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Standard & Poor's Ratings Services has assigned new business profile scores to 
U.S. utility and power companies to better reflect the relative business risk among 
companies in the sector. Standard & Poor's also has revised its published risk- 
adjusted financial guidelines. The new business scores and financial guidelines do 
not represent a change to Standard & Poor's ratings criteria or methodology, and 
no ratings changes are anticipated from the new business profile scores or revised 
financial guidelines. 

New Business Profile Scores and Revised Financial Guidelines 
Standard & Poor's has always monitored changes in the industry and altered its 
business risk assessments accordingly. This is the first time since the 10-point 
business profile scale for U.S. investor-owned utilities was implemented that a 
comprehensive assessment of the benefits and the application of the methodology 
has been made. The principal purpose was to determine if the methodology 
continues to provide meaningful differentiation of business risk. The review 
indicated that while business profile scoring continues to provide analytical benefits, 
the complete range of the 10-point scale was not being utilized to the fullest extent. 

Standard & Poor's has also revised the key financial guidelines that it uses as an 
integral part of evaluating the credit quality of U.S. utility and power companies. 
These guidelines were last updated in June 1999. The financial guidelines for three 
principal ratios (funds from operations (FFO) interest coverage, FFO to total debt, 
and total debt to total capital) have been broadened so as to be more flexible. 
Pretax interest coverage as a key credit ratio was eliminated. 

Finally, Standard & Poor's has segmented the utility and power industry into sub- 
sectors based on the dominant corporate strategy that a company is pursuing. 
Standard & Poor's has published a new U.S. utility and power company ranking list 
that reflects these sub-sectors. 

There are numerous benefits to the reassessment. Fuller utilization of the entire 10- 
point scale provides a superior relative ranking of qualitative business risk. A 
simultaneous revision of the financial guidelines supports the goal of not causing 
rating changes from the recalibration of the business profiles. Classification of 
companies by sub-sectors will ensure greater comparability and consistency in 
ratings. The use of industry segmentation will also allow more in-depth statistical 
analysis of ratings distributions and rating changes. 
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The reassessment does not represent a change to Standard & Poor's criteria or 
methodology for determining ratings for utility and power companies. Each business 
profile score should be considered as the assignment of a new score; these scores 
do not represent improvement or deterioration in our assessment of an individual 
company's business risk relative to the previously assigned score. The financial 
guidelines continue to be risk-adjusted based on historical utility and industrial 
medians. Segmentation into industry sub-sectors does not imply that specific 
company characteristics will not weigh heavily into the assignment of a company's 
business profile score. 

Back to Top 

Results 
Previously, 83% of U.S. utility and power business profile scores fell between '3' 
and '6', which clearly does not reflect the risk differentiation that exists in the utility 
and power industry today. Since the 10-point scale was introduced, the industry has 
transformed into a much less homogenous industry, where the divergence of 
business risk--particularly regarding management, strategy, and degree of 
competitive market exposure--has created a much wider spectrum of risk profiles. 
Yet over the same period, business profile scores actually converged more tightly 
around a median score of '4'. The new business profile scores, as of the date of this 
publication, are shown in Chart 1. The overall median business profile score is now 
'5'. 

Chart 1 

Distribution uf Business Profik Scores 

% of Companies 

18 

New Business Profile Score 
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Table 1 contains the revised financial guidelines. It is important to emphasize that 
these metrics are only guidelines associated with expectations for various rating 
levels. Although credit ratio analysis is an important part of the ratings process, 
these three statistics are by no means the only critical financial measures that 
Standard & Poor's uses in its analytical process. We also analyze a wide array of 
financial ratios that do not have published guidelines for each rating category. 

Funds from operations/interest coverage (x) 
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Again, ratings analysis is not driven solely by these financial ratios, nor has it ever 
been. In fact, the new financial guidelines that Standard & Poor's is incorporating 
for the specified rating categories reinforce the analytical framework whereby other 
factors can outweigh the achievement of otherwise acceptable financial ratios. 
These factors include: 

Effectiveness of liability and liquidity management; 
Analysis of internal funding sources; 
Return on invested capital; 
The record of execution of stated business strategies; 
Accuracy of projected performance versus actual results, as well as the 
trend; 
Assessment of management's financial policies and attitude toward credit; 
and 
Corporate governance practices. 

Charts 2 through 6 show business profile scores broken out by industry sub-sector. 
The five industry sub-sectors are: 

Transmission and distribution--Water, gas, and electric; 
Transmission only--Electric, gas, and other; 
Integrated electric, gas, and combination utilities; 
Diversified energy and diversified nonenergy; and 
Energy merchanttpower developer/trading and marketing companies. 
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Chart 2 

Transmission and Distribution--Water, Gas, and 
Electric 

% of Companies 
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Chart 3 
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Chart 4. 
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Chart 5 

Diversified Energy and Diverskd Non-Energy 
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Chart 6 

Energy MerchantfDevelopersIT~ading and Marketing 
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Business Profile Scores 

The average business profile scores for transmission and distribution companies 
and transmission-only companies are lower on the scale than the previous 
averages, while the average business profile scores for integrated utilities, 
diversified energy, and energy merchants and developers are higher. 

The Appendix provides the company list of business profile scores segmented by 
industry sub-sector and ranked in order of credit rating, outlook, business profile 
score, and relative strength. 
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Business Profile Score Methodology 
Standard & Poor's methodology of determining corporate utility business risk is 
anchored in the assessment of certain specific characteristics that define the sector. 
We assign business profile scores to each of the rated companies in the utility and 
power sector on a 10-point scale, where '1' represents the lowest risk and '1 0' the 
highest risk. Business profile scores are assigned to all rated utility and power 
companies, whether they are holding companies, subsidiaries or stand-alone 
corporations. For operating subsidiaries and stand-alone companies, the score is a 
bottom-up assessment. Scores for families of companies are a composite of the 
operating subsidiaries' scores. The actual credit rating of a company is analyzed, in 
part, by comparing the business profile score with the risk-adjusted financial 
guidelines. 
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For most companies, business profile scores are assessed using five categories; 
specifically, regulation, markets, operations, competitiveness, and management. 
The emphasis placed on each category may be influenced by the dominant strategy 
of the company or other factors. For example, for a regulated transmission and 
distribution company, regulation may account for 30% to 40% of the business 
profile score because regulation can be the single-most important credit driver for 
this type of company. Conversely, competition, which may not exist for a 
transmission and distribution company, would provide a much lower proportion 
(e.g., 5% to 15%) of the business profile score. 

For certain types of companies, such as power generators, power developers, oil 
and gas exploration and production companies, or nonenergy-related holdings, 
where these five components may not be appropriate, Standard & Poor's will use 
other, more appropriate methodologies. Some of these companies are assigned 
business profile scores that are useful only for relative ranking purposes. 

As noted above, the business profile score for a parent or holding company is a 
composite of the business profile scores of its individual subsidiary companies. 
Again, Standard & Poor's does not apply rigid guidelines for determining the 
proportion or weighting that each subsidiary represents in the overall business 
profile score. Instead, it is determined based on a number of factors. Standard & 
Poor's will analyze each subsidiary's contribution to FFO, forecast capital 
expenditures, liquidity requirements, and other parameters, including the extent to 
which one subsidiary has higher growth. The weighting is determined case-by-case. 
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Appendix: U.S. Utility and Power Company Ranking List 
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Consolidated Edison Co. of New York NStablelA-l 
Inc. 

Niagara Mohawk Power Corp. AIStablel-- 3 

Central Hudson Gas & Electric Co. NStableI-- 
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Centerpoint Energy Houston Electric BBBINegativel-- 
LLC 
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San Diego Gas & Electric Co. AIStablelA-I 5 

Virginia Electric & Power Co. (Dominion A-lStablelA-2 
Virginia) 

aho Power Co. 
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BBB+INegativel-- 
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Entergy Gulf States Inc. BBB-/Stable/-- 

Black Hills Power Inc. 
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Sierra Pacific Resources B+/Negative/-- 7 

4. Diversified Energy and Diversified Non-Energy 

ortheast Utilities 

awaiian Electric Industries Inc. BBIStablelA-2 

BBIStablelA-2 
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CMS Energy Corp. 

PPL Energy Supply LLC 
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Reliant Energy Mid-Atlantic Power 
Holdings LLC 

BINegativel-- 
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Published by Standard & Poor's, a Division of The McGraw-Hill Companies, Inc. Executive offices: 
1221 Avenue of the Americas, New York, NY 10020. Editorial offices: 55 Water Street, New York, 
NY 10041. Subscriber services: (1) 212-438-7280. Copyright 2003 by The McGraw-Hill Companies, 
Inc. Reproduction in whole or in part prohibited except by permission. All rights reserved. Information 
has been obtained by Standard & Poor's from sources believed to be reliable. However, because of 
the possibility of human or mechanical error by our sources, Standard & Poor's or others, Standard 
& Poor's does not guarantee the accuracy, adequacy, or completeness of any information and is not 
responsible for any errors or omissions or the result obtained from the use of such information. 
Ratings are statements of opinion, not statements of fact or recommendations to buy, hold, or sell 
any securities. 


	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	




