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Global Credit Research

Rating Action
Moedy's Investors Service 29 OCT 2007

Rating Action: Puget Sound Energy, Inc.

Moody's may downgrade Puget Energy; affirms LT-rtgs of sub

Approximately $3.6 billion of securities affected

New York, October 29, 2007 -- Moody's Investors Service today placed the Ba1 Issuer Rating of Puget
Energy, Inc. (Puget Energy) on review for possible downgrade. Moody's also affirmed the long-term ratings of
its regulated utility subsidiary, Puget Sound Energy, inc. (PSE; Baa2 senior secured), and the utility's
affiliated entity, Puget Sound Energy Capital Trust Ill ((P)Ba1 shelf for Trust Preferred Securities), and
changed the rating outlook of PSE and its affiliate to stable from positive. Moody's also placed PSE's Prime-2
short-term rating for commercial paper under review for possible downgrade.

The rating action follows an announcement that a consortium of infrastructure investors led by Macquarie
Infrastructure Partners has signed a merger agreement to purchase 100% of the equity of Puget Energy. The
proposed transaction has an enterprise value of approximately $7.4 billion, including the assumption of PSE's
estimated $2.6 billion of debt that is expected to be outstanding at the time of closing the transaction. The
financing plan for the transaction includes approximately $1 billion of incremental consolidated borrowings
that we assume will be issued by Puget Energy and has the potential for a widening of the rating notching
between Puget Energy and PSE.

The review for possible downgrade of Puget Energy reflects our concern that the proposed transaction
increases Puget Energy's business and financial risk profiles. These concerns are somewhat balanced by the
scale of the investor consortium's proposed equity investment in the transaction ($3.2 billion), as well as its
reputation as a long-term infrastructure investor. The affirmation of PSE's long-term ratings is conditioned
upon expectations that supportive regulatory treatment will continue despite the change in ownership. The
review for possible downgrade of PSE's short-term rating for commercial paper and the revision of the
outlook to stable from positive for PSE and its affiliates reflects high multi-year utility capital spending needs
that may be a drain on liquidity as well as the expected weaker credit profile of the parent company, Puget
Energy.

Our review for possible downgrade will consider the impact the proposed transaction is expected to have on
Puget Energy's consolidated financial profile, the need for dividends from PSE to service parent company
debt, any ring-fencing measures that may be introduced to insulate the credit profile of PSE, and any
significant regulatory developments that occur during the potentially lengthy regulatory approval process.
Furthermore, we will consider the requirements and proposed funding sources for PSE's significant mutti-
year capital expenditures.

Puget Sound Energy, Inc. is a combination electric and natural gas utility subsidiary of Puget Energy, Inc., a
holding company. Both companies are headquartered in Bellevue, Washington.
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FORM OR MANNER QR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All
information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the
possibility of human or mechanical error as well as other facters, however, such information is provided "as is" without warranty
of any kind and MOODY'S, in particular, makes no representation ar warranty, express or implied, 2s to the accuracy, timeliness,
completeness, merchantability or fitness for any particular purpose of any such information. Under no circumstances shall
MOODY'S have any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or
relating to, any error {negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or
any of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special, consequential,
compensatory or incidental damages whatsoever (including without limitation, lost profits), even if MOODY'S is advised in
advance of the possibility of such damages, resulting from the use of or inability to use, any such information. The credit ratings
and financial reporting analysis observations, if any, constituting part of the information contained herein are, and must be
construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any
securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating ar other opinion must be weighed solely as one factor in any
investment decision made by or on behalf of any user of the information contained herein, and each such user must accordingly
make its own study and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for,
pach security that it may consider purchasing, holding or selling.

MOODY'S hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and
commercial paper) and preferred stock rated by MOODY'S have, prior to assignment of any rating, agreed to pay to MOODY'S for
appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,400,000. Moody's Corporation (MCO)
and its wholly-owned cradit rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and procedures to
address the independence of MIS's ratings and rating processes. Information regarding certain affiliations that may exist
between directors of MCO and rated entities, and between entities who hold ratings from MIS and have also publicly reported to
the SEC an ownership interest in MCO of mare than 5%, is posted annually on Moody's website at www.moodys.com under the
heading "Shareholder Relations - Corparate Governance - Director and Shareholder Affiliation Policy."
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