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their. generation, -and these plants were often put into-affiliated supply companies under a common parent holdmg
company, ‘but continue: to sell alarge portron of their output to the affiliated regulated utility. - oy .

~Medium-risk unregulated. generauon is likely to have slgmﬁcant exposure’ to ﬂuctuations i the prlce of fuel or
capital spending ficeds to maintain compettuveness or to meet envrronmental requlrements o o

Lawer—Bmmess—stk Unregulated Activities oo

This category 1ncludes unregulated; generatlon of electtrcrty that'is sold under long—term contract to hlghly crechtwor—
thy counterparties, with the pirchaser bearing the risk of any chiange in thé market price of fuel and, Wholesale pow
Unregulated electr1c1t}r generation may alsg be low-risk if there is little compeutlon due to the structure of the
market or the’ generators excluswe control over crmcal productton and transrmssron mfrasttucture that is needed o
reach custorhers. - - ‘
Below—average costs are ot necessanly sufﬂc1ent for unregulated generauon w0 be classrﬁed in the low-rlsk cate—

gory. Without other mitigating factors bemg present, low-cost merchant generation’ is likely to_ be’ class1ﬁed as
mediim-risk due to the potential for changes in relative cost competmveness as market condmons change

Conclusion on Qualitative factors’ -« = -
This analysis of qualitative factors ~ the split of regulated versus non regulated activities and the respective nsk analys1s
of those businesses — allows us to determine how stable-and predictable we feel the cashflows of the company should
be. The lowest business risk will be:a company with wholly regulated activities in a supportive regulatory framewotk.
The highest business risk will be a company wrth a hlgh degree of exposure to non-regulated businesses when those
businesses are viewed to be: relatively high-risk. - . : : EC

Compames w1th 2 lower busmess nsk can have weaker ﬁnanc1al metncs than one “with hlgher busmess nsk for the
same ratlng category : : : : : - S

nd Ceoaln o :

il- QUANTlTATWE FACTURS B R AR S

ler Key ratlo e SRS el D ‘
or Moody’s uses financial ratio analysis as part of our quantrtative analyms of all corporates, 1ncludmg electr1c ut111t1es
ct- Ratio analysis is a helpful Way of companng one cornpany’s performance to thatof another and the perfonnance in one.
yeartothatmanother RETRNIET e CHCEEEL DV VL R T e
be “However, the i unportance of ratio analys1s can. be overstated No two: cornpames look exactly ahke Erom a qualrtatlve
his assessment standpointand each company we rateis constantly changing. Itis 1mposs1ble to assignian accurate‘credit rat-:
ns- ing-on the basis of financial ratio analysis alone, even less so- ony the basis of any one ratio. Therefore, Moody’s does not:
ore have any specific “hurdle rate” to explain which ratio will make the difference between any two rating:categories. = - {
ec- -/ Nonetheless; we haveidentified six-core ratios which we consider to be the'most useful when:looking at an electric
e utlhty company: These ‘are supplemem:ed by other ratlos Whlch are parucularly useful for ‘various: local regulatory
ess g : :

gas

35]; Retamed Cashﬂow2 / Adjusted gross debt3

’; a- FFO / Adjusted gross debt

i " FFO / Interést -~

or'a

. “ Ad]usted gross debt / Regulated Asset Value or Cap1tahzat10n

& -;-EBITDAMargln el e
6. Retained Cashﬂow/Capex Pe : O ST TR
While: other factors considered in this report may- outwelgh pure quantitative. analys1s, it.is poss1ble to: provrde
road: guldance on the ratio: ranges that may generally be seen at. drfferent ratmg levels Cwlen e

Maooy’s concentrates oh gross debt but wn'f also consider net debt ratios if the cash is cfeany bemg he[d for fufure dabt marurrrres or for reasons such; as hedgmg A
obd exampie of this would bie & company that Fas hedged the exchange risk of an overseas investment with the local currency debt despne hal vmg [ surplus cashat
the parent fevel. In stich cases, the net ratio will take predominance over the gross ratio. feen e et

The Reguiated Asset Value (RAV) or Regulated Asset Base (RAB} o oo e
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