUTC provides it with a manageable level of cash flow stability, evenin
times of economic stress.

Our assessment also reflects PSE’s generally prudent risk management (we expect the utility
will manage its upcoming long-term debt maturities well in advance of their scheduled due
dates), sound relationships with its banks (which includes more than 15 well-established
financial institutions), and a satisfactory standing in the credit markets (as demonstrated by
CDS spreads). In addition, we believe it could reduce its high capital spending during stressful
periods, which limits the need to refinance under such conditions.

Overall, we believe PSE will likely withstand any adverse market circumstances over the next 12
months while maintaining sufficient liquidity to meet its obligations. This is supported by its
$800 million of committed credit facility capacity through 2027.

Principal liquidity sources Principal liquidity uses

e Cash and cash equivalents of about $30 million; o Debt maturities, including outstanding commercial paper, of $57 million;
o Credit facility availability of $800 million; and e Capital spending of $1.5 billion; and

e Estimated cash FFO of $1.47 billion. o Dividends of about $140 million.

Environmental, Social, And Governance

Environmental factors are a negative consideration. Climate change is increasing the frequency
of wildfires in Washington. We believe wildfire risk brings with it the potential for significant
litigation in instances where the utility could be found causal and negligent. Social and
governance factors are neutral.

Group Influence

We rate PSE two notches higher than our group credit profile on Puget Holdings LLC because of
the strength of PSE’s stand-alone credit profile and existing regulatory and structural
protections.

Key insulating measures include:

e PSE is a separate stand-alone legal entity that functions independently--both financially and
operationally, files its own rate cases, and is independently regulated by the WUTC.

e PSE hasits own records and books, including stand-alone audited financial statements.

e PSE has its own funding arrangements, issues its own long-term debt, and has a separate
committed credit facility for its short-term funding needs.

www.spglobal.com/ratingsdirect June 20,2025 7
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e PSE does not commingle funds, assets, or cash flows with parent PE.

e PSE does not have any cross-default obligations and a default by their parent, PE would not
directly lead to a default at PSE.

e Anindependent board director at PSE whose vote is required to file the company into
voluntary bankruptcy.

e Clear economic incentives for the parent PE to maintain PSE's financial strength as PSE
contributes a significant portion to PE's operations.

e Active regulatory oversight that includes dividend restrictions limiting distributions if such
distributions reduce PSE's equity to less than 44% of total capital and EBITDA interest
coverage equal to or greater than 3x.

e Prohibition of dividend distributions if PSE’s issuer credit rating falls below investment grade
by two of the three major credit rating agencies.

Issue Ratings--Recovery Analysis

Key analytical factors

PSE's first-mortgage bonds benefit from a first-priority lien on substantially all of the utility's
real property owned or subsequently acquired. The collateral coverage of greater than 1.5x
supports a recovery rating of "14+' and an issue-level rating two notches above the issuer credit
rating.

Rating Component Scores

Foreign currency issuer credit rating BBB/Stable/A-2
Local currency issuer credit rating BBB/Stable/A-2
Business risk Excellent
Country risk Very Low
Industry risk Very Low
Competitive position Strong
Financial risk Significant
Cash flow/leverage Significant
Anchor a-

Diversification/portfolio effect

Neutral (no impact)

Capital structure

Neutral (no impact)

Financial policy

Neutral (no impact)

Liquidity

Adequate (no impact)

Management and governance

Neutral (no impact)

Comparable rating analysis

Negative (-1 notch)

Stand-alone credit profile

bbb+

Group credit profile

bb+

Entity status within group

Insulated (-1 notch from SACP)
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Related Criteria

e Criteria | Corporates | General: Sector-Specific Corporate Methodology, April 4, 2024

e Criteria | Corporates | General: Corporate Methodology, Jan. 7, 2024

e Criteria | Corporates | General: Methodology: Management And Governance Credit Factors
For Corporate Entities, Jan. 7, 2024

e General Criteria: Group Rating Methodology, July 1, 2019

e Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

e Criteria | Corporates | General: Reflecting Subordination Risk In Corporate Issue Ratings,
March 28, 2018

e General Criteria: Methodology For Linking L ong-Term And Short-Term Ratings, April 7, 2017

e (Criteria | Corporates | General: Recovery Rating Criteria For Speculative-Grade Corporate
Issuers, Dec. 7, 2016

e Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For
Global Corporate Issuers, Dec. 16, 2014

e General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

e General Criteria: Methodology: Industry Risk, Nov. 19, 2013

e General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Ratings Detail (as of June 20, 2025)*

Puget Sound Energy Inc.

Issuer Credit Rating BBB/Stable/A-2

Commercial Paper

Local Currency A-2

Senior Secured A-

Issuer Credit Ratings History

27-May-2021 BBB/Stable/A-2
21-Aug-2020 BBB/Negative/A-2
23-Jul-2020 BBB/Watch Neg/A-2

Related Entities

Puget Energy Inc.

Issuer Credit Rating BBB-/Stable/--

Senior Secured BBB-

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global
scale are comparable across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or
obligations within that specific country. Issue and debt ratings could include debt guaranteed by another entity, and rated
debt that an entity guarantees.
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