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]Qulck Links The overwhelming majority of an electric utility's oparating expenses is concentrated in two categories--fuel and
Which Companies Were

purchased power. To the extent that changes in the price of these items are not reflected In rates—either because a

included In The Survey?  company's rates are frozen or it lacks access to a timely fuel and purchased-power adjustment mechanism-a utifity can

Assessing A Vertically be exposed to greater cash flow volatility. The highly volatile natural gas and wholesale power markets of the past year
Intagrated Utility's Exposure ‘have piqued investor interest in this regard. Ultimately, the question is: Which companies are most at risk of potential

To Potential Cash Flow cash flow volatility?

Volatility

Assessing An Electric In this report, Standard & Poor's Ratings Services assesses the varying degrees of exposure for companies operating
Distributor’s Exposure To  Under rate freezes and companies with access to no or weak fuel and purchased-power adjustment mechanisms. Fuel
Patential Cash Flow and purchased-power adjustment mechanisms allow utilities to periodically pass along to customers changes in fuel and
Volatility purchased power costs without having to file a formal rate case.

Which Companies Are

Potentially Most At Risk? .,

Table 1 (in the appendix at the end of this report) presents our findings for vertically integrated companies. Table 2

) focuses on electric distributors subject to generation rate caps. Each table lists companies in order of "exposure” to
Appendix potential cash fiow volatility, with five possible qualitative designations: high, considerable, intermediate, modest, and low.
Companies in each "exposure” category are listed in aiphabetical order and are not ranked.

Which Companies Were Included In The Survey?
Standard & Poor's limited its survey to companies in at least ona of the following categories:

» Vertically integrated electric utilities operating under a rate freeze,

e Vertically integrated electric utilities without access to a fuel and purchased-power adjustment mechanism ar those
who have a weak adjustment mechanism,

» Vertically integrated electric utilities that have only recently obtained access to an adjustment mechanism, but have
typically had a contentious relationship with regulators, and

« Electric distributors with provider-of-last-resort (POLR) obligations that are also subject to generation rate caps.

Examples of weak adjustment mechanisms include those that are triggered only after a company's incremental costs
reach very high thresholds or those that, once triggerad, force a company to accumulate'significant deferrals before

implementing a surcharge that results in real cash. Weak adjustment mechanisms may also cap accumulated deferrals or
surcharges between rate cases.
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Assessing A Vertically Integrated Utility's Exposure To Potential Cash Flow Volatility
To identify those vertically integrated utilities in our survey that are especially vulnerable to potential cash flow volatility,

we analyzed each company's operating risk profile. Operating risk is characterized as high, intermediate, or low (see
chart).

Assessing A Vertically Integrated Company's Exposurs

To Potantial Cash Flow Volatility
mw'?
Requiatory Intarrneciate .. Nodest Low
Reltions
No or Wealk Fual and
Adjustment Consideraiite Inkarnaciate Modest
Mechanisem
Rate Freezs or )
QGenaration High Considarable ermediale
Raw Cap
High Intarmadiate Low

Operating risk was considered high if a company had or could have material exposure to natural gas markets or short-
term wholesale power markets where natural gas is typically on the margin.

In determining the operating risk of these vertically integrated utilities, we focused on the following factors:

« Whether the company's supply portfolio is primarily gas-fired,

« Whether a company depends on the production of a handful of units and therefore is subject to outage risk
(especially if said units have had poor operational histories),

o Whether a company is short capacity and thus potentially dependent on the short-term power markets (especially if
the company has supply contracts that are either rolling off or short-term in nature), and

« Whsther a company is located in a region where natural gas- and oil-fired generation typically set the regional
wholesale electricity price.

As an example, Arizona Public Service Co. (APS) was considered to have "high” operati'ng risk because it relies heavily
on gas-fired generation, is short capacity, has some unit concentration with respect to the Palo Verde nuclear plant, and
is located in a region where natural gas- and oil-fired generation is typically on the margin.
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By analyzing the cross-section between "access to recovery” and "operating risk,” Standard & Poor's assigned gualitative
"exposure” designation to each of the vertically integrated companies, based on a five-category scale of high,
congiderable, moderate, modest, and low.

Assessing An Electric Distributor's Exposure To Potential Cash Flow Volatility
The analysis for the electric distributors in our survey (all of which currently have POLR obligations and are subject to
generation rate caps) differed from our analysis of the vertically integrated companies.

When assessing the exposure of this specific group of electric distributors, Standard & Poor's focused on the structure of
a company's power supply contracts. In other words, we focused on the kinds of risks current contracts tried to guard

against and how likely the company's contract profile was to change in the interim. Specifically, we considered the
following factors:

« Whether a company's supply contracts protect against commodity and volume risk,
« Whether a company's supply counterparties reserve the right to termination prior to rate cap expiration, and
« Whether a company's regulators are considering generation rate cap extensions.

Distributors with long-term, load-following power-supply contracts can be fairly well insulated from commodity and volume
risk. Companies with supply contracts that provide for only block power are subject to volume risk and are incrementally
more exposed to cash flow volatility. If counterparties reserve the right to early termination—as FirstEnergy Solutions
Corp. does regarding Its supply arrangements with Metropolitan Edison Co. and Pennsylvania Electric Co.—the potential
for commadity risk (and ensuing cash flow volatility) can be high. Likewise, in states that are considering rate-cap
extensions, the potential for commeadity risk at the electric distributor level is also high. In these states, distributors may
have to recontract their supply arrangements at market rates (once their current contracts expire) while collecting capped
(and potentially below-market) generation rates from customers. For this reason, when the llinois govemor and other
legistators took several unfavorable actions to prevent lllinois utilities from raising electric rates in 2007, Standard &
Poor's placed Central ifinais Public Service Co. (BBB+/--) and lllincis Power Co. (BBB+/—) on CreditWatch with negative
implications, and lowered Its issuer credit rating on Commonwealth Edison Co. to 'BBB+ from 'A-".

[fEask totop)
Which Companies Are Potentially Most At Risk?

Among the vertically integrated electric utilities, our survey identified the following utilities as "considerably” exposed to
potential cash flow volatility:

APS,

Empire District Electric Co.,

Aquila Inc.,

Public Service Company of New Mexico,
Tucson Electric Power Co., and

» Virginia Electric Power Co.

Of these six, three operate under rate freezes, and all but APS lack access to an adjus'n';nent mechanism. APS has a
weak adjustment mechanism. The operating risk profile for these companies ranges from "high" to “intermediate.” "High"
operating risk was correlated with material exposure to the natural gas and wholesale power markets, either because the
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company has a relatively large gas-fired generation fleet, material unit concentration, a short capacity position, or is
located in a region where gas is typically on the margin. The combination of weak regulatory support and elevated
operating risk pressures the stand-alone business risk profiles for these utilities. All but Virginia Electric have business
profile scores greater than ‘5. (Utility business profiles are categorized from '1' (excellent) to '10' (vuinerable})). While
other factors (including the performance of parent and affiliate companies) may dominate Standard & Poor's assessment
of credit quality for these six companies, both APS and Public Service New Mexico have experienced adverse rating
actions that are partially attributable to increased exposure to potential cash flow volatility due to poor regulatory recovery

and elevated operating risk. See table 1 for "exposure” classifications for all vertically integrated companies in this survey,
including detailed comments for each company.

Among the electric distributors in our survey, only two (Metropolitan Edison and Pennsylvania Electric) were
characterized as having "considerable” exposure to potential cash flow volatility. In both cases, an affiliate supplier
(FirstEnergySupply) reserves the right to terminate its contracts with the POLR distributors at any time with 60 days
notice. Six distributors were characterized as having an "intermediate” exposure to potential cash flow volatility. These
distributors are in states (i.e., linois, Maryland, and Delaware) where there is or has been political pressure to extend
generation rate caps, retain POLR obligations, and force distributors to recontract supply at (potentially higher) market
rates. The remaining six distributors in our survey were characterized as having only a “modest’ exposure to potential
cash fiow volatility. All six distributors use affiliate supply contracts to meet their POLR obligations. While the distributors
in this instance are fairly protected against commodity and volume risk, the rate caps expose their affiliate suppliers to
considerable risk. (See comments for Potomac Edison Co. and West Penn Power Co. in table 2.) That said, the transfer
of risk from distribution subsidiary to affiliate supplier does not completely insulate the distributor from ratings deterioration
if regulators do not allow changes in fuel and power costs to be reflected in retail rates. This is because Standard &
Poor’s typically uses its consolidated ratings methodology when assessing the distributor's credit quality.

Appendix
Table 1 Vertically Intagrated Utllities Exposed To P ial Cash Flow Volatility Due To Changes In Fuel And Power Costs
Recovery Mechanism
Rate Hlstorically Exposure to
(CPO.I':I‘p:‘!;y Rating (Business profile | freeze or No, orweak | .\ ged [Operating |p
acore) g id iy reg y |risk cash flow

{Analyst} rate cap | ™echanism § ol itons volatility
APS hag had a power supply
ad]ustment machanism (PSA) in place
since March 2005. The PSAls
govemed by annual adjustments and
periodic surcharges. APS can defer for
future rate recovery 80% of the
ditference between actual fuel and

gﬂef&g: g:bllc ' power casts and the amount induded

4 - . . In base rates. Overall, the PSA Is very

g’al:nk:lclgo\:vpe)sl BBB-Stable/A-3 (6" X High Congiderable waak, First, It is tiggered based on a

(Anne Soluné) date (once a year in February 2006)
and not on a threshold level of
deferrals. The annual adjustment is
also capped at 4 mils per kilowatt-hour
for the life of tha PSA, which has been

' [ fully utifized. To recover amounts in

excass of the adjustment, APS must
file for a spacial surcharge, but only
after annual PSA adjustments have
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bean Implamented. Surcharge
requests ars not capped, but there is
no imeline for

4. R

APS has a material reliance on gas,
with all of Its recent plant additions
being natural gas-fired and its
normally reliable Palo Verde nuclear
facility experiencing operational
issues. The company's service area is
growing about 4% a yaar, but itis
under & seif-bulid moratordum and is
contracting for supplies to mest load
growth,

The company has requested a
monthly fuel and energy cost recovery
mechanism, but the Missouri
Commission still needs to formalize

Empire District : rules g g future fuel adj it
Electric Ca. ive/A- i clauses in the stats. About 80% of
(Gormc.lepsm) BBB/NegativelA:3 (5) x High Consideratle Empire’s owned generation is gas-

fired. Dus to the recent pricing
snvironment less than 30% of energy
sold is generated using gas-fired
rasources. Three aging coal plants
supply most of Empire's energy.

Aquila’s recent rate settiemant in
Missouri includes updated fuel costs in
base rates and eliminates the
company's interim energy chargs.
Rates want into effect in March 2008.
The company may gain future access
1o a fuel and purchased power
adjustment (FAC) mechanism. On July
14, 2005, the governor of Missouri
signed a law establishing a means for

i recovering prudently Incurred fuel and

Missour Public purchased-power costs without going

Sth ‘BC;). and through a general rats case. However,
. Joa's Power re the Missourt Commission must issue

& Light Co. B-/Watch Pos/B-3 ('8) X High Considerable | L2 diore the law can be

(Aquiia Inc.} implemented. Moreover, the initial

{Jeanny Sllva)

fling must be made in connection with
a general rate proceeding. Aquila
expocts to flle for a FAC in its next
aleckric rate case, which it may nol file
until July 2008. In 2005, about 53% of
owned capacity in Missouri used gas
as a primary or combination fual.
Aquila's Sibley plant also accounts for
about 29% of Missouri-dedicated
capacity. The company must aclively
hedge its exposure to the gas and
wholesale power markats.

The company is operating under an
electric rate freeze through year-end
2007. its fue! and purchased power
adjuster was eliminated in 1894. While
' 85% of the power 50id o customers is
fueled by coal and uranium, outage
Public Service risk is significant. Quiput from the San
Company of Juan Generating Station and the Palo
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Schedule WLG-1
Fuel And Purchased Power Cost Recovery In The Wake Of Volatile Gas And Power Markets--U.S. Electric Utilities To Watch Page 6 of 29

New Mexico Verde Nuciear Generating Station
(PNM typically meets about 88% of the
Rasodrees Inc.) company's power neads. While not the
{Judith Walte) primary reason behind Standard &
BBB/MNeg/A-3 (6") X X Intermadiate | Considerable | Poor's outiook revision to negative on
Jan. 23, 2008, operational difficulties
at Palo Verde, lack of an adjuster, and
the high cost of replacement power
contributad to the rating action,

Tucson Electric’s retall rates are
frozen through 2008 under a
Tucson Electric "

g hed in
Power Co. 1900, That said, the company has a
{Unisource BB/Stable/B-2 (67 X X Intermediate | Considerable | largely coa-fired generation fiest. Still,
Energy Corp.) outage risk is significant with the
(Anne Selting) company's two Springerville units
typically accounting for about 50% of
energy generated.

Bass rates are capped through 2010.
Fusl costs and power purchases are

i i subject 10 a fixed rate recovery
X‘?‘au:,s (l:e:m © through July 1, 2007, when a one-time
(Dominion prospective adjustment will be
Resources inc.) BBB/Stable/A-2 ('5) X X intermediate | Considerable |-considered. During this transition
(Aneesh period, the risk of fuel-related cost
Prabhu) under-recovery is borne by the
company. We estimate fuel-related
losses at about $200 milllon (after-tax)
In 2005,

On July 14, 2008, the governor of
Missour! signed Into law new
legislation establlshing a means for
utilities to recover prudently incurred
) fuet and purchased-power costs
without going through a general rate
(AtAnnserenUgo , case. The Missouri Commission must
ren Lorp. -+ 2 (6" a i first issue rules before the legistation is
(E?:emam) BBB+/Watch Neg/A-2 (6" X Inter tnter d. Moreover, the Inkial
man; filing must be made in connection with
& general rate proceeding. As such,
the company does not currently have
access to a fusl and purchased-power
adjuster. AmerenUE depends on the
Callaway nudear fadility to produce
about 168% of lts power needs.

CILCO's transmission and distribution
operaiions are under a rale freeze
through 2008, The company has a
load-following (full requirements)
contract with an affiiiate through 2006.
Certain lllinols legistators have
attempted to extend a decade-old
intermediate | retall rate freeze for another three
years, which woutd have forced
CILCO, CIPS, and IP to absorb the
differance betwesn their capped retail
¢« | rates and the (market) cost of service
Central lliinois . and power procurement after the
Light Co. companies' respective contracts
(Ameren Corp.) expire at the end of 2008, However,

BBB+/Watch Neg/~ (6) | X X Low
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(Barbara there is still uncertalnty about the
Eisaman) outcome of the campany's pending
' delivery servica rate hike request.
' Parent Ameren has noted that an

Inability to adjust rates to reflect full
and timely recovery of powar supply
cosis could, in the extrema, lead to
CILCO (and its other lilinols utilities)
flling for bankruptcy. Political and
regulatory circumstances that could
result in a bankruptey filing caused
Standard & Poor's to lowser and place
1ts rating of CIPS on CreditWatch with
negative implications on Oct. 3, 2005.

Cantral Varmont lacks aa fuel
adjustment mechanism and has a
somewhat contentlous relationship
with its regutators. That said, the

company has very littte gas sxposure.
gegntml Vermont Stilt, It Is highty dependent on a unit-
ublic Service _ : cantingent purchased power contract
ggmi (Jeanny BB+/Stable/~ (67 X X Intermediate | intermediate 1. output from the Vermont Yankee
va

Nuclear fadiiity. if an outage occurs,
the company must request approval 1o
defer replacemant power costs.
Recovery is only addressad during
formal rale cases, which tand to be
every two to threa yaars.

All thres Ohio FirstEnergy companies
are under a rate freeze through 2008.
Fuel costs up to $75 million, $77
million, and $79million in 2008, 2007,
Cleveiand and 2008, respectively will be

Electric recovered from all distribution arx
1uminating Ca. \ fransmission customers through a
(FirstEnergy BBB/Stable/- (6 X X Low Intermediate | fual-recovary mechanism. If increased
Corp.) {aneesh fuel costs are greater than the fuel-
Prabhu recovery mechanism revenues, the
excess costs will be deferred by ths
companies and recovered over 25
years commencing with the
distribution rate casa first effective on
or after January 2009.
Genaration rates had been frozen
during the transition period, which
Columbus ended in December 2005, the
Southern Power company has agreed to a rate-
Co. (Amarican stabiltzation plan that caps annual
Electric Power | BB8/Stable/~ (4} X X Low intermediate | increases in generation rates at 3%
Co. Inc.) (Todd ! through 2008. The plan does not
Shipman) include a fuei-adjustment mechanism,

but the company is reliant on low-cost
American Electric Power coal-fired
system generation.

As per its stipulation with the Publlc
Utllity Commission of Ohio, the
company may flle for increases to
generation ratas up to 11% to reflect
Increased costs In fuel (used in owned
generation), environmental
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compliance, taxes, regulatory
changes, and security measures. On
April 4, 2008, the company filed &
request to implement a rate
stabilization surcharge effective Jan.
1, 2006. The plan was approved and
wilt phase into rates the effect of
increasing fuel and environmental
costs over five years, from January

2008 through December 2010. The
Ei:‘{ttiogup%:':.& typical residential customer vflll )
Inc.) (Brian BB/Positive/~ (*5") X X Low Intermediate | experience a 8.7% Increase in rates in
Janlak) 2006 and less than 3% increase
thereafter and through 2010.

Customers are now scheduled to pay
market prices for generation starting
only in 2011. The company Is leng
capacity and coal reliant (89% of its
electric output was from coal-fired
units in 2004). Outage risk is

o with the /'s Stuart
plant accounting for 51% of DP&L's
coal-fired capacity.

Green Mountain lacks a fuet
adustment mechanism, but has very
fittle gas exposure. Still, the company
is dependent on a unit-contingent
purchased-power contract for output

from the Vermont Yankes (VY)
Green Mountain ‘ nudear facility. it also makes short-
Power Corp. BBB/Stable/- ('5) X X Intermediate | intermediate | term power market purchases, which
(Jeanny Silva) the company must continually hedge.
If a VY outage occurs, Grean
Mountain must request approval to
defer replacement power costs.
Recavery is only addressed during
formal rate cases, which tend to be
every two to thres years.

While rates are set on a cost-of-
service basls, Indlana Michigan's base
rates are capped through June 2007.

Its fuel racovery rate is capped
Indlana through that ima period at a tevel that
gzch(luan :ower automatically increased in January
. (American _ 2008 and will do so again in January
Eloctric Power BBB/Stable/— (6) X X Low intermeciate 2007. However, indiana Michigan
Co. Inc.} (Todd expects that its aclual fuel costs wilt
Shipman) excaed the capped fuel rates

peimitted through June 2007. Still, the
) company is reilam on low-cost
American Electric Power coal-fired
system generation.

Tha company plans to ask West

Virglnia ragulators to reinstate its fuei
Monongahela clause, which was sliminated in 2000,
Power Co. ! Like Allegheny Energy Supply,
(Allegheny BB+/Positive/- (5') X intermeditats | Intermediate | Monongahela's rellance on cqal
Energy inc.) ! exposes it {o rising coal prices.
(Tobias Hsieh) .

Moreover, the company's coal plants
have moderate outage risk, which can
expose the company to incrementally
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- higher replacement costs,
A short capaclty position has
Historically exposed Nevada Power to

wholesale power markets. in 2004, the
company purchased 59% of its snergy
needs. Sinca then, the company has
acquired 1,800 MW of gas-fired
generation, which will reduce its
exposure 1o the whole power markets,
but continue to exposa It to fuel risk.
Nevada Power has had a troubled
History with reguiators. In 2002, the
Public Utikties Comimission of Nevada
(PUCN) disallowed $434 million in

deferred power costs. Relations are
Nevada Power now much improved. In November
goa%Shm 2003, the PUCN approved an
acific i : int lan (IRP) i
Resources) B+/Positive/- (&) X High Intermediate wh?g:arfle:/;‘ds: ;'ocv:a‘: obéin:)algproval
(Swami bafore entaring knto fong-tenm power
Venkataraman)

contracts. Short-term powsr/fusl
purchases are adjusted through new
basa tariff energy rates (BTER), which
the company can file up to twice &
year. BTER rates are still subject to a
prudency review, but the IRP lays out
claar risk-managemant guidelines that
significantly mitigate the risks of
disallowance if the company follows its
IRP. da Power has pletely
recovered defermed powar costs, with
no disallowances for the past two
years. Still, the companyhas not
accumulated large balances that

would realty test regulators.
Ohio Edison Co.
Fi y lactri

&o;mh BBB/Stabie/— (6 X X Low intermediale | See Cleveland Electric.

Prabhu)
Generatlon rates had been frozen
during the transiion period, which
ended in Dacamber 2008; the

Ohio.Power Co. company has agreed fo a rate-

(American stabilization plan that caps annual

Electric Power | BBB/Stable/— (47} X X Low {ntermediate | increases In generation rates at 7%

Co. Inc.) (Todd thru 2008. The plan doss not include a

Shipman) fuel adjustment mechanism, but the
company s reliant on low-cost
Amarican Electric Power coal-fired
$ystem generation.
Qwned generation is mostly coal-fired,
but the company’s short position
exposas it 1o the wholesale powsr

PacifiCorp markets, which in Utah and Oregon

: A-+/Stabie/A-2 (5’ X intermed: rmad are driven by hydro and gas prices.
{Anne Seiting) : ) fats |Intermadiate | 23 ompany Is adding a 1,000 MW
' combined-cycie gas turbine, which will
Increase its rellance on gas. -
Howaever, the company has hedged
against price and volume fluctuations
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through 2007. Lack of 8 PSA has been
mitigated somewhat by the recent
implementation of forward test yaars in
key states.

Portiand typically purchases about
30% to 35% of its energy
from the

al
market through contracts with tenors
of less than three years. An additional
5% to 10% comes from owned gas-
fired generation, while an additional
20% 10 26% is exposed to hydro risk.

X - hydro This dapandence creatas thg potential
(P;umand e variation for variability in power supply costs,
eneral Electric " . excluded and constitules Portland's principal
Co. (Leo BBB+/Nsgative/A-2 ('5) from Intermediate | intermediate |\ oo ek Whils the company’s
Carrillo) adjustment

pass-through mechanism aliows PGE
mechanism | to pass most of this variabllity through

© 1to customers, there is curvently no
mechanism 1o share the risks and
rewards of hydro varlablity. Portland
may file a comprehensive proposal
addressing afl power cost variability
issues, Including the pass-through
mechanism, as part of ts 2007
general rate case.

The company's exposura 1o excess
power costs is temporarily capped, but
is eet to increase beginning mid-2008.
A muittyear “power-cost cap” currently
limits the company's cumulative power
cost exposure to $40 million, a level
that the company excaaded in 2004.
After he powsr-cost cap expires, the
company's annual exposure will be
determined by the “sharing bands" of
its current power-cost adjustment
mechanism (PCA) mechanism, which
gradually reduces the company's
exposure as axcass power costs meet

ceraln thresholds on an annual basis.
Z:g?;f ﬁl?d The commisslon granted a tsmporary
{Puget Energy | BBB-/Stable/A-3 ('4) X Intermediate | Intermediate 50% cut in the threshold levels from

Inc) (Leo July to Dscamber 2008. In 2007 and
Carliio) aut, the compary's exposure will
depand on the Washington Utilities
and Transportation Commission’s
decision regarding Puget's proposed
revision to the PCA mechanism that
would limit the company's exposure to
excess power costs 1o 50% of the first
$25 million. In comparison, the
thresholds under the existing PCA
expose the company to 100% of the
first $20 miflion of excess power costs,
50% of the next $20 miliion, 10% of
the next $80 millon and 5% of excess
power costs beyond $120 million. The
utility’s rellance on hydroelectric
suppiles and short-term market
purchases pressure its operational
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profile.

In 2004, Sierra purchased 55% of its
energy requirements, the majority of
which was from the ST power

markets, Including hydroslactric power
Sierra Pacific from the Northwast. Fuel and hydro
Power Ca. fisk make recovery mechanisms
e atic | Bepositver- (8) X High Intermediate | mPartant Uke sisiet utlity, Nevada
(Swami regulators have besn historically
Venkataraman) troubled, with $66 million In deferred
power costs disallowed In 2002.
Relations are now much improved
given the company’s IRP and access
10 twice-a-year BTERs.

Toledo Edison

. (F . .
gré.)ﬁf::gy BBB/Stable/— (6) X X Low Intermediate | See Cleveland Electric.
Prabhu)

Wesiar has little gas exposure but
moderate outage risk due to the Wolf
Craek Nuciear Station (21% of
capaclty). In Dacamber 2003, the
X Kansas Corporation Commission
Westar Energy (adjustment relnstated a fuel-adjustment clause.
inc. (Barbara BB+/Positive/~ (5) dause Intermediate | Modest Rates will be based on forecast costs
Eiseman) imminent with periodic true-up. To the extent
howave()' actual costs diffar from billed amounts,
those amounts will accrue in a
batancing account that wili be cleared
at least annually and recovered in a
subsequent period. Hence, deferred
bealances should remain manageable.

Stipulated sgreements between the
company and the Missouri and
Kansas commissions freezs the
company’s rates through 2008, but
grant the company permission o
request, through a general rate case,
an “Interim energy charge” ta cover
expected power cost increases during

the Imp of the pany’s
:ﬂaﬁ‘&c&m fiva-yaar, $1.3 billion capital program.
Co. {Great - As agresd, the company filed a
Plains Energy BBB/Stable/~ (6') X intermediate | Modast mral rate &:)u e:rly ;hl; mr with

comm ns, but de to

g‘:rz.l&;o request an Interim energy charge in
sither of them. The company’s
generating fleet consisis four coal
plants, a 47% Interest in the Walf
Creek nuclaar plant, and several ol
and gas-fired plants. Assat
concentration is moderata, with the
largest resource, Woif Creek,
accounting for betwsen 20% and 25%
of energy supply.

As per ils rate agreement with the
lowa Utilitles Board, Mid-Amarican has
agread not ta request a general rate
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increase in rates befors 2012 uniess
tts Yowa jurisdictional electric ROE falls
below 10%. The lowa Office of
Consumsr Advocate has agreed notto
Tequest of support any rate decreases
before January 2012, The company

Mid-American has no fuel and power supply
- adjustment mechanism. That said,
oy | oA ) X X Low Modeat MEC gels all of s sefi-ganerated

power (about 76% of thelr needs) from
coal and nuclear sources, It purchases
about 24%, but only 11% under short-
tsrm contracts or spot purchases. Gas
Is not on the margin in the reglon.
Lastly, none of the company's units
ars exceptionally large.

Table 2 Electric Distrib With Exp ToF

Cash Flow Volatillty Dus To Changes In Fuel And Power Costs

Supply Re:
gulators

o | COnacts {SUPDlY e |considering | L L

Rating {Business profile rate cap ;gﬂnat morva'rlgm rats cap potential

c

ompany (Parent) (Analysy score) expiration | commodity | to early 'x""'r::"" cash flow | Comment

date Jand contract o Shase- | volatittty
volume termination? Ins?
risk?

The company uses
fixed-volume
{block) purchased-
power contracts
{with affiliates and
third-party
suppliers) to meet
Its load obligations.
This makes Met-Ed
sensitive to
variations in
provider-of-last-
resort (POLR)
volumes. If POLR
volumes fluctuate

: more than
Metrapolitan Edison Co. (First . Company expected, the
Erorey Corps (Ansboh Prabhy) | BIB/Stable/— (4) 2010 expoted 1o Yes No Considerable on'rJnO:atn Ve cash
flows can be
affected. Met-Ed's
supplier affilate
(FirsiEnergySupply)
has threatened to
terminate its power
contract with the
company if
regulators do not
authorize adequate
pass-through of
fuel-relateqd cost
changes. With Met-
Ed's POLR
obligation intact
through the end of
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2010, the company
would need to
recontract supply at
market rates (which
are likely to be
higher than the
current price
charged by
FirstEnergySupply).
As such, contract
termination by
FlirstEnergySupply
could weaken Met-
Ed's credit quality
conslderably.

The company uses
fixed volume {block
power) purchasad-
Ppower contracts
(wlith affiliates and
third-party
suppilers) to meat
its load obligations.
This makes Penn-
Electric sensitive to
varfations in POLR
volumes. If POLR
volumes fluctuate
more than
expected, the
company’s cash
flows can be
affected. The
company's supplier
affillate
(FirstEnergySupply}

- has threatened to
Pennsylvania Electric Co. (Flrst Company

e . tsrminate lis power
Energy Corp.) {Aneash Prabhu) 8B8/Stable/— ('4") 2010 :ﬁf:ns:d ritsok Yes No Considerable | contract with Penn-

Electric if regulators
do not authorize
adequate pass-
through of fuel-
reiated cost
changes. With
Penn-Elec’'s POLR
obligation intact
through the end of
2010, the company
would naad to
racontract supply at
market rates (which
are likety to be
higher than the
current price
charged by
FirstEnergySupply).
As such, contract
termination by
FirstEnergySupply
could weaken
Pann-Electric's
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credit quaitty
considerably.

Baltimore Gas &#38; Electric Co.
{Consteliation Energy Inc.)
{Tobias Hsieh) </tabletext>
<tabledata
subtype="tableratingsdata®>
BBB+Watch Pas/A-2 (3}
<Mabledata> <tabletext> 2008
<Ntablstext> <tabletext> Yes
<ftabletext> <tabletext> No
<Rabletext> <tabletext> Market
rate phase-in approved
<Mabiatext> <tabletext>
Intermediate </ftabletext>
<tabletext> The company
currently purchases power from
an affliate via a load-following
contract that expires In mid-2008.
Reslidential rates are cappad
through July 1, 2008 and reflect
this lsgacy contract In March
2008, Maryland regulators Issued
a rate stabillzallon plan that will
phase in higher (residential)
powaer prices over two years
instaad of all at once starting July
1, 2006, when the company was
scheduled to begin charging
customers the full cost of buying
power on tha wholesale market.
Baltimore Gas 3#38; Elactric
customers will pay full market
rates starting July 2008, while the
utility can charge a 5% annual
interest rate in the intarim for the
cost of subsidizing rate-payers at
below-market rates. Shifting
customers to full market-rates
would have ralsed bllls by 40% to
B81%, with the final amount subject
1o results from the company's
annual auction for wholesaie
power. Under the above plan,
initial increases will be Emited to
21%. Baitimore Gas &#38,;
Electric will be subject to

y risk. The pany is
on CraditWatch with positive
implications pending
Constellationd#146;s8 merger with
higher-rated FPL Group Inc.
«</abletext> </tablerow>
<tablerow> <tablstext> Central
ttlinois Pubilc Service Co.
{Ameren Corp.) (Barbara
B A q

subtype="tableratingsdata™
B8B+/Watch Neg/~ (4)
</tabledata> <tabletext> 2008
<fabletext> <tabletext> Yes
<Mtablataxt> <tabletext> No
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<fabletext> <tabletext> Possible
generation rate cap extension
</tablbtext> <tabletext>
Intermediate <Aabletext>
<tabistext> Central lllinols has
POLR responsiblitty through 2006.
That said, It has a load-following
(fixad-price) contract expiring in
2008 with an affillate to meet this
cbligation. Certain linols
legisiators have attempted to
extend rate caps and the
company's POLR responsibliity by
another three years, which would
have forced the company to
procure powar at market rates
without adequate or imely
racovery of Incremental costs.
However, there is still uncertainty
about the outcome of the
company’s pending delivery
service rate hike raquest. Parent
Ameren has noted that an inability
o ad)ust rates to refiect full and
timety recovery of power supply
costs could, In tha extreme, iead
to Centrai llincls {and its other
lilinols utilities) filing for
bankruptcy. Political and
regulatory circumstances that
could result In a bankruptcy filing
Gaused Standard 8438; Poar's to
lower its rating of CIPS and place
it on CredifWatch with negative
implications on Oct. 3, 2005.
</tabletext> <tablerow>
<tablerow> <tabletext>
Commonweaith Edison Co.
{Exelon Corp.) (John Kennedy)
«/tabletext> <tabledata
subtype=Ttableratingsdata™>
BBB+/MWatch Neg/A-2 ('4')
<ftabledata> <tablatext> 2006
</tabletext> <tabletext> Yes
<Habletext> <tabletext> No
<Hablataxt> <tabletext> Possible
generation rate cap extension
<Habletext> <tabietext>
Intermediate </tabletext>
<tabletext> To mest its POLR
obligation, the company has
anterad into a load-foilowing
contract with affiliate Exelon
Generation Co. The contract is
fixed at regulated generation
capped rates through 2006,
Exalon Generation bears risks of
fuel-related cost changes. if rate
caps are extendad in llinois—the
risk transfers to Com-Ed as the
company's contract with Exalon
Ganaration will have expired.
Legislators in lllinois have
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Indicated that they may extend
rate caps and the company's
POLR responsibility by another
threk ysars. In October 2005,
Standard &#38; Poor's lowered
Com-Ed's (and Exalon's) ratings
to &#145,BBB+&#140; from
82#145.A-8#145; due to the

g Y
environment in llincis and the
polential for cash flow degradation
at the consofidated entity (dus to a
potential rate cap extension at
Com-Ed). The company and its
parent and affilates are currently
on CreditWalch with negative
implications pending the
completion of a merger with Public
Service Enterprisa Group Inc.
<fabletext> <tablerow>
<tablerow> <tablstaxt> lllnols
Power Co. (Ameren Carp.)

<tabledata
subtype=“iableratingsdata™>
BBB+/MWatch Neg/- ('4)
<ftablsdata> <tabletext> 2010
<ftabletaxt> <tablstext> Yes
<Habletext> <tabletext> No
<Aabletext> <tabletext> Possible
generation rate cap extension
</tabletext> <tablataxt>
Intermediate <tablatext>
<tabletext> lllinois Power has
POLR raspensibllity through 2008.
That gaid, It has a load-following
(fixed-price) contract expiring in
2006 with Dynegy Inc. to meet
about 70% of Its load
requirements. Certain 1inois
legislators have attsmpted to
extand generation rate caps and
the company's POLR
responaibility by another three
years, which would have forced
Hiinols Power 10 procure power at
market rates without adequate or
timely recovery of incremantal
costs. Howaver, thera is still
uncertainty about the outcome of
the company's pending delivery
service rate hike request. Parent
Ameren has noted that an Inability
to adjust rates to refiect full and
timaly recovery of power supply
costs could, in the extreme, iead
to llinols Power {and its other
{linols utilities} filing for
bankruptcy. Political and
regulatory circumstances that
could result in a bankuptcy filing
caused Standard 3#38; Poor’s to
{ower its rating of llinols Power
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and place it on CreditWatch with
negative implications on Oct. 3,
2005. <Aabletext> <Aablerow>
<tabierow> <tabletext> Potomac
Elactric Power Co. and Delmarva
Power 8338, Light Co, (PEPCO
Holdings Inc.) (Gerrit Jepsen)

recovery of this accrued balance
over two-years. In Maryland,

<tabletext> Yas </tablatext>

atemative supplier) to receive

<ftabletext> <tabledata

subtype="tableratingsdata">

BBB+/Watch Neg/A-2 ('3)

</tabledata> <tabletext> 2008

</tabletext> <tabletext> Yes

<Aabletext> <tabletext> No

</tabletext> <tabletext> Possibie

market rate phase-in <tabletext>

<tabletext> Intenmediate

<Mabletext> <tabletaxt> On Mar

17, 2008, Standard &X38;

Poor&#146;s placed Pepco

Holdings inc (PHI) and its utility

subsidiaries (Pepco and OPL) on

Creditwatch with negative The company

i The listing refi d curmrently purchases
concemns thal regulatory actions power from an
ragarding the phase-in of market affiliate via aload-
rates at Pepco and DPL could following contract
deteriorate the company&#148;3 that expires in mid-
consolidated financial profile. To 2008. Residential
minimize the effect on ratepayers rates are cappad
of significanty higher power costs through July 1,
after post rate-cap expiration in Market rats 2006 and reflact
mid-2006, PHI has proposed & BBB+/Watch Pos/A-2 {"3") | 2008 Yes No phase-in Intermediate . | this lagacy contract.
phase-in of increased power costs approved In March 2008,

for DPLA#148:s nd Pepcod#148:s Maryland regulaiors
standand offer service customers. Issued a rate
DPL&Z148;s proposal would stabiization ptan
result In about $60 miition under- that will phase In
mecovered power costs by mid- higher (resldential)
2007 with subsequent rate

power prices over
two ysars instead

of all at once
PEPCO and DPL estimate that starting July 1,
under-recoveries could grow 2008, when the
beyend $60 million, which would company was
require short-term borrowing. scheduled to begin
</tabletext> <tablsrow> charging customers
<tablerow> <tabletext> Duquesne the full cost ot
tight Co. (Duquesne Light buying power on
Haldings [nc.} (Gerrit Jepsen) the wholesale
<fabletext> <tabledata market. Baltimore
subtype="tableratingsdata™ Gas & Electric
BBB/Negalive/~ ('4') <ftabledata> customers will pay
<tabletext> 2007 <tabletext>

full market rates

starting July 2008,
<tabletext> No <fabletext> while the utility can
<fabletext> No <Aabletext> charge a §%
<tabletext> Modest </tabletext> annual interest rate
<tabletext> Duquesna Light is in the interim for the
under a rate and supply plan cost of subsidizing
(POLR M1y that allows its ! rate-payers at
residential and small commerclal below-market rates.
customers (who do nol choose an

Shifting customers
to full market-rates
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elactric supply through 2007 at
fixed rates. Duquesne Light
procures the energy and capacity
neelied to serve thase customers
under a full-requirements contract
with Duquesne Power &#150;
(now a subsidiary of Duquesne
Ught Holdings). Duquesne Power
cavers Duquesne Light's power
needs through various {hird-party
contracts, including block power
contracts, which expose Power
and ultimately Duquesne Light
Haldings to volume risk. Also, to
the extent that market pricas are
higher than the rates Duquesne
Light pays Duquesne Power,
Duquesne Power may be forced
{0 acquire energy and capacity at
a loss, and therefore bears
commodity fisk. As such, while
Duguesne Light's exposure to
potential cash flow volatility is
considered &#148;modest.&#1485;
Duquaesne Light Holdings'
exposure is considered
&#148;moderateds148; to
&#147;considerable.&#148;
Duguesne Light will need to seek
approval of a revised plan to serve
POLR customers after 2007. The
specifics of sald plan could affect
our assassment of exposure to
potential cash flow valatility at
both Duquesne Light and
Duquesne Light Holdings.
<ftabletext> <Aablerow>
<stablerow> <tablstext> PECO
Ensrgy Co. (Exelon Comp.) (John
lataxty <tohlad

K;

¥ )
subtypes“tableratingsdata™
BBEB+Watch Neg/A-2 ('4)
<ftabledata> <iabletext> 2010
<Ntubletext> <tabletext> Yes
<ftablatext> <tabletext> No
</tabletext> <tabletext> No
<ftabletext> <tabletext> Modest
<ftabletext> <tabletext> To meet
s POLR obligation, the company
has entered Inta a boad-following
contract with affliate Exelon
Generation Co. The contract is
fixed at regulated generation
capped rates through 2010.
Exelon Generation bears risks of
any fusl-related cost changes.
Becauss the power contract is
long-dated and there are no
Iindications at this ima that the
affliiate will seek to terminate the
contract prematurety, PECO's
exposure to potential cash flow
volalility is characterized as

Schedule WLG-1

would have raised
bills by 40% to
81%, with the final
amnount subject to
resuits from the
company’s annual
auction for
wholesgale power.
Under the above
plan, Inital
increases will be
limited to 21%.
Baitimore Gas &
Elactric will be
subject to
commodity risk.
‘The company is on
CreditWatch with
positive
implications
pending
Constellation’s
merger with higher-
rated FPL Group
inc.

!
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S#£148;modest.&#148; Exelon
Generation’s and parent Exeion’s
axposire are characterized as
&#148;conskierable.8#148;
<Mtabletaxt> <Aablerow>

I P

Edison Co. (Allegheny Energy
Inc.) (Toblas Hsieh) <tabletext>
<tabledata
subtype="iableratingsdata™
BB+/Positiva/~ ('3} <tabledata>
<tabletext> 2008 </tabletext>
<tabletext> Yes </abletext>
<tabletoxt> No </tablotaxt>
<tabletext> No <tabletext>

! Modest </tabletaxt
<tabletext> Potomac Edison has a
load-following contract with
affiliate, Allepheny Enargy Supply
(AES). AES providas power under
regulated genaeration capped rates
through 2008. Capped raiss are
below curent market prices and
AES is susceptibla ta rising coal
prices. That said, AES has
hedged 70% or more of its coal
requirements through 2008.
Allegheny's coal plants have
bel ge efficiency statisti
and a history of unplanned
outages, which could intensify the
effect of the capped rates on
AES's credit profile. As such,
whiie Potomac's exposurs to
potentlal cash flow volatility is
charagierized as
&#148;modest,&#148; AES's and
ultimately Alieghsny Energy
Inc.5#146;s exposure is
characterized as
S#148;conslderable&#148; to
high.8#148; <ftabletext>
<hablerow> <lablerow>
<tabletext> PPL Electric Utilities
Corp. (PPL Corp.} (Dimitri Nikas)
</tabletext> <tabledata
subtypes"tableratingsdata™ A-
1Stable/A-2 () <tabledata>
<tabletext> 2009 <tabletext>
<tabletext> Yes </tabletext>
<tabletext> No </tabletext>
<tabletext> No <tabletext>
<tabletext> Modest <Aabistext>
<tabletext> PPL-Energy Supply
has agreed to supply load-
following power at a fbosd prics to
PPL Elactric Utilities. Generation
rates are capped through 2009. if
genaration costs are more than
what is captured in rates,
PPLEnergy Supply bears the risk.
PPLElectric Utilllles Is ring-fanced
from PPL Corp. and its affiliates,
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<Aabletext> <Aablerow>
<tablarow> <tabletext> West
Penn Power Co. (Allagheny
Enetgy Inc.) (Tobias Hsiett)
<Rabletaxt> <dabledata
sub?pe-'tablaraﬁngsdata“
BB+/Positive/— ('3') <tabledata>
<tabletext> 2010 <Atabletext>
<tabietaxt> Yes </tabletext>
<tabletext> No <fabletext>
<tabletext> No </tabletext>

b Modest
<tabistext> West Penn has a
load-following contract with
affillate, Allegheny Energy Supply
{AES). AES provides power under
regulated genaration capped rates
-through 2010. Capped rates are
below curent market prices and
AES is susceptible to rising coal
prices. That said, AES has
hedged 70% or mare of its coal
requirements through 2008.
Allsgheny's coal plants have
below efficiency
and a history of unplanned
outages, which could intensify the
effact of tha capped rates on
AES's aredit profils. As such,
while West Penn's exposure to
potential cash flow volatility is
characterized as
&#148:modest.5#148; AES's and
ultimately Allegheny Energy inc's
exposure is characterized as
8#148;considerable&#148; to
8#147;high.3#148; </ftabletext>
</tablerow> <ftabie> <objact
types"tsv" source="2338044"
width="0" height="0"> </object>
«/saction> </body>

y></sp /page>?
s (with affillates and third-party
suppliers) to meet its load
obligations. This makes Met-Ed
sensitive to variations In provider-
of-last-resort (POLR) volumes. If
POLR volumes fluctuate more
than expected, the company’s
cash flows can be affeciad. Mat-
Ed's suppller affilate
{FirstEnergySupply) has !
threataned to temminate its power
contract with the company if
regulators do not authorize
adsquate pass-through of fuel-
related cost changes. With Met-
Ed's POLR obligation Intact
through the end of 2010, the
company would need to recontract !
supply at market rates (which are
fikaly to be higher than the current
price charged by

http:/www?2 .standardandpoors.com/servlet/Satellite?pagename=sp/sp_article/ArticleTemplate&c=sp_article&cid=1142629065865&b=. 372712006




Schedule WLG-1
- Fuel And Purchased Power Cost Recovery In The Wake Of Volatile Gas And Power Markets--U.S. Electric Utilities To Watch Page 21 of 29

FirstEnergySupply). As such,
contract termination by
FirstEnergySupply could weaken
MetEd's credit quality
considerably. </tabletext>
</tablarow> <tablerow>
<tabletext> Pennsyivarila Electric
Co. (First Energy Corp.) (Ansssh
Prabhu) <ftabletext> <tabledata
subtype="tableratingsdata™>
BBB/Stabie/— ('4') <tabledata>
<tabletext> 2010 <Aabletext>
b c

p P to
volume risk </tabletext>
<tabletext> Yes <ftabletext>
<tabletext> No <ablstext>
<tabletext> Considerable
<Habletext> <tabletexi> The
company uses flxed volume (block
powar) purchased-power
contracts {with affillates and third-
party suppllers) to meet its oad
obligations. This makes Penn-
Electric sansitive to variations in
POLR volumes. If POLR volumes
1l more than d, the
company’s cash flows can be
affected. The company's supplier
affikate (FirstEnergySupply) has
threatened to terminate its power
contract with Penn-Electric if
regulators do not authorize
adaquate pass-through of fuel-
related cost changes. With Penn-
Elec's POLR obligation intact
through the end of 2010, the
company woukl need to recontract
supply at market rates (which are
likely o be higher than the current
prica charged by
FirstEnargySupply). As such,
contract termination by
FirstEnergySupply could weaken
Penn-Electric’s cradit quality
considerably. <tabletext>
<ftablerow> <lablerow>
<tabletext> Baltimore Gas &
Electric Co. (Constellation Energy
Inc.) (Tobias Hsleh)

Caentral llinois has
POLR responsibility
through 2006. That
said, it has a toad-
following (fixed-
price) contract
expiring in 2006
with an affiliate to
meat this

' obligation. Certain
Ilinots legislators
have aftempted to
extend rate caps
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and the company's
POLR responsibliity
by another three
yaars, which would
have forcad the
company to procure
power at market
rates without
adequate or imely
racovery of
incremental costs.
However, thera ls
il uncertainty
about the gutcome
of the company's
pending delivery
sarvica rate hike
request. Parent

. Ameren has noted
Central tliinais Public Service Co. Possibie m:? r'a'li'."'{;" *
(Ameren Com.) (Barbara BBB+Watch Neg/~ (4) {2008 Yes No generation |0 ediate | reflect full and
Eiseman) rata cap timaty recovery of
extonsion power supply costs
couid, in the
extreme, lead to
Central Minois (and
its other llinocis
utilities) filing for
banknuptcy.
Political and
regulatory
circumstances that
could resultin a
bankruptoy filing
caused Standard &
Poor's to lower lts
rating of CIPS and
place it on
CreditWatch with
nagative
Implications on Oct.
3, 2005.

To meet its POLR
obligation, the
company has
entered into a load-
following contract
with atfiliate Exelon
Generation Co. The
contract is fixed at
regulated
generation capped
rates through 2006.
Exslon Generation
bears risks of fuel-
reiated cost
changes. if rate
caps areo extended
in lilinois—the risk
transters to Com-
Ed as the
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company's contract
with Exelon
Generation will
have expired.
Legislators in
Ikinois have
Indicated that they
may extand rate
caps and the
company's POLR
responsibility by
angther three
years. In October
2008, Standard &
Poor's iowsred
Com-Ed's (and
Exelon's) ratings to
‘BBB+’ from ‘A~
due to the
GCom th Edison Possible heightened
mMonwes san Co. . enaration adversarial
(Exaion Corp.) (John Kennedy) BBA+Watch Neg/A-2 (4') | 2008 Yes No ?m cap Intermediate | e idiory
extension environment in
Winols and the
potential for cash
fiow degradation at
the consolidated
entity (due to @
potential rate cap
extenslon at Com-
Ed). The company
and its parent and
affiliatas are
currently on
CreditWatch with
negative
implications
pending the
completion of a
merger with Public
Service Enterprise
Group Inc.

lliinois Power has
POLR responsibllity
through 2008, That
said, It has a load-
following (fixed-
price) contract
explring In 2006
with Dynegy Inc. to
' mest about 70% of
lts load
requirements.
Certain {illinais
legislators have
atlempted to
extend generation
rate caps and the
company's POLR
responsibllity by
another three
years, which would
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have forced lllinols
Power to procure
power at market
rates without
adequate or timety
recovery of
incremental costs.
Howevaer, there s
still unceriainty
about the outcome
of the campany's
pending delivery
service rate hike
request. Parent
Amaren has noted
that an inabllity to
adjust rates to
reflect fult and

INincis Power Co. (Ameren Cor.) | gpa.avatch N . ::'n::'ba:on timely recovery of
(Barbara Eiseman) B fatch Neg/- (4') | 2010 Yes No rate cap Intermediate | power :\uggly costs
extansion could,

extreme, lead to
lllinois Pawer (and
its other lllinois
utilities) filing for

reguiatory
clrcumstances that
could resultin a
bankruptey filing
causad Standard &
Poor's to lower its
rating of liinols
Power and place it
on CreditWatch
with negative
implications on Oct.
3, 2005.

On Mar 17, 2006,
Standard & Poor's
placed Pepco
Holdings inc (PH!)
and its wtllity
subsidlaries (Pepco
and DPL) on
CreditWatch with
negative
Implications. Tha
lsting reflected
concems that
regulatory actions
regarding the
phase-in of markel
ratas at Pepco and
DPL could
deteriorate the
company’s
consciidated
financlal profile. To
minimize the effect
on ratepayers of

t
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significantly higher
power costs after
post rate-cap
expiration in mid-
2006, PH! has
proposed a phase-
in of increased
power costs for
DPL's nd Pepco’s
standard offec
sorvice customers.
DPL’s proposal
would resuit In
g:!;n:xa%ﬁ: :OL?;;%% and Possible about $60 million
(PEPCO Haldings Inc.) (Gemit BBB+AVatch Neg/A-2 (3) | 2006 Yes No market rate | Intermediate | under-recoverad
Jepsen) phase-in power costs by
mid-2007 with
subsequent rale
recovery of this
accrued balance
over two-years. In
Maryland, PEPCO
and DPL eslimats
that under-
recoveries could
grow beyond $80
mitlion, which
would require shor-
term borrowing.

Duquesne Lightis
under a rate and
supply plan (POLR
1i1) that allows its
residential and
small commercial
customers (who do
not choose an
altemative supplier)
10 receive electric
supply through
2007 at fixed rates.
Duquesne Light
procures tha
energy and
capacity needed to
sorve these
customers under a
full-requirements
contract with
Duquesne Power —
(now a subsidiary
of Duquesne Light
Holdings).
Duquesne Power
covers Duquesne
ght's power
needs through

, various thid-party
contracts, including
block power
contracts, which
expose Power and

{
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ultimately
Duquesne Light
Holdings 1o volume
risk. Also, to the
extent that market
prices are higher
than the rates
Duquesne Light
pays Duquesne
Power, Duguesne
Power may be
forced to acquire
snergy and
capacity at a loss,
and therefore bears

exposure to
potential cash flow
Duquesns Light Co. (Duquesne volatiity Is

Light Holdings Inc.) (Gerrit BBB/MNegativer~ (4) | 2007 Yes No No Modest | Sonsidard
Jepsen) modast.
Duquesne Light
Holdings' exposure
is considered
“moderats” to
“considerable.”
Duquesne Light witl
need to seek
approval of a
revised plan to
serve POLR
customers after
2007. The spacifics
of sald plan could
affect our
asssssment of
exposure to
potential cash flow
volatility at both
Duquesns Light
and Duquesne
Light Holdings.

To meet its POLR
obligation, the
company has
entered into a load-
folowing contract
with affillate Exslon
Generation Co. The
contract is fixed st
P Koy B (Exelon CorP) | Begeateh Negia-2 (4) | 2010 Yes No No Modest | regulated
generation capped
rates through 2010.
Exalon Generation
bears risks of any
fuel-related cost
v changes. Bacause
the power contract
is long-dated and
there are no
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indications at this
time that the
affiliate will seek to
terminate tha
contract
prematurely,
PECO's exposure
to potantial cash
flow volatility Is
characterized as
"modest.” Exalon
Generation's and
parent Exelon's
exposune are
characterized as
"consklerable.”

Potomac Edison
has a load-
foliowing contraci
with affiliate,
Alilegheny Energy
Supply (AES). AES
provides power
under regulated
genaration capped
rates through 2008,
Capped raies are
below current
market prices and
AES is susceptible
to rising coal pricas.
That sald, AES has
hedged 70% ar
more of its coal
requirements
IfA\“rough 2008.
Potomac Edison Ca. - . egheny's coal
Energy 1.53 S('?obias r(i':lil:r?)h 7 | BB+/Positive/~ (3) 2008 Yes No No Modest ‘J'V’J‘:g'l'Z?n gee:\o:«y-
statistics and a
history of
unplanned outages,
which could
intensify the effect
of the cappad mtes
on AES's credit
profile. As such,
whila Potomac's
axposure to
potential cash flow
volatility is
characterized as
"modest,” AES's
and ultimately
Allagheny Energy
Inc.'s axposure is
characlerizad a8
"considerable” to

' high.* N

PPL-Energy Supply
has agreed to
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supply load-
following power at
a fixad price to PPL
Electric Utilifes.
Generation rates
are capped through
PPL Electric Utilities Corp. (PPL 3.2‘03 if generat'll:n

o are more than
Corp.) (Dimitri Nikas) i A-IStable/A-2 (3) 2009 Yes No No Modest s St
rates, nergy
Supply baars the
risk. PPLElectric
Utilities is ring-
fenced from PPL
Corp. and its
afllates.

West Penn has a
load-following
contract with
affiliate, Allegheny
Energy Supply
(AES). AES
provides power
under ragulated
gensration capped
ratas through 2010.
Capped rates are
below current
market pricas and
AES is susceptible
to rising coal prices.
That said, AES has
hadged 70% or
more of its coal
requirements

through 2008.
West Penn Powar Co. (Allegheny Aliegheny's coal

Energy Inc.) (Tobias Hsieh) BB+/Positive/~ ('3) 2010 Yes No Ne Modest gwhn:g:.“ bolo;—
statistics and 2
history of
unplanned outages,
which could
intensify the effect
of the capped rates
on AES's cradit
profile. As such,
while West Penn's
exposure to
potential cash flow
volatility Is
characterized as
"modest.” AES's
and ultimately
Allegheny Energy
Inc's exposure is
charactarized as
"considerable” to

. high.” -
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