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Research Update:

Puget Energy Inc. And Subsidiary Ratings
Affirmed; Outlooks Revised To Negative On
Weakening Financial Measures

Rating Action Overview

* Bell evue Wash- based, Puget Sound Energy Inc. (PSE) recently revised its
Expedited Rate Filing (ERF) petition, requesting a | ower revenue
increase, after its initial ERF request was retracted earlier this year

» This follows |last year's rate case decision, which resulted in a nodest
net rate decrease, higher depreciation rates, and an end in PSE's ability
to i mpl enent annual preset revenue increases each subsequent year

» These devel opnments taken together, suggest the potential for regulatory
| ag, which could constrain the conpany's ability to tinely recover its
costs, considering PSE s el evated capital spending, and the effects of
U S tax reform

* As a result, we expect parent, Puget Energy Inc. financial neasures to
weaken, indicating mniml cushion at the current rating level. W are
affirm ng our ratings on Puget Energy Inc. and Puget Sound Energy Inc.

* W are revising the outl ooks on both entities to negative from stable.

e The negative outl ooks reflect our expectation for weaker consolidated
financial neasures, reflecting funds fromoperations (FFO to debt of
about 13.5% indicating mninml cushion at the current rating | evel and
broader concerns about the conpany's ability to effectively mtigate
regul atory | ag.

Rating Action Rationale

On Dec. 14, 2018, S&P dobal Ratings affirmed its ratings on Puget Energy Inc
(PE), including the 'BBB-' issuer credit rating and 'BBB-' issue-rating. At
the sane tine, we affirmed our credit ratings on subsidiary Puget Sound Energy
Inc. (PSE), including our 'BBB'" issuer credit rating, our '"A-' first nortgage
bond rating, and our 'A-2' short termrating on the conpany. The outl ooks are
revised to negative fromstable.

The outl ook revisions reflect our expectation that PE s consolidated financial
neasures will weaken, resulting in m ni mal financial cushion at the current
rating level. W expect PE's FFO to debt to weaken to about 13.5%t hrough
2020, down from 16.4%in 2017. The weakeni ng financial neasures incorporate
our base case expectations of elevated capital spending, US. tax reform and
the potential for increased regulatory |ag.
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Weakening Financial Measures

Wil e the conpany has taken sonme steps to gradually inprove its managenent of
regul atory risk, we viewthe regulatory environnent in Washington as generally
| ess constructive conpared to other jurisdictions, in part reflecting the |ack
of consistency in the regulatory construct in the state. Previously, PSE
benefitted from annual preset rate increases and annual revenue decoupling

adj ustnments under its 2013 rate plan. Wth the expiration of this rate plan in
2017, PSE will need to seek cost recovery using nore frequent Expedited Rate
Filings (ERF) or general rate cases to recover its costs. This approach

i ntroduces nore regulatory risk, since adverse or del ayed outcones fromthese
filings may introduce regulatory |lag, potentially constraining the conpany's
ability to receive tinmely recovery its of costs. In addition, after

i ncorporating the conpany's el evated capital spending, and the effects of U S
tax reform we expect PE s financial neasures to weaken, resulting in mnim
cushion for the current rating |level.

We assess PE's business risk profile as excellent and its financial risk profile as significant.

Qur assessnent of PE' s business risk incorporates the conpany's nostly
lower-risk, regulated utility business, its nanagenment of regulatory risk, and
its large custoner base of about 1.8 mllion custoners, nost of whom are
residential custonmers. The conpany has been gradually inproving its managenent
of regulatory risk, evidenced by its effectiveness in nitigating key risks
associated with shutting down Colstrip Unit 1 and 2 by 2022. PSE historically
benefitted froma constructive rate plan for five years from 2013 to 2017.
However, the expiration of this rate plan reintroduces a degree of uncertainty
in the company's ability to tinmely recover costs. Partially offsetting the
conpany's business risk profile is the conpany's Tacoma Liquefied Natural Gas
(LNG project, which exposes PE to counterparty credit, volunetric, comuodity,
and additional operational risks. However, the LNG project is relatively snal
and represents | ess than 5% of consolidated PE at conpl etion.

We assess PE' s financial risk using our nedial volatility table, reflecting
the conpany's nostly lower-risk, regulated business and its managenent of
regulatory risk that is consistent with peers. Qur base-case assumes capita
spendi ng averagi ng close to $900 nmillion annually through 2020, and divi dends
of about $60 million. After incorporating the effects of U S. tax reform

| ower ERF revenues, and a net rate decrease in 2018, we expect FFO to debt of
about 13.5% down from 16.4%in 2017.

Qur ratings on PE are | ower by one notch to reflect our negative ratings
analysis nodifier. This is in line with our view of both the conpany's
financial and business risk profiles that we view as consistently reflecting
the I ower end of the range for their categories. Looking forward, PSE may be
susceptible to regul atory |l ag and unfavorabl e regul atory deci si ons, which dins
our view of the conpany's overall nmanagenment of regulatory risk in the state.
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Group Influence

Qur ratings for PE also reflect our assessment of Puget Hol dings LLC (PH; not
rated) as the ultinate parent of PE. W view PE as a core subsidiary of PH,
reflecting our viewthat PE is highly unlikely to be sold, PEis integral to
the group's strategy, and that PH has a strong long-termconmmitnent to PE even
under stressful conditions.

Qur issuer credit rating on PE is one notch higher than the group credit
profil e because of the cumul ative value of structural protections in place
that insulate PE. W believe these restrictions would prevent PE from
supporting the group to an extent that would unduly inpair PE s stand-al one
credi t wort hi ness.

Outlook

The negative outl ook reflects our expectation for weaker consolidated
financi al neasures, reflecting FFO to debt of about 13.5% indicating mnimal
financial cushion at the current rating | evel, and broader concerns about the
conpany's ability to effectively nitigate regulatory |ag.

Downside scenario

We could | ower the ratings by one notch over the next 12 months if PE s
financial neasures consistently weaken, reflecting FFO to debt of |ess than
13% This could occur if adverse or del ayed rate decisions inpede the
conpany's efforts to effectively reduce regul atory | ag.

Upside scenario

We coul d revise the outl ook to stable over the next 12 nonths if PE
denonstrates a clear path to reducing the risk of regulatory lag. This could
occur if the conpany consistently receives tinmely and constructive rate orders
that supports its credit quality, or if the regulatory construct in Washi ngton
materially inproves and results in nore regul atory consistency and
predictability. We could also revise the outlook to stable if the conpany
materially inproves its financial neasures such that FFO to debt consistently
reflects 14% 15%

Company Description

PE is an internedi ary hol di ng conpany whose regulated utility subsidiary PSE
represents the vast majority of its operations. Through its regulated utility
subsi diary, PE engages in electric transm ssion, distribution, generation, and
natural gas distribution in the state of Washi ngton and serves about 1.1
mllion electric customers and about 830,000 gas custoners. PE also has a
whol | y- owned non-regul ated subsidiary, Puget LNG LLC (Puget LNG).
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Our Base-Case Scenario

 Constructive regul atory outcones on outstandi ng ERFs and future genera
rate cases at PSE.

 Negative cash flow inpacts as a result of tax reform
e Capital spending averaging close to $900 million annually.
 Dividend paynents of about $60 million.

« Tacona LNG project enters service by the end of 2020.

Liquidity

PE has adequate liquidity, in our view, and can nore than cover its needs for
the next 12 nmonths, even if EBITDA declines by 10% W expect the conpany's
liquidity sources over the next 12 nonths will exceed uses by nore than 1.1x,
the mnimumthreshold for this liquidity assessment under our criteria. Under
our stress scenario, we do not expect PE would require access to the capita
markets to nmeet its liquidity needs during this period. Qur assessment al so
reflects the conpany's generally prudent risk management, sound rel ationshi ps
wi th banks, and a generally satisfactory standing in the credit markets.

Principal liquidity sources:
» Consolidated credit facility of about $1.6 billion
e FFO of about $800 nmillion; and

« Mninmal cash on hand.

Principal liquidity uses:

* No long-termdebt maturities in 2019, short-term debt of about $206
mllion;

e Capital spending of close to $900 mllion; and

 Dividends of about $60 million

Issue Ratings - Subordination Risk Analysis

Capital structure
PE' s consolidated capital structure consists of about $5.9 billion of debt,
i ncl udi ng about $3.8 billion of first-nortgage bonds at PSE

Analytical conclusions

W rate PE's senior secured debt 'BBB-', the same as the the issuer
credit rating on the conpany. PE' s senior secured debt is rated the same
as the issuer credit rating because of regulatory restrictions for PE
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that inhibit the conpany from supporting the group in a nanner
unduly inpairs PE s credit quality, mitigating subordination ri

t hat
sk.

« PSE's first nortgage bonds are rated 'A-' because it benefits froma

first-priority lien on substantially all of the utility's rea

property

owned or subsequently acquired. Collateral provides coverage of nore than

1.5x, supporting a '1l+' recovery rating and an issue-level rati
not ches above the issuer credit rating.

e PSE's short termrating is 'A-2', reflecting our issuer credit
t he conpany, consistent with our criteria.

Ratings Score Snapshot
| ssuer Credit Rating: BBB-/Negative/--
Busi ness risk: Excellent

e Country risk: Very |ow
* Industry risk: Very | ow

e« Conpetitive position: Strong

Fi nancial risk: Significant

* Cash flow Leverage: Significant

Anchor: a-
Modi fiers

e Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

e Liquidity: Adequate (no inpact)

 Financial policy: Neutral (no inpact)

 Managenent and governance: Satisfactory (no inpact)

* Conparable rating analysis: Negative (-1)

Stand-al one credit profile: bbb+

e Goup credit profile: bb+
e Entity status within group: Insulated (-2 notches from SACP)
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Related Criteria

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

* CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Corporates - Ceneral: Methodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers, Dec. 16, 2014

e Criteria - Corporates - Ceneral: The Treatment O Non- Conmon Equity
Fi nanci ng I n Nonfinancial Corporate Entities, April 29, 2014

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ust ments, Nov. 19, 2013

e Criteria - Corporates - General: Corporate Mthodol ogy, Nov. 19, 2013

e Criteria - Corporates - Uilities: Key Credit Factors For The Regul ated
Uilities Industry, Nov. 19, 2013

e CGeneral Criteria: Methodology: Industry Risk, Nov. 19, 2013
* CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Methodol ogy And Assunpti ons,
Nov. 19, 2013

e Criteria - Corporates - Uilities: Collateral Coverage And |Issue Notching
Rules For '1+ And '1' Recovery Ratings On Senior Bonds Secured By
Uility Real Property, Feb. 14, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e General Criteria: Use O Credi tWatch And Qutl ooks, Sept. 14, 2009
Ratings List

Ratings Affirmed; Qutl ook Action

To From
Puget Energy I nc.
| ssuer Credit Rating BBB- / Negati ve/ - - BBB-/ St abl e/ - -
Puget Sound Energy Inc.
| ssuer Credit Rating BBB/ Negat i ve/ A- 2 BBB/ St abl e/ A- 2

Ratings Affirmed; Recovery Ratings Unchanged

Puget Energy Inc.
Seni or Secur ed BBB-
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Puget Sound Energy I nc.

Seni or Secured A-
Recovery Rati ng 1+
Conmrer ci al Paper A-2

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on S&P G obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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