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WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION STAFF

RESPONSE TO DATA REQUEST
DATE PREPARED: November 14, 2014 WITNESS: David Parcell
DOCKET: UE-140762, et al. RESPONDER: David Parcell
REQUESTER: Pacific Power TELEPHONE: (360) 664-1307

(Tom Schooley)

49.  Refer to page 40, lines 17-19, which states, “As the results indicate, my
recommended range would satisfy a coverage level at the benchmark range for an A
rated utility. In addition, the debt ratio exceeds the benchmark for an A rated utility.”

a. Please confirm the sources of the benchmarks that Mr. Parcell uses to gauge
the reasonableness of the financial ratios he analyzes and their consistency
with an A rating.

RESPONSE: Attached are the source documents used to develop this table.
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Feature Arficle
See pages 16 to 13 for the compahy ranking list of busi-  file scores are assigned to all rated utility and power compa-
ness profile scores segmented by industry sub-sector and nies, whether they are helding companies, subsidiaries, o
ranked in order of credit rating, outlook, business profile stand-alone corporations, For operating subsidiaries and
score, and relative strength, stand-alone companies, the score is a bottom-up assess-
ment. Scores for familles of companies are a composite of
* Business Prefile Scere Methodology the operating subsidiaries’ scores. The actual credit rating of
Standard & Poor's methodology of determining corporate a company is analyzed, in part, by comparing the business
utility business risk is anchored in the assessment of certain ~ profile score with the risk-adjusted financial guidelines.
specific characteristics that define the sector. We assign For most companies, business profile scores are
business-profile scores to each of the rated companies inthe  assessed using five categories; specifically, regulation, mar-
utility and power sector on a 10-point scale, where ‘" repre-  kets, opsrations, competitiveness, and management. The
sents the lowest risk and “10° the highest risk. Business pro- smphasis placed on each category may be influenced by the
Table 1 B
Bevised Financial Guidelines
Funds from operations/interest coverage {x}
Business Profile AA BEB BB
1 3 25 25 15 1.5 1
2 4 3 '3 2 2 1
3 45 235 35 2.5 25 15 1.5 1
4 5 4z 32 35 35 25 25 15
5 55 45 45 38 338 . 2B 28 1.8
B 8 5.2 5.2 . 42 42 : 3 3 2
7 8 6.5 85 45 45 32 3.2 22
8 10 75 75 5.5 55 35 35 25
g 18 7 7 4 4 28
10 1 8 8 5 ] 3
Funds from operation/total debt {%}
Business Profile RA BBB BB
1 20 15 15 10 10 5
2z 75 2 20 12 12 B
3 38 %5 25 15 15 18 10 - 5
4 ki 28 28 20 20 12 ¥4 8
5 40 3 36 22 22 15 15 10
B 45 3 35 28 28 18 18 12
7 55 45 45 38 30 i} 20 15
8 70 55 55 4 40 25 25 15
g 85 45 45 30 30 28
10 70 55 55 40 40 25
Total debiftotal capital (%}
Business Profile AR BEB BB
1 48 55 55 80 60 70
2 45 52 52 58 58 B8
3 42 50 50 55 55 65 65 70
4 38 4 45 52 57 62 62 58
5 35 42 42 50 50 80 60 65
8 32z 40 i} 48 48 58 58 62
7 0 38 38 45 45 55 55 60
8 25 35 35 42 42 52 52 58
g 2 48 40 50 50 55
10 25 3 35 48 48 52
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Revised Utility Group Financial Targets™

Utilities/Praject Financefinfrastnictare. - -

General Contacts’ i
FFO to total deht . Curtis Moutton MNew York {1} 212-438-2064
Business position _RA - ® - CEBE ‘88 K8 John Silardelle New York {1} 212-438-7684
; 'gg ) ;?g ' ;?ﬁ 2;’3 }%ﬁ 1;2 ;le % 7~ CherylRicher New York {1} 212-438-2084
) X S A <105 A e -

3 35 288 20 200 © 208 140 . 48 95 .e5 4D William Chew New York (1) 212-436-7951
4 3B L0305 175 128 - 128 ED sted Sta
5 A8 330 5 188 7153 75  UnitedStates
i B ¥4 1] 5= 2380 . 2240 180 ,31\15'3 - g5 John Bilardelio, NSWYOYH'HZ]Z-438-7554
7 245 170 175 - 88 (1.8, Investor-Dwned Utilities
8 275 . 185 ~ BS.-. 1io
9 328 220 228 .. 1258 Canada
10 380 280 “-2BO - . YIS Thomas Connelt Toronta {1} 416-202-6001

Latin America

FFQ interest coverage Jane Eddy New York 1) 212:438-735

Business position
: Py Exrope/Middie East/Africa
3 21 Aidan ('Mahony Landon {44} 171-826-3518
3 27 . N
5 30 Asia/Pacific
6 31 Paul Coughlin Hong Kong {852} 7533-3502
7 33 Hiek Shepherd Metboums {61} 3-9631-2040
g 23 Dan Fukutomi Tokyo BT} 3-3593-6714
10 53 L
Telecommunications
N ) General Cantact ) )
Pretax interest coverage . o Richand Siderman New Yark (1} 212-438-7863
Business position : . L A : s
i United States
§ Richard Siderman New York {3} 212-428-7883
; Canade
§ Thomas Connel} Toronto {1} 416-202-6001
7
8 Latin America .
a Laura Feinland Kalz New York {1} 212-438-783
10 '
Enrope/Middle Esst/Africa
Juan Jose Garcla London {44} 171-828-3642
Total debt to total eagitst ‘
Businessposition - ‘BE Asin/Facitic
1 Duncan Warwick-Champion Meiboumne {61} 3-8631-2076
z Dan Fukutomi  Toyo[B1)3-3583-6714
4
5
g
7
8
g
10 ;
*ascl June 1938, FFO—Funds from eperations,
Visitus at

www.standardandpoors.com/ratings
for more U.S. utility credit information,
or at www.ratingsdirect.ocomto
subscribe to Standard & Poor's
. on-line rating service.

For fast answers to utility questions,
pleasee-mailusat
utility_helpdesk@standardandpoors.com
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Vol. 6, No. 25

Qtandard & Poor's has revised the four principal finan-
Ligial tamets that it uses to analyze the credit quality of
all investor-owned electric, natural gas, and water utili-
ties in the U.S. fsee table on page 3).

Standard & Poor's has created a single set of financial
targets that can be applied across the different utifity
segments. These financial measures reflect the
convergence that is occurring throughout the utility
industry and the changing risk profile of the industry in
general.

No rating changes will result from establishing these new
financial targsts since they were developed by integrating
prior utifity 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-fisk activities. The targets
have been broadened to cormespond with Standard & Poar's
10-pointbusiness profile assessments. The business profile
scores assess the qualitative attributes of a fim, with *1"

" being considered lowest risk and “10" highest risk. Thus,

the new targets allow for comparability on a single scale
between typically lower-risk activities, such as water

operations, gas distribution, and eleciric transmission, and

higher-risk activities, such as merchant power generation,
oil and gas exploration and production, and energy frading
and marketing. For example, a water utility, which ean
expect to have a fower business risk profile than a typical
integrated electric utifity, will be required to meet less
stringent financial targets for any given rating category.
Funds from operations to total debt, funds from
operations intarest coverage, pretax interest coverage,
and total debt to totel capital are the four
credit-protection ratios that are an integral part of

Utility Finamiial Targets Are Revised

Standard & Poor's quantitative review on the overall
credit analysis of the utifity sector. Standard & Poor's
recognizes that the nature of utifities’ business
strategies is changing significantly and is shifting
toward higher-risk endeavors. These undertakings bear
risk characteristics that are more representative of an
industrial company than a regulated utility. Therefore,
Standard & Poor’s also incorporates a greater refiance
on several additional ratios in its credit analysis. These
include, but are not limited to, pretax retum on permanent
capital, funds from operations fo cument obfigations,
eamings before interest and taxes 1o total assets, net cash
flow to capital expenditures, and capital expenditures 1o
average total capital. Additionally, further analysis of the
cash flow coverage of all ebfigations {iricluding preferred
stock) is performed. Afthough these measures do not have
published targets, broader use of these financial ratios,
combined with the four principal targets, provides greater
depth to the fundemental analysis used in the rating
evaluation process. A )
Consistent with Standard & Foor's ratings methodology,
the four published financidl targets will be used with ather
quantitative measures, business risk analysis, and
comparative analysis of peer groupings to detenmine credit
ratings. The new targets ame designed to assist utifities,
utility affiliates, and the investment community in assessing
the relative financial strength of issuers. B
Ronaild M. Barone
New York (1) 212-438-7662
John W, Whitlock
New York (1} 212-438-7678

Scott A. Beicke
New York (1} 212-438-7663
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