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Research Update:

Puget Energy Inc. Rating Raised To 'BBB-' On
Revised Criteria; Puget Sound Energy Ratings
Affirmed

Overview

e Standard & Poor's Ratings Services published its revised Corporate
ratings criteria on Nov. 19, 2013.

e W assess U.S. -based Puget Energy Inc.'s financial risk profile as
"significant," based on cash flow neasures that have inproved over tine.

e Puget Sound Energy Inc. is the sole subsidiary of Puget Energy |Inc. Due
to structural protections and dividend restrictions that insulate Puget
Sound Energy Inc., and the strength of its stand-alone credit profile,
the subsidiary's issuer credit rating i s one notch higher

* W are raising our ratings on Puget Energy Inc., including the corporate
credit rating to 'BBB-' from'BB+ . W also renoved the ratings from
CreditWatch, where we placed themw th positive inplications on Nov. 26,
2013, as a result of the new criteria. The rating outlook is stable. W
are affirmng our 'BBB corporate credit rating on Puget Sound Energy Inc.

» The stable outl ook is based on our expectation that the conpany wil |
continue to effectively manage its regulatory risk, thereby supporting
consi stent operating results and a financial profile inline with
expectations at the current ratings.

Rating Action

On Dec. 3, 2013, Standard & Poor's Ratings Services raised its corporate
credit rating on Seattle-based utility hol ding conmpany Puget Energy Inc. to
"BBB-' from'BB+ . At the sane tinme, we raised the rating on Puget Energy
Inc.'s senior unsecured debt to 'BBB-' from'BB+ and withdrew the '3
recovery rating on this debt. W renoved all ratings from CreditWatch, where
we placed themwith positive inplications Nov. 26, 2013. The outl ook is
stable. In addition, we affirned the 'BBB corporate credit rating on
subsi di ary Puget Sound Energy.

Rationale

We base our upgrade primarily on a reassessnment of financial risk against our
utilities nedial volatility benchmarks, which recognize the lower volatility
of cash flows in the regulated utility sector. The upgrade reflects our
reassessnent of the conpany's sustained i nprovenent of its financial measures,
which we believe will renmain supportive of a "significant" financial risk
profile, and "strong" business risk profile stemming fromits strategic focus
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on its core utility operations in a jurisdiction that has been chall engi ng at
times, as well as its ability to distribute both gas and electricity.

Standard & Poor's bases its ratings on Puget Energy Inc. and its subsidiary,
Puget Sound Energy Inc., on the consolidated group credit profile and
application of our Group Ratings Mthodol ogy. W deem Puget Sound Energy |nc
to be a "core" entity that is integral to the Puget Energy Inc. group. W rate
t he parent, Puget Energy Inc., one notch |ower than the subsidiary, with the
'"BBB-' representing the consolidated group credit profile. The parent derives
100% of its cash flow fromthe utility and there are structural protections
and dividend restrictions in place that insulate the subsidiary.

Qur "strong" business risk assessnent on Puget Energy Inc. incorporates our
assessnent of "very low' industry risk of the regulated utility industry and a
"very low' country risk based on the company's focus on U. S. operations and
mar kets. Puget Energy Inc. is a utility holding conpany, whose sole
subsi di ary, Puget Sound Energy Inc. sells gas and electricity throughout much
of the state of Washington. Qur designation of Puget Energy Inc.'s business
risk profile as "strong" incorporates our assessnent of its strategy to focus
exclusively on regulated utility operations in Washington. It is a relatively
large utility, and though it only operates in a single, challenging
jurisdiction, it sells both gas and electricity, providing some diversity. It
faces risks related to hydroel ectric power generation that are comopn in the
Nor t hwest .

Qur assessnent of Puget Energy Inc.'s "significant" financial risk profile is
based on our expectation that operating results will benefit fromrecent

i mprovenents in recovery nmechanisns issued by the state. For the 12 nonths
ended Sept. 30, 2013, funds from operations (FFO relative to total debt was
15.5% and debt to EBI TDA was 4.6x. W expect financial nmeasures to renain
strong with the advent of a decoupling nmechanismand an attrition adjustnment
through a 2013 rate order, as well as expected decreases in capital spending
related to the conclusion of an anbitious new generati on canpaign in recent
years. The consolidated adjustments for Puget Energy Inc. reflect

pur chased- power obligations, operating | eases, and pension-related itens.

Qur base-case projections assune:

» The econonmic conditions in the conpany's service territory continue to
i nprove incrementally.

 EBI TDA growt h of about 3% per year.

* Puget Sound Energy has efficient electricity generating operations that
produce conpetitively priced power, high levels of plant utilization, a
| ow | evel of unforced outages, and high reliability. In addition, we view
the gas distribution operations as having | ow operating risk

» Puget's future capital spending will be nore focused on pipeline
repl acenent rather than on devel opi ng new generation; spending wll
likely be between $500 nmillion and $650 nillion per year over the
forecast period.

This results in the following credit neasures:
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e FFO to debt of between 14% and 16% during the next three years.
 FFOto interest coverage of nore than 3.5x during the forecast period.

The ratings also reflect the application of a one-notch negative adjustnent
for our "conparable rating analysis". Despite the significant inprovenents in
cash flows at the consolidated |l evel in recent years, this is slightly weaker
than conmparably rated utility holding conpanies and it relies exclusively on
di vidends, which are restricted in sonme adverse circunstances.

Liquidity

We assess liquidity as "strong," based on our expectation of cash sources
covering uses by at least 1.5x, the mninmumrequired under our criteria. W
expect nmanageabl e debt maturities in comng years and a sufficient ability to
refinance | oans where applicable, as well as a credit facility that is large
for a utility of this size. Puget Energy continues to be able to issue debt in
the capital markets when needed.

Sour ces:

* FFO of about $1 billion over the next 12 nonths.

e Credit facility availability of nearly $2 billion over the next 12 nonths.
Uses:

e Capital spending of between $500 million and $550 nmillion over the next
12 nont hs.

e Debt maturities of $10 mllion over the next 12 nonths.

e Dividends of $175 nmillion over the next 12 nonths.

Outlook

The stable rating outl ook on Puget Energy Inc. and its utility subsidiary
Puget Sound Energy Inc. reflects our expectation that managenent will continue
to reach constructive regulatory outcones to avoid any pal pable rise in

busi ness risk. The outl ook al so i ncludes our projection of cash flow measures
that, while | ower than those of nmany utilities, are likely to stabilize in the
conming period of |ower capital spending. Gven the conmpany's excl usive focus
on regulated utility operations, we expect that Puget Energy will avoid any
nmeani ngf ul changes in business risk and will fund upcom ng capital investnents
in a bal anced manner to support the capital structure.

Upside scenario

We could raise the ratings if financial neasures consistently exceeded our
basel i ne forecast, including FFO to total debt consistently greater than 16%
This would likely be the result of better-than-expected operationa
performance and new nechani sns that reduce regulatory lag, as well as capita
spending that is |ower than expected.
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Downside scenario
We could lower ratings if financial nmeasures weakened due to adverse
regul atory outconmes and renmai ned at | ess-supportive levels, including FFO to
total debt consistently less than 13% W could also |lower ratings if the
expected capital spending savings in coming years do not materialize.
Ratings Score Snapshot
Corporate Credit Rating: BBB-/Stable/---
Busi ness risk: Strong
e Country risk: Low
e Industry risk: Low
 Conmpetitive position: Satisfactory
Fi nanci al risk: Significant
Cash flow | everage: Significant
Anchor: bbb
Modi fi ers:
Diversification/portfolio effect: Neutral (no inpact)
Capital structure: Neutral (no inpact)
Liquidity: Strong (no inpact)
Fi nanci al policy: FS-4 (no inpact)
Managenent and governance: Fair (no inpact)
Conpar abl e rating anal ysis: Negative (-1 notch)
Group Credit Profile: bbb-
Status within the group: Parent
Related Criteria And Research
e Ceneral: Methodol ogy And Assunptions: Liquidity Descriptors For d obal
Corporate |ssuers, Nov. 19, 2013
e Criteria - Corporates - General: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers, Nov. 19, 2013, Nov. 19, 2013
e Corporate Methodol ogy: Ratios And Adjustnments, Nov. 19, 2013
 CGeneral Criteria: Corporate Mthodol ogy, Nov. 19, 2013
* 2008 Corporate Criteria: Rating Each Issue, April 15, 2008
e 2008 Corporate Criteria: Comrercial Paper, April 15, 2008
Ratings List
Rati ngs Affirned
Puget Sound Energy I nc.
Corporate Credit Rating BBB/ St abl e/ A- 2
Seni or Secured A-
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Recovery Rating 1+
Seni or Secured A
Seni or Unsecur ed BBB
Juni or Subordi nat ed BB+
Conmrer ci al Paper A-2

Rati ngs Raised; Of CreditWatch

To
Puget Energy Inc.
Corporate Credit Rating BBB-/ St abl e/ - -
Seni or Secured BBB-
Recovery Rating Wt hdrawn
To
Puget Energy Inc.
Seni or Secured
Recovery Rating NR

Affirmed

From

BB+/ Wat ch Pos/ - -
BB+/ Wt ch Pos

From

Conplete ratings information is available to subscribers of RatingsDi rect at

www. gl obal credi tportal.comand at www. spcapitalig.com All

ratings affected by

this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.

S&P GLOBAL RATINGS360

DECEMBER 3, 2013 6

© S&P Global Ratings. All rights reserved. No reprint or dissemination without S&P Global Ratings' permission. See Terms of

Use/Disclaimer on the last page.



Copyright © 2019 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of
Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by
negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact.
S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. Rating-
related publications may be published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication
of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P
reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the
assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result,
certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the
confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate
its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com
and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional
information about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P Global Ratings | Research | December 3, 2013 7



	Research:
	Overview
	Rating Action
	Rationale
	Liquidity

	Outlook
	Upside scenario
	Downside scenario

	Ratings Score Snapshot
	Related Criteria And Research
	Ratings List


