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Research Update:

Puget Energy Inc. And Subsidiary Outlooks Revised
To Stable Following New Rate Plan Legislation;
Ratings Affirmed
May 27, 2021

Rating Action Overview

- We expect Washington State's recent passage of senate bill (SB) 5295, which establishes
multiyear rate plans (MYRP) for its utilities, will reduce regulatory lag and smooth cash flow
volatility.

- Recently, Puget Energy Inc.'s (PE) subsidiary Puget Sound Energy (PSE) filed and settled various
revenue increases totaling about $186 million, and has additional $65 million settlement
pending in another filing. As a result, we expect PE's financial measures will consistently
remain above our downgrade threshold; over the next 12-18 months we expect FFO to debt of
13%-14%.

- We affirmed our ratings on PE and PSE and revised our outlooks to stable from negative.

- The stable outlooks on PE and PSE reflect our view that PE's financial measures will
consistently be above our downgrade threshold, the commission will implement SB 5295 to
support credit quality, and that the MYRP will reduce regulatory lag and cash flow volatility.
Over the next 12-18 months we expect PE's consolidated FFO to debt to be 13%-14%.

Rating Action Rationale

Washington's SB 5295 includes the mandatory filing of an MYRP that we view as credit
supportive. We expect Puget will file its first MYRP in January 2022, with new rates effective the
following year. Under the new legislation, utilities must file an MYRP between two and four years
long. We expect the commission will approve the MYRPs, reducing regulatory lag and cash flow
volatility. Furthermore, power costs are trued-up after the second year, improving cash flow
predictability. We believe Washington's new law, predicated on the commission implementing it in
a credit supportive manner, could improve the regulatory environment.
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We believe the company's rate filings and settlement will help it maintain financial measures
consistently above our downgrade thresholds. Since PSE's July 2020 general rate case order, it
filed a revenue decoupling, a 2019 power cost adjustment recovery, GRC Clarification Order and a
purchase gas adjustment that totaled about $186 million in revenue increases. More recently, PSE
has a pending settlement of Power Cost only Rate Case (PCORC) for about $65 million. We believe
these recent filings and pending settlement indicate the company can effectively manage
regulatory risk. We expect that the company will maintain financial measures consistently above
our downgrade threshold, albeit with very minimal financial cushion for the next 18 months.

Our base case assumes further improvement in financial measures. Given the PSE's recent rate
filings and PCORC settlement, we expect over the next 12-18 months that PE's consolidated funds
from operations (FFO) to debt will be 13%-14%. Furthermore, following the company's MYRP filing
and the commission's approval of new rates in 2023, we expect FFO to debt will consistently
exceed 14%, indicating some financial cushion from the company's downgrade threshold.

Outlook

The stable outlooks on PE and PSE reflect our view that PE's financial measures will consistently
be above our downgrade threshold, the commission will implement SB 5295 to support credit
quality, and that the MYRP will reduce regulatory lag and cash flow volatility. Over the next 12-18
months we expect consolidated FFO to debt of 13%-14%.

Downside scenario

We could lower the ratings over the next 12-24 months if:

- The commission does not implement SB 5295 in a credit-supportive manner that includes the
use of an MYRP;

- Business risk increases;

- PSE cannot earn close to its authorized return on equity;

- Washington's regulatory construct weakens; or

- PE's financial measures weaken, reflecting FFO to debt of less than 13%.

Upside scenario

Although less likely, we could raise the rating on PE over the next 12-24 months if:

- PSE significantly improves its management of regulatory risk;

- Regulatory lag lessens;

- PSE consistently earns at or above its authorized return on equity;

- The commission implements SB 5295 in a credit-supportive manner; and

- PE's FFO to debt is consistently above 16%.
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Ratings Score Snapshot

Issuer credit rating: BBB-/Stable/--

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)

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

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

- General Criteria: Methodology: Industry Risk, 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
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- 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: Principles Of Credit Ratings, Feb. 16, 2011

Ratings List

Ratings Affirmed; Outlook Action

To From

Puget Energy Inc.

Issuer Credit Rating BBB-/Stable/-- BBB-/Negative/--

Puget Sound Energy Inc.

Issuer Credit Rating BBB/Stable/A-2 BBB/Negative/A-2

Issue-Level Ratings Affirmed

Puget Energy Inc.

Senior Secured BBB-

Puget Sound Energy Inc.

Commercial Paper A-2

Issue-Level Ratings Affirmed; Recovery Ratings Unchanged

Puget Sound Energy Inc.

Senior Secured A-

Recovery Rating 1+

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 affected by this rating
action 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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