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Research Update:

Puget Energy Inc. And Subsidary Ratings Placed On
CreditWatch Negative Over Regulatory Concerns
July 23, 2020

Rating Action Overview

- Bellevue, Wash.-based Puget Sound Energy Inc.'s (PSE's) recent rate order from the
Washington Utilities and Transportation Commission (WUTC) was less than credit supportive,
effectively negating a rate increase over the next two years. The order substantially reduced a
requested rate increase to mitigate the economic effects of the COVID-19 pandemic on
customers.

- S&P Global Ratings expects this development to significantly affect parent Puget Energy Inc.'s
(PE's) consolidated financial measures, with funds from operations to debt declining below our
downgrade threshold of 13%; however, we expect the company could take steps to offset this
weakness.

- In addition, we view the WUTC's decision as a potential shift in the company's regulatory
construct that increases business risk for both PSE and PE.

- As a result, we are placing the ratings on PE and PSE on CreditWatch with negative
implications.

- The CreditWatch placement reflects the increased probability we could lower the ratings in the
next three months.

Rating Action Rationale

The CreditWatch placement reflects the increased possibility of a downgrade over the next three
months. The order was significantly weaker than expected in that the company requested a nearly
$200 million rate increase and only received $2 million. The commission also denied the
company's request for an attrition adjustment of roughly $39 million, which increases the
company's regulatory lag. The WUTC's decision raises concerns regarding the company's
regulatory construct and increases the business risk for PSE and PE. We will be focusing on future
rate cases in the state, particularly, PacifiCorp, whose rate order is expected by November 2020,
to give us additional information on whether the regulatory environment for the utilities to operate
has materially weakened. This could result in a downward revision of PE and PSE's business risk
profile.
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We also expect the company to take steps to protect financial measures and will reevaluate the
ratings impact of any potential improvement as we get that information. If the company is unable
to offset the weakness in its financial metrics or if business risk further deteriorates further, we
would lower the ratings.

Our ratings on PE are lower by one notch to reflect our negative comparative ratings analysis
modifier. This is in line with our view of both the company's financial and business risk profiles
that we view as consistently reflecting the lower end of the range for their categories. Looking
forward, PSE may be more susceptible to regulatory lag and unfavorable regulatory decisions,
which dims our view of the company's overall management of regulatory risk in the state.

CreditWatch

We expect to resolve the CreditWatch in the coming months when we receive additional
information regarding any actions the company takes to mitigate the weakness in financial
measures along with additional information around regulatory actions in the state. Additional
information around the company's action plan or the regulatory construct in the state could
prompt rating actions, including a rating affirmation. We would also expect to lower the ratings if
in our view the regulatory construct in the state materially weakens.

Ratings Score Snapshot

BBB-/CreditWatch Negative/--

Business risk: Excellent

- Country risk: Very low

- Industry risk: Very low

- Competitive position: Strong

Financial risk: Significant

- Cash flow/leverage: Significant

Anchor: a-

Modifiers

- Diversification/portfolio effect: Neutral (no impact)

- Capital structure: Neutral (no impact)

- Financial policy: Neutral (no impact)

- Liquidity: Adequate (no impact)

- Management and governance: Satisfactory (no impact)

- Comparable rating analysis: Negative (-1 notch)

Stand-alone credit profile : bbb+

Group credit profile: bb+

Entity status within group: Insulated (-2 notches from the SACP)
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Related Criteria

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

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

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

- General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

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

- Criteria | Corporates | General: The Treatment Of Non-Common Equity Financing In
Nonfinancial Corporate Entities, April 29, 2014

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

- Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013

- Criteria | Corporates | Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19,
2013

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

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

- General Criteria: Methodology: Management And Governance Credit Factors For Corporate
Entities, Nov. 13, 2012

- General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009

Ratings List

Ratings Affirmed; CreditWatch

To From

Puget Energy Inc.

Issuer Credit Rating BBB-/Watch Neg/-- BBB-/Negative/--

Puget Sound Energy Inc.

Issuer Credit Rating BBB/Watch Neg/A-2 BBB/Negative/A-2

Ratings Affirmed; CreditWatch; Recovery Rating Unchanged

To From

Puget Sound Energy Inc.

Senior Secured A- /Watch Neg A-

Recovery Rating 1+ 1+

Puget Energy Inc.

Senior Secured BBB-/Watch Neg BBB-
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Puget Sound Energy Inc.

Commercial Paper A-2/Watch Neg A-2

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings referenced herein can be
found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in
the left column.
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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 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.

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.

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.

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.

Copyright © 2020 by Standard & Poor’s Financial Services LLC. All rights reserved.
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