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1

	

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS .

2

	

A.

	

William L. Gipson, 602 Joplin Street, Joplin, Missouri 64801 .

3

	

Q. WHOIS YOUR EMPLOYER ANDWHAT POSITION DO YOUHOLD?

4

	

A.

	

The Empire District Electric Company ("Empire" or "Company") is my employer. I hold the

5

	

position of President and Chief Executive Officer.

6

	

Q. ARE YOU THE SAME WILLIAM GIPSON THAT FILED DIRECT TESTIMONY

7

	

IN THIS RATE CASE BEFORE THE MISSOURI PUBLIC SERVICE

8

	

COMMISSION ("COMMISSION")?

9 A. Yes.

10

	

Q. MR. GIPSON, WHAT IS THE PURPOSE OF YOUR SUPPLEMENTAL DIRECT

11 TESTIMONY?

12

	

A. The purpose of my supplemental direct testimony is to respond to a portion of the

13

	

Commission's request for additional information with respect to the recovery of fuel and

14

	

purchased power costs in this rate case. In addition, I will introduce the other Empire

15

	

representatives that will be responding to the Commission's request. In connection with all

16

	

of this, I would like to emphasize that with respect to its fuel and purchased power costs,

17

	

Empire is simply asking for timely recovery of the total amount ofthese expenses .
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1

	

Q. PLEASE DECRIBE GENERALLY THE INFORMATION EMPIRE IS PROVIDING

2

	

IN RESPONSE TO THE COMMISSION'S ORDER OF JUNE 20, 2006.

3

	

A.

	

The Commission requested additional information on the following topics :

4

	

"

	

Weather data in the Empire service area and its use in determining the overall revenue

5

	

requirement in this rate case,

6

	

"

	

Athree year forecast of Empire's anticipated natural gas and purchased power usage,

7

	

a

	

An analysis of the costs associated with hedging 100 percent of its expected natural gas

8

	

usage for the next three years,

9

	

"

	

What hedging strategy would offer the most benefit to the Empire consumers over the

10

	

next three years, and

11

	

"

	

Other relevant information

12

	

Q. WHO IS RESPONDING TO THE COMMISSION ON BEHALF OF EMPIRE IN

13

	

EACH OF THESE AREAS?

14

	

A.

	

Theweather information will be provided by Jayna Long . The expected fuel and purchased

15

	

power information will be provided by Todd Tarter . Rick McCord will provide an analysis

16

	

of natural gas hedging strategy and a recommendation concerning a preferred hedging

17

	

strategy. Finally, Steve Fetter and I will provide responses to the Commission's request for

18

	

other relevant information.

19

	

Q. BY WAY OF BACKGROUND,WHYDOES EMPIRE NEED AMISSOURI RETAIL

20

	

RATE INCREASE AT THIS TIME?

21

	

A.

	

As has been stated in Empire's direct testimony, the major factors driving the request for a

22

	

Missouri rate adjustment at this time are increases in both fuel and purchased energy costs .
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1

	

This has been confirmed in the direct testimonies filed by certain other parties to this case ;

2

	

namely, the Staff of the Commission ("Staff'), the Office of the Public Counsel ("OPC")

3

	

and the industrial interveners, Explorer Pipeline Company and Praxair, Inc. As indicated by

4

	

Empire's direct testimony, the Company has been unable to recover its energy costs through

5

	

the combination of base rates and the Interim Energy Charge ("IEC") authorized by the

6

	

Commission in Empire's last rate case . This fact has also been confirmed in several of the

7

	

testimonies filed by certain other parties in this case . As a result of the under-recovery of its

8

	

energy costs, a fact that has contributed to a deterioration of the Company's return on equity,

9

	

Empire has requested in this case that the IEC be terminated and that other means to recover

10

	

its costs be implemented.

11

	

Q. HOW SHOULD THE COMMISSION ADDRESS FUEL COST RECOVERY IN

12

	

THIS CASE?

13

	

A.

	

As indicated, what Empire seeks is the timely recovery of its fuel and purchased power

14

	

costs. In this regard, the Commission is aware that in the Company's last rate case Empire

15

	

agreed ". . .for the duration of the IEC approved in this case . . . to forego any right . . . to

16

	

request the use of, or to use . . . a fuel adjustment clause." (emphasis added) . (Empire

17

	

believes that this means the Company cannot make a request to implement an FAC while the

18

	

IEC is in effect . That is to say, the thrust of the agreement from the Company's perspective

19

	

was to prevent the use of both an FAC as well as an IEC at the same time.

	

Empire

20

	

understands, however, that the Commission has interpreted the language of the agreement

21

	

differently. Empire will not reargue this point, but does want to make it clear for the record

22

	

that the Company believes its filing in this case, to first terminate the IEC and only then to

23

	

implement or use an FAC, was consistent with this agreement.) Based upon my
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1

	

understanding of the Commission's order of May 2, 2006, the Commission has determined

2

	

that because of the agreement in the last case, Empire may seek to eliminate the IEC, but the

3

	

Company may not request a fuel adjustment mechanism. As a consequence the Company's

4

	

options for energy cost recovery in this case may be limited to the traditional method of

5

	

recovery of energy costs through base rates, a method which Empire proposed in its filing . 1

6

	

do not take this to mean, however, that some other energy cost recovery method, agreed to

7

	

among the parties or directed by the Commission when it issues its final order in this case, is

8

	

necessarily prohibited . In this regard, given the volatile nature of the fuel andenergy markets

9

	

at this time, it would be prudent, in my judgment, for the parties and the Commission to

10

	

keep an open mind to other alternatives or interpretations of the agreement from the last case

11

	

to allow timely enema cost recoveryy in this case.

12 Q. WOULD YOU VIEW SOME SORT OF AN AMORTIZATION AS AN

13 ALTERNATIVE?

14

	

A.

	

No. The amortization vehicle which resulted from the Company's regulatory plan docket is

15

	

designed to maintain certain Standard & Poor's ("S&P") ratios during the construction of

16

	

Iatan 2. It was not designed as a replacement for the timely recovery of prudently incurred

17

	

fuel and purchased power expense or as a substitute for an adjustment to the Company's

18

	

authorized return on equity in the absence oftimely recovery of those costs.

19

	

Q. WHAT LEVEL OF FUEL AND PURCHASED POWER EXPENSE IS INCLUDED

20

	

IN EMPIRE'S CURRENT BASE RATES?

21

	

A. The amount of total fuel and purchased power expense in Empire's base rates is

22

	

$125,000,000 (total Company) as established in Case No. ER-2004-0570, the Company's
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1

	

last Missouri rate case . In addition, in that case, an IEC was established allowing the

2

	

Company to collect an additional $10,000,000 (total Company) subject to refund,

3

	

Q. WHAT IS THE LEVEL OF FUEL AND PURCHASED POWER EXPENSE THE

4

	

COMPANY INCLUDED IN ITS FILING IN THIS CASE?

5

	

A.

	

In the original filing made on February 1, 2006, Empire included total fuel and purchased

6

	

power expense of $162,888,204 on a total Company basis. At March 31, 2006, Empire's

7

	

actual total Company fuel andpurchased expense was approximately $162,000,000 .

8

	

Q. HOW DO THESE NUMBERS COMPARE TO THE COMPANY'S FORECAST?

9

	

A. In the information presented in the Supplemental Direct Testimony of Todd Tarter in

10

	

response to the Commission's order, it is shown that Empire's forecast of future energy

11

	

costs range from $168,991,695 to $184,171,272, a difference of over $15 million.

	

As

12

	

indicated in the testimony, there are many factors, such as plant outages, weather and load

13

	

growth in addition to the price of natural gas which can have a significant influence on

14

	

future energy costs.

15

	

Q. WHAT WILL HAPPEN TO THE RATES CHARGED TO EMPIRE'S MISSOURI

16

	

ELECTRIC CUSTOMERS IF THE COMPANY'S ENERGY COSTS DECREASE

17

	

FROM THE HIGH LEVELS THAT ARE DRIVING THIS RATE CASE?

18

	

A.

	

As I understand it, under the "fixed" or "point in time" method of energy cost recovery the

19

	

base rates charged to the Missouri customers would not decline if energy costs decline.

20

	

Conversely, rates would not increase if energy costs increase. Under the first scenario the

21

	

Company would over-recover its energy costs and under the second scenario would under-

22 recover.
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WHAT IS YOUR UNDERSTANDING AS TO HOW RATING AGENCIES VIEW

SITUATIONS IN WHICH AUTILITY UNDER-RECOVERS ITS ENERGY COSTS?

I would encourage the Commission to read Schedule WLG-1, a S&P report published March

22, 2006 titled "Fuel and Purchased Power Cost Recovery in the Wake of Volatile Gas and

Power Markets - U.S . Electric Utilities to Watch," specifically pages 3 and 5. Clearly, S&P

believes that the total recovery of fuel and purchased power costs are imperative. I would

encourage the Commission to also read Schedule WLG-2, a companion S&P report

published March 23, 2006 titled "Downgrade Potential Across Credit Grade and Sectors,"

specifically page 11 . In hindsight, this was the shot across the Company's bow as S&P

downgraded Empire on May 17, 2006 (see Schedule WLG-3 "Research Update : Empire

Electric Downgraded to 'BBB-"on Expected Tight Financials") citing "To strengthen

Empire's cash flow during its planned capital spending for generation and environmental

compliance, [Iatan 2, latan 1 and Asbury environmental - contemplated by the regulatory

plan -in Case No. EO-2005-0263, as well as Plum Point] constructive rate relief will be

essential and should include recovery of fuel and purchased power on a timely basis."

Similar language appears in reports from Fitch and Moody's rating services as well as the

sell-side equity analysts that cover Empire . I frankly do not know how it could be much

clearer: debt and equity analysts believe the total recovery of fuel and purchased power

expense on a timely basis is critical to maintain ratings that, in turn, provide for the lowest

costs for capital, the very capital required to build base-load generation to serve our

customers.



1

	

0. WHAT OTHER INFORMATION WOULD YOU LIKE THE COMMISSION TO

2 CONSIDER?

3

	

A.

	

I would like the Commission to read certain sections of its Staff s report in Case No. GW-

4

	

2006-0110, which I have attached to my testimony as ScheduleWLG-4, and consider the

5

	

relevance in the instant situation - a regulated utility seeking to timely recover its prudently

6

	

incurred costs necessary to deliver reliable service to its customers .

7

	

On page 24 of the report it is said "gas-fired generation plays an important and necessary

8

	

role in peaking and intermediate generation . Coal-fired generation, for example, is not an

9

	

appropriate or efficient method to meet peak demand for electricity which occurs in the

10

	

summer months . The concerns expressed above should not be interpreted as a blanket

11

	

condemnation of gas-fired generation ."

12

	

Specifically, on page 28 of the report it is said "Without some mechanism to address this

13

	

fuel volatility, like the current PGA process, LDCs would be subject to significant swings in

14

	

over- and under-collections of actual natural gas cost compared to an embedded natural gas

15

	

rate. This situation could result in frequent earnings complaints and emergency rate relief

16

	

cases and could result in significant credit risk to the LDCs.

	

If this situation were not

17

	

addressed, it could result in pre-payment requirements from natural gas suppliers and other

18

	

types of credit-related payments that could ultimately impact the delivered price and

19

	

availability ofnatural gas to LDCs and their customers."

20

	

And finally, on page 36 it is said "these task forces are attempting to ameliorate

21

	

circumstances for end-use customers that result from market prices that are, to a large

22

	

degree, beyond the control of any parties to this proceeding."

WILLIAM L. GIPSON
SUPPLEMENTAL DIRECT TESTIMONY



I

	

Q. DO YOUHAVE ANY FINAL COMMENTS?

2

	

A. Yes.

	

In summary, Empire seeks the timely recovery of its energy costs.

	

If this does not

3

	

happen as a result of this case, this may adversely impact the Company's credit ratings and

4

	

increase its cost of capital.

5

	

Q. DOES THIS CONCLUDE YOUR SUPPLEMENTAL DIRECT TESTIMONY?

6

	

A.

	

Yes, it does .

WILLIAM L. GIPSON
SUPPLEMENTAL DIRECT TESTIMONY
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Fuel And Purchased Power Cost Recovery In The Wake OfVolatile Gas
And Power Markets-U:S . Electric Utilities To Watch
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The overwhelming majority of an electric utlilys operating expenses is concentrated in two categories-fuel and
Whirl, cpmpnie, were

	

purchased power . To the extent that changes In the price of these items are not reflected In rates-either because aind .ded In Th. suw.y,

	

companes rates are frozen or i1 lacks access to a timely fuel and purchased-power adjustment mechanism-a utility can
Ass. . .ins AW,tuey

	

be exposed to greater cash flow volatility. The Nghly volatile natural gas and wholesale power markets of the past year
Intagrafad Uhlfiys Exposure ,have piqued investor interest in this regard. Ultimately, the question Is : Which companies are most al risk of potential
To Potential Cash Flow

	

cash flow volatility,
vuiatalty

In this report, Standard & Poors Ratings Services assesses the varying degrees of exposure for companies opereWg
under rate freezes and companies with access to no orweak fuel and purchase&power adjustment mechanisms. Fuel
and Purchased-power adjustment mechanisms allow utgibes to periodically pass along to customers changes in fuel and
purchased power costs without having to file a formal rate case .

Which Cempenlaa M
PotentiallyMonAt Risk?, . Table 1 (In the appendix al the and of this report) presents our findings far vertically Integrated companies . Table 2
Ma<ndw

	

focuses an electric distributors subject to generation rate caps . Each table lists companies in order of 'exposure" to
potential cash Row volatility, with five possible qualitative deslgnaflons : high, considerable, intermediate, modest, and low .
Companies in each "exposure' category are listed In alphabetical order and are not ranked .

Which Companies Were Included In The Survey?
Standard & Poors limited ifs survey to companies in at least one of the following categories:

. Vertically Integrated electric utilities operating under a rate freeze,
Vertically Integrated electric utilities without access to a fuel and purchased-power adjustment mechanism or those
who have a weak adjustment mechanism,

. Vertically integrated electric utilities that have only recently obtained arias to an adjustment mechanism, but have
typically had a contentious relationship wait regulators, and

. Electric distributors with provider-cf-ast-resort (POLR) obligations that are also subject to generation rate caps .

Examples ofweak adjustment mechanisms include those that are triggered only after a mmpanes Incremental costsreach very high thresholds or those that, once triggered, torcis a company to accumulate-significent deferrals before
Implementing a surcharge that results in real cash . Weak adjustment mechanisms may also cap accumulated deferrals or
surcharges between rate cases .

httu ;llvvww2 .standardmdpoom.mmlservletISatellite?pagename=splsp articlelATticlcTcmplatc&cep-article&cid°1142629065865&lr . . . 3272006
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Assessing A Vertically Integrated Utility's Exposure To Potential Cash Flow Volatility
To identify those vertically integrated utilifies in our survey that are especially vulnerable to potential cash flow volatility,
we analyzed each company'soperating risk profile . Operating risk is characterized as high, Intermediate, or low (see
chart).

AssessingAVertically Integrated Camp" Exposure
To PotentialCash Flow Volstilky

I
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Schedule VVLG-1

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

Page 2 of 29

rliiirlzal

Operating risk was considered high ifa 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 .

" Whether the company's supply portfolio is primarily pas-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),
" Whether a company is short capacity and thus potentially dependent on the short-term power markets (especially if

the company has supply contractsthat are either rolling offor short-term In nature), and
" Whether a company is located in a region where natural gas-and oil-fired generation typically setthe regional

wholesale electricity price.

As an example, Arizona Public Servlw Co . (APS) was considered to have "high" operating risk because It relies heavily
on gas-flmd generation, is short capacity, has some unit concentration with respectto the Pa la Verde nuclear plant, and
Is located In a region where natural gas- and oil-fired generation is typically on the margin .

htto://www2.stendudandpoors .com/servleVSatellitc?pagename=sp/sp-article/ArticleTemplate&c=sp_article&cid=1142629065865&b= . .~. 327/2006
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By analyzing the cross-section between "access to recovery" and "operating risk" Standard & Poors assigned qualitative
"exposure" designation to each of live vertically integrated companies, based on a five~tegoty scale of high,
congfderable, moderate, modest, and low.

Assessing An Electric Distributor's Exposure To Potential Cash Flow Volatility
The analysis forthe electric distributors In our survey (all ofwhich currently have POUR 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 & Poors fam$ad on the structure of
a company's power supply contacts. In otherwords, we focused on the kinds of risks currentcontracts tried to guard
against and how likely the company's contract profile wasto 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 rightto lamination priorto rate cap expiration, and
" Whethera company's regulators we considering generation rate cap extensions .

Distributors with long-term, bad-following power-supply contracts can be fairly well insulated from commodity and volume
risk Companies with supply contracts that provide for only block power aresubjecttovolume risk and are incrementally
more exposed to cash flow volatility. If counterpardes reserve the right to early termnation-as FIrstEnergy Solutions
Corp. does regarding its supply arrangements with Mebopottan Edlson Co. and Pennsylvania Electric Co .-the potential
for commodity risk (and ensuing cosh flow volatility) can be high . Likewise, In states that are considering istecap
extensions, the potential for commodity risk at the electric distributor level Is also high . In these states, distributors may
have oreeontract their supply artergements at market rates (once their current contracts expire) while collecting capped
(and potentially below-rnarket) generation rates from customers. For this reason, when the Illinois govemor and other
legislators look several unfavorable actions to prevent Illinois utilities from raising electric rates in 2007, Standard &
Poors placed Central Illinois Public Service Co. (BBB+/-) and Illinois Power Co. (BBB+/-) on CreditWatrh with negative
implicatons, and lowered Its Issuer credit rating on Commonwealth Edlson Co . to 'BBB+' fmm'A-".

Which Companies Are Potentially Most At Risk?

Among the vertically integrated electric uhlitles, oursurvey identified the following utlffies 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 PowerCo.

Ofthese six, three operate under rate freezes, and all but APB lack access to an ad)ustrnanl mechanism. APB has a
weak adjustment mechanism. The operating risk profile for these companies ranges from "high" ointermediate." "High"
operating risk was correlated with material exposure to the natural gas and wholesale power markets, either because the

him:l/www2.staodardandpoors.coca/serelet/Satcllitc?pagenamc=Wsp article/ArticleTemplatc&c-sp *cle&cid=1142629065&65&b=. . . 3/27/2006
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company has a relatively large gas-fired generation fleet, material unit concentration, a short mpacky, 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 util(bes . All but Virginia Electric have business
profile scores greater than'S' . (Utility business profiles are categorized from 'f (excellent) to'10' (vulnerable)) . While
other factors (Including the performance of parent and affiliate companies) may dominate Standard & Poore assessment
of credit quality for these six companies, both APS and Public Service New Mex1m 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. Seetable 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 tenninate Its contracts with the POLR distributors at any time with 60 days
notice . Six distributors were characterized as having an "Intentrediatis'exposure to potential cash flow volatility, Them
distributors are in stales (I .e., Illinois, Maryland, and Delaware) where there is or has been political pressure to extend
generation rate caps, retain POLR obligations, and force distributors to reconnect supply al (potentially higher) market
rates . The remaining six distributors In our survey were characterized as having only a "modest exposure to potential
cash flow volatility, All six distributors use affiliate supply contracts to meet their POLR obligations . While the distributors
In this instance are fairly protected against mnsnodity and volume dsK the late caps expose their affiliate suppliers to
considerable risk . (See comments for Potomac Edison Co. and West Penn PowerCo. i n 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 &
Poors typically uses its consolidated ratings methodology when assessing the distributors credit quality .

hdlx
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Reprinted from RadngsDirect

This month, we note the following key takeaways:

Print

CLOSE 13

The number of entities at risk of potential downgrades jumped to a high of 659 in
mid-March, compared with 636 in mid-February. This count represents the highest
since the commencement of this report last September.

. Almost 66% of those at risk of downgrades were located either in the U .S . or
Europe .

. Telecommunications and automotive sectors appeared the most vulnerable to
deterioration in credit quality, in terms of the count of issuers listed with a negative
bias relative to the total rated universe .
Many of the entities at risk of potential downgrades were in the consumer
discretionary domain (telecommunications, automotive, retail/restaurants and health
care), where pressures have been building (owing to greater consumer
indebtedness, growing uncertainty about the housing outlook, and high energy
prices) and momentum is expected to decelerate.

. Among industrial issuers listed with a negative bias, homebuilders/real estate
companies appeared least vulnerable, with only 2% of total issuers listed with a
negative bias as of Mar. 22, 2006 .
The greatest potential for downgrades was seen in the 'B+' rating designation, which
constituted 19e1e of total potential downgrades globally .

Timely and ongoing surveillance of issuers at risk of downgrades can provide value to
investors in their sectoral credit-allocation process as well as in hedging against potential
capital losses arising from a rating downgrade. Indeed, in many of these sectors at risk of
potential downgrades, the proportion of issuers listed with a negative bias (i.e . negative
outlook or ratings on CreditWatch with negative implications) are currently at more
elevated levels than have historically been recorded, highlighting the risks to credit quality .
The fact that borrowing costs have not budged meaningfully from favorable lows,
notwithstanding the turnaround in short-term benchmark rates, undoubtedly remains a
favorable factor for many issuers,

http://www2.standardandpoors.corn/servIct/Satellite?pagename=splsp articlelArticIcTernplate&c= . . . 3/27/2006
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Chart 1

Subsector Distribution Of Potential Downgrades As A
Share Of Total Rated
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Data as of March 22,2008. source: fridard &Pool Global Fired Wore pasesrrh .

Entities with either a negative outlook or with ratings on CreditWatch with negative
implications are a good leading indicator of actual downgrades . A long-term study
published by Standard & Pool's Global Fixed Income Research corroborates this
unequivocally. CreditWatch status and outlooks are strong predictors of ratings behavior,
both in the aggregate as well as when broken out by rating category, region, or sector. For
all ratings on CreditWatch with negative implications, 64% are downgraded . Negative
rating outlooks result in company downgrades 35% of the time .

As of Mar. 22, 2006, of the 659 entities listed with either a negative outlook or with ratings
on CreditWatch with negative implications across all rating designations from 'AAA' to 'B-',
68% of the issuers were based in the U.S . The highest potential far downgrades was seen
in the'B+' rating designation, which constituted 19% of total potential downgrades globally .
By comparison, 332 entities were poised to benefit from potential upgrades across the
rating designations 'AA+' to 'B-.

Of the 659 entities at risk of potential downgrade, five were rated 'AAA'. All 'AAA' rated
issuers were based in Europe, and three of these entities were in the financial sector. The
negative outlooks on two Austrian banks (HYPO TIROL BANK AG and
Oberoesterreichische Landesbank AG) reflect expectations that existing state guarantees
will be phased out over a transition period and that in the absence of explicit state
guarantees, future counterparty credit ratings are expected to be lower. The negative
outlook on France-based IRIS Corporate & Investment Bank reflects the end of CDC's
guarantee on new debt Issues and financial transactions from Jan. 23, 2007 . At that time,
the long-term counterparty credit rating on IXIS GIB will be lowered to the level ofthat of its
new parent, CNCE . Among nonfinancials, onewas a Switzerland-based consumer
products company (Nestlib S.A .), and the other a Germany-based transportation entity
(DFS Deutsche Flugsicherung GmbH). For a full list of entities listed with a negative bias,
see Table 2.

http ://www2 .standardandpoors.com/servIct/Satellite?pagenarne=splsp articlelArticIeTemplate&c= . . . 3/27/2006
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Dote aof March 22, 2006. Source : Standard dPooh 0"al Fond Income Research.

Globally, the top sectors most vulnerable to downgrades were telecommunications,
automotive, retailtrestaurants, health care, consumer products, and media and
entertainment. In each case, the percentage of entities listed with a negative bias in
proportion to the total number of ratings in the sector was higher than 28% or higher (see
Chart 1) . It Is also noteworthy that In most of these sectors, the current negative bias
exceeds the long-term average. Chart 2 displays a breakout of both the most recent
distribution of negative bias (defined as the number of entities listed with either a negative
outlook or a CreditWatch with negative implications on March 22, 2006 relative to the total
rated population in each sector) as well as the long-term average of negative bias
beginning in 1990 and ending in the fourth quarter of 2005 . The dotted diagonal running
across the chart indicates that the current negative bias exactly matches the long-term
average negative bias . Sectors located to the left of the diagonal indicate higher-than-
average risk of potential downgrade, whereas sectors to the right of the diagonal indicate
lower-than-average risk.

Of the issuers listed at risk of potential downgrade within telecommunications, the majority
(63%) are located in the U .S . Most ofthe entities listed with negative bias are in the
integrated telecommunication services and wireless telecommunication services
subcategories. Just over hail (52%) of the telecommunications entities at risk of downgrade
were rated speculative grade. The high level of merger and acquisition activity continues to
be a major factor reshaping the telecommunications sector . Within wireless, the near-term
threat is continuing wireless substitution, while an increasingly real threat over the next few
years will come from aitemative voice over internal protocol (VoIP) providers.

Within the automotive sector, 82% of entities that are at risk are located in the U.S . More
than half of the entities on the list belonged to the auto parts and equipment subcategory,
The outlook for auto supplier credit quality is cloudy at best, since the North American auto
suppliers' fortunes are tied In large part to those of automakers General Motors Corp .,
whose production levels are flat, and Ford Motor Co ., whose production levels are

http://www2.standardandpoors.com/servlet/Satellite?pagenarne=splsp articlelArticleTemplate&c= . . . 3/27/2006
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declining. The sector has also been affected by high gasoline prices (which depresses
consumer demand), and high raw material costs (little of which is recovered from the
domestic automakers) . Auto supplier earnings were also hurt by a spike in fuel and energy
costs following Hurricanes Katrina and Rita, which caused a rapid escalation of already
high rubber and plastic resin costs. Some vendors serving the sector have become
increasingly concerned about the credit quality of auto suppliers, especially after the Oct. 8,
2005, bankruptcy filing of Delphi Corp . and, in some cases, have imposed tighter credit
terms.

Within retaillrestaurants, the majority (78%) was located in the U.S . and fell into the
specialty stores, food and drug retail, and restaurant subcategories. The sector was
plagued by cautious consumer spending and eroding profit margins because of rising costs
from commodities, energy, and insurance. The food wholesale Industry is under pressure
from soft sales and profits in the supermarket sector caused by the incursion of
nontraditional food retailers and cautious consumer spending . In addition, ongoing
consolidation in the supermarket industry creates larger self-distributing chains, causing
wholesale attrition in the low single digits . These factors can erode operators' distribution
volume and profitability as well as their retail operations . Margins in the restaurant segment
are likely to remain under pressure because utility prices are expected to stay high and
sales trends will likely soften .

Within health care, vulnerability appeared in the U.S ., particularly in the health care
facilities, services and pharmaceuticals subcategories. The relative prominence of negative
outlooks that currently exist among health service providers generally reflects previous
financial sponsor decisions to tap relatively inexpensive and available capital to effect
sizable payouts to owners . In a period of rising interest rates, these highly leveraged and
low-rated issuers will be subject to increased carrying costs for their floating-rate
borrowings, causing credit rating pressure. In the pharmaceutical segment, the
preponderance of negative outlooks largely represents longer-term credit concerns, rather
than prospects for downgrades in 2006 .

Among consumer products, potential downgrades were concentrated mainly in the U.S .
(89%). Within the U.S ., weakness was concentrated in the food, beverage, and tobacco
subgroup, as well as consumer durables and apparel. Nearly three quarters of the U.S .
names at risk of potential downgrade within this sector was in the speculative-grade
category . Sustained higher raw material and other costs are expected to largely offset
moderately positive volume trends and any benefits of restructuring initiafives undertaken
over the past several years In addition to selected pricing activity . Intense competition
among consumer products companies and the shifting ofthe balance of power toward the
retailer will continue to limit upside potential for issuers. The soft goodsand apparel sector
continues to face significant pressures, as has been the case over the past several years.
The demanding retail environment has led to more promotional activity and contributed to
slowing sales growth at some of the major textile and apparel companies. Domestic
manufacturers continue to be hurt by pricing pressures arising from higher raw material
costs, the influx of low-cost foreign imports, anda more demanding, value-conscious
consumer.

The negative bias in media and entertainment was also concentrated in the U.S ., which
accounted for 78% of all entities at risk of potential downgrade. The outlook for the U.S .
media and entertainment Industry is less optimistic than previously, with traditional
advertising representing an area of slowing momentum and potential negative surprises
that could neutralize the expected boost from local elections and Winter Olympics.
Publishing and printing subcategory wasamong the more vulnerable subcategories, the
former owing to anemic ad spending and the latter sector continuing to confront
challenging credit quality because of overcapacity, high levels of competition, and
consolidation . In non-advertising-related sectors, movie exhibitors are hoping for a year of
stronger releases after2005 finished lower, and for the Hollywood studios, DVD sales
growth may be slowing, with the huge-volume titles in release raising inventory risk. The
music industry is still under siege from piracy, and industry legal efforts have not turned the
tide of shrinking CD sales.

At the opposite end, homebuilderslreal estate, sovereigns, and banks appeared least
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vulnerable to downgrades, with only 3%, 2%, and 5%, respectively, of total Issuers listed
with a negative bias . Sectors such as diversified and finance companies were omitted
because of small sample size .

In terns of absolute count of potential bond downgrades, the consumer products and
media and entertainment sector led the potential downgrade list with 73 issuers each (see
Chart 3) .

The'B+' rating designation showed the most potential for rating downgrades, constituting
19% of the total global pool of potential downgrades (see Chart 4) . By rating category, the
preponderance of potential downgrades also appeared in the'B' rating category-including
the'B+','B', and 'B-'rating designations--which constituted 38% of the total pool of
potential downgrades . Of the 659 issuers on the current list, 43% are investment grade
(BBB-'or above), and the remaining 57%are speculative grade ('BB+' or below) . The
concentration in the speculative-grade segment is not surprising because speculative-
grade ratings are generally associated with greater volatility .

Subsettor Distribution OfPotential Downgrades By
Count

Aeroapaee a

Choadmla, packaf, aid
Ce

COrrW

Fhana
Foraat products end Wlddin

Homabuldewfeel
H

lat
dledlaand

Olandtum
keggefaYr

s

swjhp
eleooT

Tre

Chart 3

Schedule WLG-2

0 10 20 30 40 50 60 70 80
(Number of Issuers)

Date asof March 22, 2008. source . Standard dPoofa Global Fared hoono Research.

http://www2.standardandpoors.com/servlet/Satellite?pagename=sp/s p article/ArfcleTemplate&c=. . . 3/27/2006

nd
AUW~

Beak
Brokerage

.-
i

0
ptY,aw

goof
'

D
r

N
pr
d
da
srfkd

il" '',..

Insurnma
pill Was onM;W1311VAINt ananneusyp

andloans
soversw

ation



Schedule WLG-2
Downgrade Potential Across Credit Grades And Sectors

	

Page 6 of22

Chad 4

Rating Distribution Of Potential Downgrades

AAA AA+ AA AA. A+

	

A

	

A- 888+ BBB BBB- 88+ 8B

	

BB-

	

B+

	

8

	

B-

(Rating)

Drat no of March 22, 2008 . Source: Standard 4 Poora Global Filled Income, Resaach.

Geographically, the U.S. constitutes the largest number of entities listed for potential
downgrade, with 443, but that concentration in pad reflects the larger rated population in
the U.S . (see Table 1) . European and U.S . entities together made up 86a/e of the potential
bond downgrades.
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Table 1 Negative CreditWatch And Outlook Distribution By Region

-Number of lasuers-

Reglon CreditWatch Negative Outlook Negative Total

Asia/Pad1c 11 25 36

Canada 12 31 43

Eastern Eumpefddle EestlAhtca 2 6 8

Europe 38 83 121

Latin America 6 6

U.S . 110 335 445

GraMlolal 173 486 658

IYala as or March 22.2005. Source : Standard a Peers Global ModIncome Research .

Table 2lsamrs With Negative Outlook Or Ratings On CreditWatch Negative ('AAA'through 'C' Rating
Categories)

Rating Issuer Sector Country

AAAfgathe
IXIS Corporate E Invesiment Bank (Cause
final ties Galsses d'Epargne et de
Prevoyance)

Bank France

AAAlNegative DFS Deutsche Flugslchorung GmbH Transportation Germany

AAAINegafve Nestle SA Consumer products Swltzedand

AAAINegalive HYPO TIROL BANK AG (Tyrol (Slate of)) Bank Austria

ObemesterrelUllsrhe LandesbankAG (Upper
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AWNegative Austria(Slate of)) Bank Austria

AA+/Negative NiederoesterrelWsrheLandesbank
Hypothekenbank AG (Lower Austria (Stale of)) Bank Austria

AA/Ideg JeRersonPilotCorp . (JeflersonPilot Financial
Group) insuranm U.S .

AA/Neg Swiss Reinsurance Co. Insurance Switzerland

AAMegative AeroportsdoPads Transportation France

AAMegative American Inlemational Group Inc. Insurance U.S.
AA/Negative Banco Popular Espanol, S.A. Bank Spain

AA/Negative Fuji Photo Film Co . Ltd . Capital goods Japan
AA/Negabve NlcorInc. Utility U.S .

AA-/Nag Abertia Infraestructuras SA . Transportation Spain

AA-)Neg EONAG Uldliy Germany

AA-/Nag Gm de France SA.' Utility France

MaNeg HDI Hallpaichiverband der Deutsrhen Industila
VaG Insurance Germany

AA-/Negative American United Life Insurance Co. Insurance U.S.

AA-/Negative BASF AG Chemicals, packaging, and
env. svrs . Germany

AA4Negative Dexia Cmdlop SPA (Dada SA) Bank Italy

AAJNegative FJechiciledoFrance Utility France

AA-/Negative IntematonsiLease Finance Corp . Transportation U.S.

AA4Negative LandsvkNun wilty Iceland

AA4Negstive Merck 8 Co. Inc . Health care U.S.

AA-!Negative OOKO Bank (OKO Oauuspankklen Keskuspankki
Bank Finland

AA4Negative Proper 8 Gamble Co. Consumer products U.S.

AA-(Negative Prudential PLC Insurance U.K

AA4NegaUw Republic of Italy Sovereign Italy

AA4Negative Singapore Past Ltd. Consumer products Singapore

AA4Negativs TrimspowerNewZealand
Ltd

. Utility NewZealand

AA-(Negative WGLHoldlngsInc. Utaiy U.S .

AyNeg CargiO Inc, Consumer products U.S .

A+/Nag First Data Corp. High technology U.S .

A+Meg Gas Natural SDG, S.A . Utility Spain

A+/Nag Iberdrola SA. Utiaty Spain

A+INeg Shenvln-Wllaems Co.' Chemicals. Packaging. and
env.svra.

U.S.

A+INeg Vodafone KK (Vodafone Group PLC )' Telecommunications Japan

A+/Negative Allstate Corp. Insurance U.S .

A"INegative American Express Company Finance company U.S.

A+/Negative ASM Brescia SPA- Utaty Italy

A+/Negative BRISAAuto-EstradasdoPortugal SA . Transportation Portugal

A+(Negative Bristol-Myers Squibb Co. Health care U.S .

A"Megative Canadian Imperial Bank of Commerce Bank Canada

A+Megatlve Aces SPA (City of Rome) Utility Italy

A+/Negative ATAC SPA (City of Ronro) Transportation Italy

A+/Negative Enel SpA' Utility Italy

A+/Negatwe EnergteAGObaroestenekh' Utility Austria

A+Megallve Es sent N.V . Utility Netherlands

A+Mogallve Hera SPA Utility Italy

OR and gas exploration and
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A+)Negaltve Motive Enterprises LUC production U.S .
A+Megat)ve N.V. NUON Utility Netherlands

A+/Negative Nationwide Mutual Insurance Co. (Nationwide
Mutual Insurance Intermmpany Pool) Insurance U.S .

A+/Negative RINE AG Utility Germany
A+/Negative Security Mutual Life Insurance Co . of NY Insurance U.S.

A+/Negative TorcJlmark Corp. Insurance U.S.
A+1Negahve UniCredito Ital'Iano SPA Bank Italy
ANeg Apart Inay Telecommunications Canada
AMeg Alergan Inn Health care U.S.
A/Neg AT&T Inc. Telecommunications U.S.
A/Nag BAAPLC Transportation U.K

ANeg . BellSouth Corp . Telecommunications U.S . -

A/Neg BOC Group PLC (the) Chemicals, packaging, and
env.svcs. U.K.

ANeg Boston Scientific Corp, Health care U.S .

A/Neg Cirgular V*eless LLC Telecommunications U.S .

ANeg Colonial Gas Co . (Eastern Enterprises)' Utility U.S .

ANeg Boston Gas Co, (Eastern Enterprises)' Ulllky U.S .

ANe'd Endesa SA. Witt Spain

AN" FPL Group Inc. Utility U.S .

AMeg KeySpan Corp .- utility U.S .

ANag Copenhagen Airports AS (Macquana Airports
(MAP)) Transportation Denmark

ANW National Grid PLC ulilay U.K.

AMegative Awn Products Inc. Consumer products U.S .

ANegattve Boyerische Hype- endVerelnsbankAG Bank Germany

AfNegative Television Franralse 1 SA. (Bouygue SA) Media and entertainment France

ANegailve Britannia Building Society Bank U.K.

ANegative Campbell Soup Co . Consumer products U.S.

A)Negative Cincinnati Financial Corp. Insurance U.S.

A)Negative Corporation National dal Cobra de (:Idle Metals, mining, and steel Chile

AINegative DeutschePostAD Transportation Germany

ANegative Dublin Airport Authority PLC Transportation Ireland

AAlegalive ENEGO Holding N.V . Uuny Netherlands

A/Negatlve Caribbean Utilities Co . Ltd. (Fonts Inc.) Utility Cayman
Islands

A/Negafive Hillenbrand Industries Inc . Health care U.S .

A)Negative Loews Corp . Consumer products U.S .

AMegative MMWS tne. insurance U.S .

AlNegative New York Tines Co. (The) Media and entertainment U.S .

ANegative Norsk Hydro ASA Int Oil and pas Norway

AMegalvle

AfRegagve

AIN"ative

AfNegatlve

ANegatlve

PJNegaiiva

AIN"10"A)NegativeFF
Oriental Land Co. Ltd.

Radian Group Inc.

Reee FemovlaoNational REFER, E.P .

Takba Corp . Lid.

Vedzon Communications Inc.

Mae International Service Assn.

WPSResourcesCOry.

Vryegl

Media andand

ent

entertainment

Insurance

Transportation

Telecommunicaliona

Telecommunications

Brokerage

uts)y

Health care

Japan

U.S .

Portugal
AUahaaa

U.S.

U.S .

U.S .

U.S .

AJNeg ALLTELGeorgia communications Corp . Telecommunications U.S .



Schedule WLG-2
Downgrade Potential Across Credit Grades And Sectors

	

Page 9 of22

http :l/www2.standardandpoors.cons/servletISatellite?pagename=sptsp,article/ArticleTemplate&c= . . . 3/27/2006

(ALUTEL Corp .)

A-fNeg Nltel Communications Holdings of the Midwest
Inc. (ALLTEL Corp.) Telecommunications U.S .

A4Neg Clbs Specialty Chemicals Holding Inc. Chemicals, packaging, and
env. svcs. Slvltzedand

A-/Nag Cofiroute Transportation France
A-/Nag CVS Corp. Retall/restaurants U.S .

A-Neg Equitable Resources Inc.' Utility U.S .
A-/Neg Guidant Corp . Health are U.S .

A-Nag MasterCard Inlemallonal Brokerage U.S .
A4Neg Telephone & Data Systems Ink Telecommunications U.S .
A-Map Toyota TsushoCorporation Diversifled Japan
A-/Negatlve AGL Resources Inc. Utility U.S .

A-Negallve Alas Ink, Metals, mining, and steel U.S . '

A-/Negative Medioaedito del Friuli-Venezia Giulia SpA
(Autonomous Region of Friuli-Venez1a Giulia) Bank Italy

A-/Negative Avery DennisonCarp . Chemicals, packaging, and
env. auks.

U.S .

A-Negative Bang Popolare tit Vice= $CPA Bank Italy

A-/Negative BCE Inc. Telecommunications Canada

A4Nagagve BT Group PLC Telecommunications U.K .

A4Negaffw Charmg Kong (Holdings) Ltd. Home/Real Hong Kong

h(Negative CNWcluact trdatnetonal Airport Lm . Transportation New Zealand

A-INagative Clor"co, Consunterproducts U.S .

A./Negative EnCana Carp OR and gas exploration and
Production

Canada

A4Negslive Ethan Allen Interiors Inc . Consumer products U.S .

A-AdegatNe George Waston Lud. Retalgrestaurants Canada

A-Negative Health Management Associates Inc. Health are U.S .

AJNegative HtacAl Software Engineering Co ., Ltd. High technology Japan

A-INegarrve C111Power Trust (The) (Hongkong Electric
Holdings Ltd.)' Utility Australia

A-INegaSve Meip Yasuda Life Insurance Company insurance Japan

A-/Negative Murphy Oil Corp. Int Oil and gas U.S .

A-/hlegative NobleCorporation Oil and gas e.Vloration and
Production

U.S .

A-1Negagve Peoples Energy Corp. Utiity U.S .

A-/Negatlve Republic of Hungary Sovereign Hungary

A4Negagve RWEnpowerPLC UWlty U.K .

AJAlegative Schering-Plough Corp. Health are U.S .

A4Negatlve Scence Applications ktternfltlenal Corp . High techndogy U.S .

A-Nagative Skandle Insurance Co . Ltd. Insurance Sweden

A-/Negative SuzukiMotorCorp .- Automotive Japan

A-Negative Svenska Cellulose Aldlebolaget SCA Forest products and building
materials Sweden

A4Negalive TelenorASA Telecommunications Norway

A-Negatrve TNTN.V .1 Transportation Netherlands

A4Negatwe TransCanadaPIpel-InesLtd- Utility Canada

A-Negative UNIBAILHOLDING Home/Real France

A-Negative Volkswagen AD Automotive Germany

A-NNegative Woolworths Ltd. Retalgreslaursnls Australia

BBB-INK Albedo-Culver Co . Retaure.tawanta U.S .
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BBB+Meg Amoren Corp . Utility U.S .

BBB+lNeg Boots Group PLC RetaWrestaurants U.K .

BBB+/Neg CenturyTelInc, Telecommunications U.S .

BBB+/Neg Cinergy Corp . Ublity U.S .

BBB+/Neg Dow Jones 8 Co . Inc.tl Media and enterlainment U.S .
BBB+/Neg Emera InQj Utilty Canada

BBB+/Nag 6celon Corp. Utility U.S .

BBB+Meg Knight Ridder Inc . Media and entertabri nent U.S.

BBB+Meg Unde AG Chemicals, packaging, and
any. a%". Germany

BBB+INag McClatchy Co . (The)' Media and entarlainment U.S.
BBB+Meg Merck KGaW Health care Germany

BBB+Meg Millet Steel Co . N.V. Metals, mlnhp, and steel Netherlands

BBB+/Neg Northern Border Partners L.P . Utility U.S .

BBB+Meg PEPCO Holdings Inc.q Utility U.S.

BBB+/Neg Portugal Telecom SGPS SA . Telecommunications Portugal

Bee+/Neg Repsol-YPF SA.Q Int Oil and gas Spain

888+Meg Telecomunicadones de Puerto Rico Ira Telecommunications U.S.

BBB+/Neg Thomson High technology France

BBB+Meg Tyco International Ltd . Capital goods Bermuda

B88+Meg VinciSA. Capital goods France

BBB-/Nag Vlendys International Inc. RetaiVrestaurants U.S.

BBB+/Neg Whirlpool Corp . Consumer products U.S .

8B8+Maaagve AhadISSA . Consumer products Spain

BBB+/Negative Altrta Group Ins Consumer products U.S .

BBB-/Negative AMVESCAP PLC Bank U.S .

BBB+/Nagafivs Aspen insurance Holdings Ltd . Insurance Bermuda

BBB+Megatha Barbados Sovereign Barbados

BBB+/Negative Boardwalk Pipeline Partners LP uglily U.S .

BBB+/Negagw BPB PLC Forest products and building
materials U.K .

BBB+1Negatiw Buckeye Partners L.P. Utility U.S .

B813+/Negative Canadian Natural Resources Ltd. OR and gas expla alion and
production Canada

BBB-/Negative Canadian Oil Sands Ltd. (Canadian Oil Sands
Trust)

OR and gas exploration and
production Canada

BBB+Megallve Compagnle de Saint-Gobaln SA Forest products and building
materials France

BBB+/Negatiw ConAgra Foods Inc. Consumer products U.S .

BBB+/Nogatiw EmpesaNadonatdoTelecomunlcadonesSA
(ENTEL) Telecommunications Chile

BBB+/Negatve General Mills Jim Consumer products U.S.

888+1Negagve Hellenic Telecommundcations Organization SA . Telecommunkabons Greece

BBB+/Negafiw IPC Holdings, Ltd. Insurance Bermuda

BBB+/NBgatlw Kinder Morgan Energy Partners L.P . Oil and gas exploration and
production U.S.

BBB+/Negatlw Kwinklijke KPNN.V. Telecommunications Netherlands

BBB+INegsbwe Leighton Holdings Ltd. Capital goods Australia

8Be+megaiive
Aeroporu di Rome SpA (Macquads Airports
(MAp))

Transpodatlon Italy

BBB+R*gagw ManitabeTelecom Services Inc. Telecommunications Canada

BBB+/Negatlw National Orwell Inc . Oil and gas exploration and
production U.S .
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BBB-/Negative Newell Rubbermaid Inc. Consumer products U.S .

BBB+/Negative Orica Ltd. Chemicals, packaging, end
MV . svcs . Australia

BBB+/NegsUva Portland General Electric Co.- UIAIty U.S .

BBB+/Negative South Jersey Gas Co. (Snnh Jersey Industres
Inc) Ultldy U.S .

BBB+/Negative Talisman Energy Inc. 00 and gas exploration and
production Canada

BBB+/Negative Time Warner lno.9 Media and entertainment U.S .

BBB+/Negative Union Fenose S.A. Litany Spain
BBB+/Negative VactorLtd, Utility New Zealand

BBB+/Negative Weatherford International Ltd Oil and gas exploration and
production Bermuda

888+/Negative Wisconsin Energy Corp . Uli ity U.S.

BBBINeg Altnte Ltd. Litany Australia

BBB/Neg Australian Gas UghtCo.(The)' Utility Australia

BBwf AutoNationInc.' Automotive U.S.

888/Neg Autoroutes Paris-Rhln-Rhone Transportation France

BBB/Net; DegussaAG Chemicals, packaging . and
anv. svcs. Germany

BBB/Neg Entergy Corp utility U.S.

BBB/Neg GTECH Hoktings Corp . Media and entertainment U.S.

BBB/Nag Lafarge SA. Forest products and buiding
materials France

BBB/Neg Lottomatice SpA Media and entedalnmenl Italy

BBBfg Mattel IM Consunasrproducts U.S.

BBB/Neg ONEOK Inc. UCaty U.S .

BBB/N" Pllkington PLC Forest products and building
materials U.K .

BB9/Neg Reynolds S Reynolds Co . (The) High technology U.S .

BBB/Neg SupsNalulnc Consumer producls U.S .

BBWNeg Toshiba Corp. High technology Japan

BBB/Nag UGI Utilities Inc. (UGI Corp .) Utility U.S.

BBB/Negahve AccorSA Media and entertainment France

BBB/Negaliw BAE Systems PLC Aerospace and defense U.K

8B13/Negative BeCkmanCoulterInc. Health care U.S.

BBBINegauve Cardinal Health Inc. Ratalurearauranls U.S .

8BB/Negative Clem Corp . Utility U.S .

8BBINegative Convergys Corp . High technology U.S.

SBBINegative Crane Co . Capital goods U.S.

BBB/Negative Deutsche Lufthansa AG Transportation Germany

BBBINegathe Duquesne Light Holdings Inc. Utility U.S .

BBB/Negative Ease Corp . Telecommunications Finland

BBB/Negative Empire District Electric Co . Utility U.S.

88B/Negauw Furniture Brands Intemadonal Ink Consumer products U.S .

BBWNegaltva Govemmard Development Ban: for Puerto Rim Bank U.S .

BBB/Negadw Hawaiian Electric Industries Inc . UWhy U.S .

BBB/Negative International PaperCompany Forest products and building
materials U.S .

BBB/Negative John Fairfax Holdings Lid.' Media and entertainment Australia

BBB[Negauve Jones Apparel Group Inc, Consumer products U.S.

BBB/Negatlw Kinder Mogan Inc. Oil and gas exploration and
production

11

U.S.
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BBB/Negalive Laurentian Bank of Canada Bank Canada

BBB/Negatlve Magellan Midstream Partners LP Oil and gas exploration and
production U'S.

BBB/Negative Marah d McLennan Companies Insurance U.S.

BBB/Negative Metro Inc. Retalgrestaurants Canada
BBB/Negative Mlnebea Co. Ltd. Capital goods Japan

BBBINegative Montpelier Re Holdings Ltd. Insurance Bermuda

BBRRJegative Norbord Inc. Forest products and building
materials Canada

BBBINegative PNMResources Inc Utility U.S .

BBB/Nagatlve Rexam PLC Chemicals, packaging, and
env.avcs. UX .

aBeNegallve RPMInlemabonai Inc. Chemicals, packaging, and
env.avca. U.S .

BBBNegative SealedArCorp . Chemicals,packaging. and
env.svm. U.S .

88BNegativa Southern Union Co . Utility, U.S .

BBB/Nagative Temsen Inc. Utility Canada

BBBINegative Universal Health Samoes Inc. Haanh care U.S .

BOB/Negagve Waddell d Reed Financial Ins Bank U.S.

B88Negative West Fraser TimberCo. Ltd . Forest products and building
materials Canada

BBB-IHeg A bedscas Inc. Retoll/reslakaants U.S,

BBBi1.Mg BlackHgls Corp . Oil and gas exploration and
production U.S .

BBB"INeg Bumlpuaa-Commerce Holdings Banned- Bank Malaysia

BBB-Nag Feloonbrldge Ltd. Metals, mining, and steel Canada

BB8JNeg Inco Ltd. Metals, mining, and steel Canada -

BBBJNeg Carolina Telephone d Telegraph Co . (Sprint
Nexlel Corp .) Telecommunications U.S .

aaaJNeg Camel Corp . (SpdMNextelCorp .) Telecommunications U.S.

BBB-/Nag Telasel Canada Telecommunications Canada

BBBJNeg 7hyssenKruppAG Capitalgoods Germany

BBBJNeg Vermont Electric Cooperative Inc Utility U.S.

BBB,INag VNUN.V, Media and enlertelnment Netherlands

BBB-Neg Wilson Pharmaceuticals Ins` Health care U.S.

BBB-Negaliva ArroricanArde 8 ManufacWrh g Holdings Inc. Automotive U.S .

BBB-MapalNe Ashland Inc . Chemicals, packaging, and
env.svm .

U.S.

BBB4Negalive Avnet Inc. High technology U.S.

B88JNegaliva Big Lots Inc. RelaiVreataurants U.S.

BBB-/Negative GearChannel Communications Inc. Media and entertainment U.S.

BBB-Negative CNA Financial Corp. Insurance U.S .

BBB-Nagafie Computer AssocateslntemagonalInc. Hightechnology U.S .

BBB-/Negative CNec Industries Inc Chemicals, packaging, and
env. sm . U.S .

BBBJNegalive Deluxe Carp. Media and entertainment U.S .

BBBJNegative Diversified Utility andEnergy Trusts Utility Australia

BBBJNsgailve Electronic Data Systems Corp . High technology U.5 .

BSB-/Negative L-3 Communications Holdings Inc. Aerospace and delense U.S .

BBBJNegam martenlucket Western Pequot Tribe Media and entertainment U.S.

BBB-/Negative Methenex Corp. Chemicals, packaging, and
any. svcs. Canada

Forest products and auilding
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BB&INegalive Norske Skoglnduskter ASA' materials Norway
BBB-Megalive New York Community Banconp, Inc Savings and loans U.S .

BBB-/Negative Nexans SA, Capital goods France
BBB./Negative PioneerCorp . Capital goods Japan
BB&INegative proAssuranmCorp. Insurance U.S .
BBB4Negatve Sainsbury (J .) PLC Retalgroslaurants U.K.

BBB-/Negative Sappl Ltd- Forest products and building
materials South Africa

BBB-Megative Scholastic Corp . Media and entertainment U.S.

BBB4Negalive SFACOR Holdings Inc . Oil and gas exploration and
Production U.S.

BBB-INegative Skylark Co . Ltd. RetalUreslsurants Japan

BBBJNegabve Southwestern Energy Co . ON and gas exploration and
production

U.S. -

BBB-/Negathe Symbion Health Ltd . Health care Australia

BBB4Nagalive Universal American Financial Corp . Insurance U.S.
BBB,/Negative Universal Corp .% Consumer products U.S .

BB64Negative Victor Co. of Japan Ltd. (JVC Corp .) Capital goods Japan

BB-/Nag Affiliated Computer Services Inc. High technology U.S.

BB+Meg CBRLGroup Inc. Releihrestsumnts U.S.

BB+/Neg FresoniusAG Heabhcare Germany

BB+/Neg tear Corp . Automotive U.S.

BB+INeg Liberty Media Corp. Media and entertainment U.S.

BB+/Neg Nppon Sheet Glass Co . Ltd, Caphal goads Japan

BB+/Neg Senslent Technologies Corp . Consumer products U.S.

BB+/Neg Valenta Telecommunications upc Telecommunications Ireland

BB+1Negative Aapemalne Hypofkenbenk Rheinboden AG Bank Germany

BB+/Negative Citizens Communications Co. Telecommunications U.S.

BB ./Negative Edison Funding Co . Uligty U.S .

BB+INegatlve EMI Group PLC Media and entertainmment U.K

BB+/Negative Kerr-McGee Corp. Oil and gas exploration and
production U.S .

B6+/Negative Nova Chemicals Corp . Chemicals, packaging, and
env.svcs. Canada

1513+/Negative Oriental Financial Group Bank U.S.

BB-/Negative Rant-A-CanterMa Cwsunfer products U.S.

B13+/Negative RJ Reynolds Tobacco Holdings Inc. Consumer Products U.S.

BB+/Negative Seers Canada Im RelalhmSWurants Canada

BB+/Negative Sears Holdings Corp. Retaillrestaurants U.S.

BB+/Negative Sena AS Transportation Sweden

BB/Neg Asia Aluminum Holdings Limited Metals, mining, and steel China

BBINeg Aztar Corp. Media and entenalnrnenl U.S .

BwNeg Blyth Inc . Consumer products U.S .

BBMeg Brtstow Group Inc. Oil and gas exploration and
production

U.S .

BB/Neg Cinram International Inc.- Media and entertainment Canada

BB/Neg Feldax Financial Holdings Ltd.' Insurance Canada

BBINeg Fe" Corp . Chemicals, packaging . and
env. svos.

U.S .

BBINeg Longview Fibre Co .' Forest products and building
materials U.S .

BB/Neg PanAmSatCorp . Telecommunications U.S .
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as/Neg Pride International Inc.' Oil and gas exploration and
production U.S .

BB/Neg Royal Group Technologies Ltd.g Forest and building
materia

products Canada

BBINeg Sanyo Electric Co . Ltd. Capital goods Japan

BB/Neg TDC AIS Telecommunications Denmark

BBINeg Valhi Ina' Chemicals, packaging, and
env. svcs . U.S .

BBtNegatlve Appleton Papers Ina Forest products and building
maledals U.S .

Ba/Negative kvinMarila Inc. Automotive U.S .
691Negative Bombardier Inc. Aerospace end defense Canada
BB/Negative Brown Shoe Co . Ina Retaillreslaurards U.S .

BBINegagve cascades Inc. Forest products and building
materials Canada- -

BBINegauve Constellation Brands Inc. Consumer products U.S.

BatNegative Cooper Tire d Rubber Co, Automotive U.S .

BB/Negadve EmerSys Capital goods U.S .

B&Negagve GG Ink Tefecomniunkada+a U.S .

BB(Negalive IKON Ofece SoluUons Ina High technology U.S .

BBft4egeM Jack in The Box Inc. Retall/rewaurants U.S .

BBMegative Journal Reglsler Co . Media and entertainment LIS.

BBINegative K21nc. Consumer producer U.S.

BBINegative Icing Pharmaceuticals Inc. Hearth care U.S .

BBINegaflve LllePoIntHospitals Ina Health care U.S,

BB/Negative
Morris Publishing GroupLLC (Mortis
Communications Co . LLC( Media and entertainment U.S .

BBINegative Nary Inc. Consumer products U.S .

BB/Negative Reader's Digest Association Ina Media and entertainment U.S .

B&Negalive Rock-Tern Co . Forest products and building
materials U.S .

BB/Negabve Service Corp . International Health care U.S-

BB-Meg AATCommunlcationsCorp.' Telecommunicalona U.S .

BB-INeg Alexis International Inc.' Metaislmining U.S .

BB-Rieg Aurelia EnergyN.V. Oil and gas exploration and
production Netherlands

BB-1NW Bard Holdings Ltd.' Capkalgoods U.K

BB4Nag Beverly Enterprises Inc. Health care U.S .

BB-/Nag Comverse Technology Ina' High technology U.S.

BB-fNeg Doral Financial Corp . Bank U.S.

BB4Neg Duralek Inc. Chemicals, packaging, end
env.svas. U.S.

BB-/Nag Hlilte International Inc . Automotive U.S.

B84Neg Hudson's Bay Co . Relall/restaurants Canada

BB-RJeg Intelsat Ltd. Telecommunications Bermuda

BB-INeg Intrawest Corp.' Media and entertammerd Canada

BB4Neg Kersner International Ltd.' Media and entertainment Bahamas

Millennium Chemicals Inc. (Lyondea Chemical
Company)*

Chemicals. packaging, and
env. avcs. US .

BB-/Neg Navistar International Corp . Automotive U.S .

BB-Meg SoftbankCorp.* High technology Japan

BB4Nep Stonendge Ina9 Automotive U.S .

BB4Neg Susquehanna Media Co . Media end entertainment U.S.
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BB-INeg Swift d Company Consumer products U.S.

BB-INeg TNS Inc.' High technology U.S.

BB-INeg Tommy HaagerU.S.A .Inc . Consumer products U.S.

BS-/Nag United Components lna' Automotive U.S .

88-/Nag United Rentals Inc. Capital goods U.S.

88-/Negative ACCO Brands Corp. Consumer products U.S.

BB-Negative Alaska Air Group Inc. Transportation U.S.

BB-Negative AMN Healthcare Inc. Health care U.S .

B8-/Negative Angiotech Pharmaceuticals Inc.' Health care Canada

88-Negative Buckeye Technologies Inc.' Forest Products and building
materials U.S .

BB "INegaNe Cable & Wireless PLC Telecommunications U.K.

88-/Negative Orsa Business Corp. SA Media and enlarta(~nt Spain -

BB-RJegative Consolidated Communications Holdings Inc . Telecommunications U.S .

BB-/Negative CottCorp. Consumer products Canada

BBJNegafive O&E Communications Inc. Telecommunications U.S .

BVNegative Dal Monte Foods Co .- Consumer products U.S .

BB-Negative Dole Food Co. Inc. Consumer products U.S .

BB4NegoUw Domlar Inc. Forest products and building
materials Canada

BB-Negative DRS Technologles Inc. Aerospace and defense U.S.

BB4Negative Ertendicare Inc' Health care Canada

BB4ldeg8Uve FaIrPolnt Communications Inc. Telecommunications U.S.

88-Negative Ford MotorCo. Autommotive U.S.

BB4Negalive Forest Oil Corp . Oil andgas exploration and
production

U.S.

BB4Negstlve GultMark Offshore Inc ON and gas exploration and
production

U.S.

BBdNagagve Hkcofp Energy I L.P. OR and gas exploration and
production U.S.

BB-Negative Iowa TewormluMOtbns Semcea Inc. Teeconmutticegons U.B .

BB-/Negative Isle of Capri Casinos Inc. Media and entertainment U.S.

BB-Negabve TFMSA. de C.V. (Kansas City Southern) Transportation Mexico

BB-/Negative Landys Restaurants Inc. Retail/restaurants U.S .

BB-"alive Maaaay Energy Co.* Metals, mining, and steel U.S .

BB4Negadw Madiacom Communications Corp. Telecommunications U.S .

084Negagwr Meal Corp. Forest products and buikgny
matenels

Firdand

BB-/Negagw : Nava" Corp. High technology U.S .

BB-1Negaeve Newpark Resources Inc. Oil and ties exploration and
production U.S .

BB-NNegative Owens-Illinois Ins . Chemicals, packaging, and
env.svcs. LIZ_

BB-/Negative PSEG Energy Holdings LLC (Public Service
Enterprise Group Inc.) Utility U.S .

BB4Negative Ouebecor World Inc. Media and entertainment Canada

08-Negatrve Regal Entertainment Group Media and entertainment U.S .

8Ba1,1egative Rotech Heslihcace Inc. Health care U.S .

BB-Negative SanminaSCI Corp. High technology U.S .

BB4Negallve Sequa Corp . Aerospace and defense U.S .

BB-INegative Sinclair Broadcast Group Inc. Media and entertainment U.S .

BB-INegadve SSA Global Technologies Inc High technology U.S.

BB-Negadve StaterBros. Holdings Inc . Retailtrestaurants U.S .
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BB./Negative Stillwater Mining Co . Metals, mining, and steel U.S .

BB-/Negative Synagro Technologies Inc. Chemicals, packaging, and
env.svcs.

U.S .

BB4Negalive TAutomotive Ud .- Automotive U.K .
BB-/Negative TravelCentersofAmerica Inc. Retall/restaurants U.S .
8B-Negative Unisys Corp . High technology U.S .

BB-Negative US] Holdings Corp . Insurance U.S .
BB-Negative Workaow Management Inc. Media and entertainment U.S.

BBdNegative WRG Finance PLC Chemicals, packaging, and
env. svc s. U.K.

B+/Nag Advent Solutions Inc.q High technology U.S.

B+INeg Asaro Corp. (Aeero Technologies Inc.) Capital goods U.S.

B+INeg . Atlantic Mutual Insurincee Co. (Atantic Mutual
companies)' Insurance U.S . -

B+INep BallyTechnologies Inc. Media and entertainment U.S.

B+INeg CFR Marta SA.P Transportation Romanla

B+INeg CMG Mail Corp . High technology Taiwan

B+INn Dressef lox. Oil and gas exploration and
production U.S.

B+/Nap Emmis Communications Corp . Media and entertainment U.S.

B+INeg JoAnn Stores ins. Retall/reslaurants U.S.

B+INeg Nash Finch Co . Consumer products U.S.

B-/Nag National BeefPackIng Comparky LLC$ Consumer products U.S.

B+/Neg Pinnace Entertainment Inc.- Media and entertainment U.S.

B+/Neg SAZKA a.s .' Media and entertainment Czedi
Republic

EwNep Sea Containers Ltd. Transportation Bermuda

B.1"'9 Select Medial Corp. (Soled Medical HoldingsSew) Health care U.S.

B+/Nag SIRVA Inc. Media and entertainment U.S.

BHNeg Standard Aero Holdings Inc. Aerospace and defense Canada

B+INeg Stone Energy Corporation Oil and gas exploration and
production

U.S .

B+/Neg Tale ColumbusAG d Co . KG Telecommunications Germany

B+Neg Thilmany LLC' Forest products and building
materials U.S .

B+/Nagotive Affinity Group Holding Inc. Media and entertainment U.S .

B+INegoWe Akon Science and Technology Corp. High technology U.S .

B+/Negative AAbrlaon Cormnunications Co . Media and entertainment U.S .

B+/Negative Alliance One International Inc . Consumer products U.S .

B+/Negative AmedPath Inc. Health are U.S .

B+Negellve AntennaTV SA . Media and entertainment Greece

B+/Negative Apptis Inc. High ledmok gy U.S .

B+/Naptive Audalex Holdings LLC High technology U.S .

B+/Negative Berktine/Bendcraa Holdings LLC Consumer products U.S.

B+Negative Billing Services Group LLC High technology U.S .

B+/Negative CapRock Holdings low. Telecommunications U.S.

B+SNegawe Caribbean Reslau ints LLC- RelaMrestauants U.S.

e+/Negatlve Cancels Cory. Relalllreslaurants U.S .

B+/Negative Center forDiagnostic Imaging Inc. Heath care U.S .

B+INegam control parking Cory. Consumer products U.S.

B+Negative CenturyTheatres Inc. Media and entertainment US .
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B+iNegative Cenveo Inc. Media end entertainment U.S.

B+/Negative Chiquita Brands International Ink, Consumer products U.S .

B+/Negative Cincinnati Bell Inc. Telecommunications U.S .

B+/tJegalive Cinemark USA Ink Media and entertainment U.S .

B+/Negative Cognis Holding GmbH Chemicals, packaging, and
MV. Svcs . Germany

B+94egadva Coffins & Aikman Roorcovedngs Inc. Consumer products U.S .

B+/Negative Concentra Inc. Health ore U.S.
B+/Negative CPI Holdco Inc. Aerospace and defense U.S .

B"Megatlve Data Transmission Network Corp. Media end entertalnmanl U.S.

B+MegatNe DiagnosikImagkpGroup LLC Health care U.S .
B+Negative Dollarama Group LP Relalgrestaurards Canada

B+Negative Eastman Kodak Co . Media and enlertakunent U.S. -
B+"galiva Eauamax Inlematiorul Inc . Capital goods U.S.

B+Negative FaMenTeCklnc. Capital goods U.S .
B+INegalhro Foodcorp (Proprietary) Ltd . Consumer products South Africa

B+INegative GerresheimerAlpha GmbH Chemicals, packaging . and
erw. svcs . Germany

B+/Negative Graphic Packaging International Inc . Forest products and building
materials U.S,

B+/Negative Gray Television Inc. Media and entertainment U.S.

B+I"ativa Hayes Lemmer :Intamatlonal Inc. Automotive U.S .

B+/thegatlva Heaion Specialty Chemicals Inc. Chemicals, packaging, and
svcs . U.S ..

8+/Negative HM Publishing Cory . Media and antertalnment U.S .

B+7NegaBae IAP Worldwide Services lnc. Capital goods U.S .

S+/Negative IASIS Healthcare Corp. Health care U.S .

a+/Negative tnterpubllcGroup of Cos. Nc. Media and entertainment U.S .

8+Negative IPCAcquisition Corp. High technology U.S .

B+rNagzWe Japan Aidk»scorporation Transportation Japan

B+Negative JardenCorp .* Consumer products U.S .

B+Negative Jean Coutu Group (PJC) Inc.' Retatilrastaurants Canada

B+/Negative Keystone Automotive Operators, Inc. Automotive U.S.

B+INapative Knowledge Learning Colo . Health care U.S .

B+/Negative Lenox Group Inc. Consumer products U.S.

B+/Negative MajemcLStarCasinoUC
(The) (Ma)esdc Media and emertabmient U.S.

B+INegagm Mapra Express Inc. Retaillrestaurards U.S.

B+1Negative Mark IV Indusules Ink Automotive U.S.

B+INegatlv9 M"Weat Energy Partners LP Utility U.S .

B+NNegavve Masonlte InternationalInc. Forest products and building
materials Canada

B+/Negative Matrla Healthcare Inc. Health care U.S .

B+Negative Mauser Beleiligungs GmbH Chemicals, packaging, and
env.svcs.

Germany

B+/Negative MedCath Holdings Corp . Health care U.S .

B+/Negative MonitroNcsinlernatianalInc. High technology U.S .

B+/Negative OificaMax Inc. Relaigrestaurents U.S.

B+/Negative Oriental Trading Co . Inc . Reteivrestaurants U.S.

B+Negative Perry Ellis International Ink Consumarproducb U.S.

B+/Negative Per-So Technologies Inc. Hgh technology U.S .

8+/Negativ e Pierre Foods Ink Consumer products U.S . I
r



Schedule WLG-2
Downgrade Potential Across Credit Grades And Sectors

	

Page 18 of22

http:flwww2.standardandpoors.con/servict/Satellite?pagename=splsp atticlelArticieTemplate&c= . . . 312712006

B+NNegative Pinnacle Foods Group Inc. Consumer products U.S .

B+iNegative Plastsch Engineered Products Inc. Automotive U.S .

8+/Negative Ply Gem Industries Inc. Forest products and building
materials U,S.

B+1Negative Polymer Holdings LLC Chemicals, packaging, and
env. svcs . U.S .

B+/Negatve Pope 8 Talbot Inc . Forest products and building
materials U.S.

8+NNegalwe PO Corporation Chemicals, packaging, and
env.svcs. U.S .

B+NNegatve Protection One Alarm Monitoring Inc. Hgh technology U.S .
B+/Negative Psychiatric Solutions Inc. Health rare U.S.
B+/Nega&e Radloiogla Inc Health cars U.S.

B+/Negative Ready Ice Holdings Inc, Consumer products U.S.

B+Negawe Rent-Way Inc Retaillrestaurants U.S.
B+/Negative RGIS Inventory Specialists Relatgrestaurants U.S.

B+/Negative His Aid Corp . Retalurestaurants U.S.

8+/Negative Riverdsep Holdings PLC Media and entertainment Ireland

B+/Negallve RalrtdyhSupermarkets Inc, Consumer products U.S.

B+lNegaiive Satey Products Hollings Inc. Capital goods U.S.

B+MegalNe Secwus Technologies Inc High technology U.S.

B+/Negative SFX Entertainment Inc. Media and entertainment U.S.

B+/NegaWe SGS International Inc . Media end entertainment U.S.

B+/Negauva Simmons Bedding Company Consumer products U.S-

0+/Negative Smurfit Kappa Group Ltd. Forest products and bulldlng
materials Ireland

B+/Negative Solo Cup Company Chemicals, packaging, and
env. svcs .

U.S .

B+/Negative Southern States Cooperative Inc. Consumer products U.S .

B+/Negative Slanadyne Holdings Inc. Automotive U.S .

B+Negative Team Health Inc. Heath care U.S .

B+Negative The Newark Group Inc. Forest products and building
materials U.S .

B+/Negative International Mill Service Inc. (Tube City IMS
Corp .) Metals: mining, and steel U.S .

B+/Negative U.S . Investigations Services Inc. Consumer products U.S .

B+RJegafim UnIfraxCorp . Capdalgoods U.S,

B+Nagatlve US oncobgyIM Heaah care U.S,

B+/Napative USEC Inc Metals, mining, and steel U.S .

B+/NegaWe Vestal Eleklronlk Ssnayi Ve Ticemt A.S. High technology Turkey

B+/Negative MCORP Restaurants Inc RewWreataurants U.S .

B+!Negative Vateon Cap. Automotive U.S.

B+/Negative Vdamin Shoppe Industries Inc, RataNreslauranta U.S.

B+/Negatve Vaught Aircraft Industries Inc . Aerospace and defense U.S.

B+/Negative Windsor Quality Food Company Ltd. Consumer products U.S.

B+/NagaWe Wm. Beahouse Fauns Inc. Consumer products U.S.

B"/Negative Womick Co. (The) Aerospace and defense U.S .

B+/Negative Wple Laboratories Inc. High technology U.S.

B+/Negative Xerium Technologies Inc. Capital goods U.S .

&Nag Belden a Blake Corp . Oil and gas exploration and
production U'S'

&Nag Getronks N.V. High technology Netherton a

BNeg Hawaiian Telcom Communications Inc . Telecommunications U.S.
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9/Neg Hollywood Theaters Inc Media and entertainment U.S.

B/Neg inn of the mountain Gods Resort and Casino Media and entertainment U.S.
6/Neg UfaCare Holdings Inc. Health care U.S.

BNeg Pier i Imports Inc' Consumer products U.S .
S/Neg PRIMEDIA Inc. Media and antertalnment U.S.

B/Neg Progressive Gaming International Corporation' Media and entertainment U.S .

B/Neg Reno De Medici SpA Chemicals, packaging, and
env. svc$ . Italy

BtNeg Sunny Delight Beverages Co .q Consumer products U.S .

BNeg Triumph Healthcare Holdings Inc. Health care U.S .

erN09 True Temper Sports Inc.1 Consumer products U.S.

B/Negative Affinla Group Inc. Autornufive U.S .

BNegative Agrokord .d. Consumer products Croatia -

BINegative American Pacific Corp. Chemicals, packaging, and
env. swx. U.S .

W"ative American Safety Razor Co . Consumer products U.S .

BINegatyae American Molests InsuranceGroup, Inc. Insurance U.S .

B/NegaUVa AMF BowlingWorldwide inc Media and entertainment U.S .

BINegative Amacan Hotdlngs Inc. Consumer products U.S .

BrNegagve Amagh Glass Group PLC Chemicals, packaging, and
env. svcs . Ireland

arNegative Atlantic Broadbandfinance LLC Telecommunications U.S .

BrNegative B&G Foods Holding Corp . Consumer products U.S .

BrNegadve Brand Services Inc. Oil and gas exploration and
production U.S .

WNegative Brookatuna Inc.' RetaWrestaurants U.S .

BfNagatlve Carmine Cinemas Inc Media and entertalranant U.S .

B/Negadve CasaBlance Resorts Media and entertakunenl U.S.

BINegative CCS Medical Health care U.S.

S/NegatWe COMSYS IT Partners Inc. Media and entertainment U.S.

B/Negative Continental Airlines Inc. Transportation U-S.

BINegative DampwGroup SA. Telecommunications U.K.

BNegative Del Laboratories Inc. consumer products U.S.

BfNegative DoubleClick Inc Media and entertainment U.S.

BMegative El Polio Loa Inc. RetaWrestaurants U.S .

B/Negatlve EuroFresh Inc. Consumer products U.S .

B/Negative Eye CamCamera ofAmedca Inc Retaliaestaurants U.S .

B/Negathre Fags Dairy Industry SA Consumer products Greece

BrNegative FGXinternational Inc. Retelgrastsurants U.S .

B/Negalive FHC Health Systems Inc. Insurance U.S .

B/Negative FraserPapers Inc. Forest products and building
materials Canada

B/Negative Friendly Ice Cream Corp . Relaiprestaurants U.S .

B/Negalive General Motors Corp . Automotive U.S.

B/Negative General Nutrition Centers Inc. RetalUmstaurants U.S.

B/Negative Greektown Holdings LLC Media end entertainment U.S.

BNegalive GXS Corp . High technology U.S .

B"ative Hangar Orthopedic Group Inc. Health care U.S.

B(Negatve Ham a David operations Corp. RetaWroataurants U.S.

af%egagve Head N.V . Media and entertainment Netherlands

&Negative Hlnes HoNwloae Inc . Consumer pmducs U.S .
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BMegative HIT Entertainment Ltd. Media and entertainment U.S .

B/Negative HunterFan Company- Consumer products U.S.
BMegetive InsightHealth Services Cory. Health rare U.S .

BINegallve Integrated Alann Services Group Inc. High technology U.S .

B/Negative Interactive Health LLC Consumer products U .S .
B/Negahve InterDenllnc. Health care U.S .

BINegative Language Line Holdings Inc. Media and entertainment U .S .

B.Megative LBC Holdings LLC Chemicals, packaging, and
env. svcs . France

B/Negative Lelner Health Products Inc. Consumer products U.S .
BINegatlve Linans'n Things Inc Consumer products U.S .
WNegative Marquee Holdings ma Media and entertainment U.S .

&Negative MD Beauty Incorporated Consumer products U.S.
/Negative Melakiyne Corp. Automotive U.S .

B/Negative Montedto BroadcastGroup, LLC Media and entertainment U.S .

BINegatlve MedQuest Inc. (MD Associates Inc.) Health care U.S.

Bolegative MSC-Medical Services Gompany Health care U.S .
WNegative Nabi Blophamaceudals Health rare U.S .

BMegative Nyco Holdings 2 ApS Health care Denmark

B/NegatWe Petro Stopping Centers Holdings LP . Retaluresteurants U.S .

BINegatIve PolyporeInternational lm Capllalgoods U.S .

6lNegatlve Pregis Corporation Chemicals . packaging, and
env. svcs . U.S .

BNegative Rallant Fsergy Inc.g Utility U.S .

BMegative Restaurant Co. (The) Retail/restaurants U.S .

BTlegative Spanish Bmadcasting System Inc. Media and entertainment U .S .

B/Negadve Spheds Inc. Health care U.S .

wNegative SSaC Technologies Ink Highledmology U.S .

&Negative SusserHoldings LLC RetaWrestsuranls U.S .

SINegative Tanat Healthcare Corp . Health cam U.S .

wNegawe Time Warner Telecom Inc. Telecommunications U.S .

B/Negahve Tr1Mas Cap. Capttal goods U.S .

BINegalive Ultrapstrol (Bahamas) Ltd Transportation Argentina

&Negative Vdro SA. de C.V. Forest products and building
materials Mexico

S-/Neg AdvanstarCommunioatlons Inc. Media and entertarnnront U.5 .

84Weg American Media Operations Inc. Media end entenakxnant U.S.

B./Nag Global AulomotiftLogistics SA.$. Automotive France

BJNeg IT Holding SpA Consumer producla Italy

e4Nag Leap VAIelass Imematlonal arc.' Telecommunications U.S.

BJNeg Nortel Networks Ltd. (Nortel Networks Corpj' High technology Canada

B-/Nag Vsk~ Companies Inc . Chemicals, packaging, and
env. ova.

U.S.

B4Negativs Amkor Technology Ink High technology U.S.

94Nsgatlve ASAT Holdings Ltd. High technology Hong Kong

B-!Negative Blockbuster Inc. Retail/restaurants U.S.

B-/Negative Blue Ridge Paper Products Inc. Forest products and building
materials

U.S.

e-/Negative Concordia Bus AS Transportation Sweden

&/Negative Conexant Systems Ink High technology U.S .

B4Negaliive Consist International ink . Chemicals . packaging, and
env. svcs . U.S .
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BJNegaUve CornellCompanies Inc. Consumer products U.S.

BaNegative Danka Business Systems PLC High technology U.S.

BaNegative Dave & Busters Inc. RetaWmntaumnls U.S.

B-/NegaUve Dayton Superior Corp . Forest products and bulidkg
materials

U S.

B-(Negative DI Giorglo Corp . Consumer products U.S .

B4Negaave Dobson Communications Cory . Telecommunications U.S.

e-/klega0ve Dunkin' Brands Inc Retalllmetaurants U.S .

B4Negabwr Dum Automotive Systems Inc. Automotive U.S.

B4Negathro Eagle Family Foods Inc. Consumer products U.S .

B4Negative Focus DIY (Finance) PLC Retaigrestaurants U.K .

B4NegaUwf Heights Cross Communications Inc. Media and entertainment U.S .

a/Negafive Heckler & Koch GmbW Aerospace and defense Germany

B-RJegative Keresotes Showplace Theabea Holdings LLC Media and entertainment U.S .

B-/Negative NnetekInc. Caphalgoods U.S .

e-(Negative MPOX Holdings Iric. Forest products and building
materials Canada

BJNegstive Manna Elsctric Co. UOMY Philippines

B4Negative Mlllar Western Forest Products Ltd. (Miller
Western Industries Ltd.)

Forest products and budding
materials Canada

B4/Negabwr MMI Products Inc Forest products and budding
materials

U.S.

&(Negative Mothers Work Inc. Retallhestaurants U.S.

B-(Negative MSX International Inc. Automotive U.S.

B"INegative North American Enangy Partners Inc Od and gas exploration and
production Canada

B4Negauve ORSIMAGE Inc. Telecommunications U.S .

B4Negafve Pathmark Stores Inc RetalUrestaurants U.S .

BdNegative Portola Packaging Inc. Chemicals. packaging, and
env.svcs.

U.S .

&/Negadwt Rompetrol Group N.V. (rha) Oil and gas eaploration and
production Romania

B-/Negative Rural Cellular Corp. Telecommunications U.S .

BJNegafve SchefeneckarAG Automotive Germany

B-/Negative Standard Motor Products Inc. Automotive U.S .

"egative Thermadyne Holdings Corporation Capital goods U.S .

B"/Negafve UM Restaurant Howws Cory ." RetaAhestaurants U.S .

B4Negali" USAirways Croup Inc. Transportation U.S.

B,AJegative US LECCap. Telecommunications U.S.

B4Nagative Vedis Inc Meow andentertainment U.S.

B-INegatbm Was MetalsGroup LLC Metals, mlMng, and steel U.S.

Parent companies are fisted In parentheses . 'Indicates an Issuer new to the lists since are Feb. 22, 2006,
commentary. 9lndlcates an issuer moving to a negative outlook from CreditWatch Negative or to CreditWatch
Negative from a negative oullook shim the Feb. 22, 2006, commentary . Data as of March 22, 2006 . Source! Standard
& Pours Global Fixed Inco me Research.
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Primary Credit Analyst:

	

Gerrit Jepsen, CFA, New York (1) 212-438-2529 :
gerritJepsen@standardandpoors .com

Credit Rating :

	

BBB-/Stable/A-3

Rationale
On May 17, 2006, Standard s Poor's Ratings Services lowered its long-term
corporate credit rating on The Empire District Electric Co ., an integrated
electric utility, to 'BBB-' from 'BBB' . The downgrade reflects Standard s
Poor's view that Empire's financial measures will be constrained over the
next several years by fuel and power costs that continue to exceed the
level recoverable in rates, and by Empire's higher-than-historical level
of capital spending, including the acquisition of a Missouri gas utility .
Also, senior secured debt ratings were lowered to 'BBB+' from 'A-', and
senior unsecured debt ratings were lowered to 'BB+' from 'BBB-' . The
short-term rating of 'A-3' was affirmed . The outlook is stable .

Joplin, Mo .-based Empire had $456 million in debt and trust-preferred
securities as of March 31, 2006 .

	

-
Empire's satisfactory business risk profile benefits from a service

territory that has limited industrial concentration as well as mostly
residential and small commercial customers . In addition, Empire has few
competitive operations, and has been willing to sell these unregulated
businesses due to financial underperformance . These attributes, however,
have historically been moderated by less-than-adequate recovery of O&M
expenses and other costs . This will continue to weaken Empire's financial
measures during the heavy capital spending phase, which includes the Iatan
2 and Plum Point coal units . Empire's business risk profile is a '6'
(satisfactory) . (utility business risk profiles are categorized from '1'
(excellent) to '10' (vulnerable) .)

To strengthen Empire's cash flow during its planned capital spending
for generation and environmental compliance, constructive rate relief will
be essential and should include recovery of fuel and purchased power on a
timely basis . Historically, Missouri regulation has been restrictive
regarding fuel and purchased-power costs because a permanent energy cost
recovery (ECR) rider was not statutorily authorized . Under a new Missouri
law, utilities operating in the state can seek Missouri Public Service
Commission approval of an ECR rider that, if authorized, would provide for
the pass-through of rising fuel and power costs . Timely recovery of such
expenses, particularly when commodity prices rise rapidly, is important
for Empire's credit quality because the company relies on a relatively
high level of natural-gas-fired generation and power purchases for its
supply . Although Empire filed for a $30 million electric base rate
increase in Missouri that, if authorized, would strengthen
creditworthiness, the inability to implement an ECR in the near term
weakens credit quality, particularly since fuel and power costs currently
exceed the level recoverable through base rates and the company's interim
energy charge .

Empire's adjusted financial ratios are mixed for the 'BBB-' rating,
with funds from operations (FFO) interest coverage of about 3 .9x, FFO to
total debt of about 17%, and total debt to total capital of approximately

https://www.ratingsdirect.corn/Apps/RD/controller/Article?id=509502&type=&outputTyp . . . 5/17/2006
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568 . When calculating these ratios, Standard & Poor's considers Empire's
trust-preferred securities as having minimal equity content due to a lack
of deferability of dividends, and adjusts ratios for operating leases and
purchase-power agreements . Moreover, net cash flow FFO less dividends to
capital expenditures is expected to decline to about 508, so Empire will
need to seek external financing to fund its large capital needs .

Short-term credit factors
Empire's short-term rating is 'A-3' . As of March 31, 2006, Empire had
$3 .4 million o£ cash and a $226 million unsecured revolving credit
facility available for working capital and as backup for its CP . The
facility was recently increased from $150 million, with the
incremental $76 million allocated to support an LOC issued in
connection with the company's participation in the Plum Point coal
unit . As of March 31, 2006, Empire had $16 million drawn on its
revolver and no CP outstanding . Empire currently maintains sufficient
liquidity to post additional collateral under a stressed scenario in
which the company would experience a materially negative credit event
and a simultaneous adverse energy price movement . Empire's next
long-term debt maturity is $20 million in 2009 .

Outlook
The outlook is stable and incorporates the expectation of steady financial
performance through its construction program and successful integration of
the gas utility . in addition, we expect that Empire will finance its
capital needs in a manner that is consistent with the current rating . The
outlook could be revised to negative as a result of unfavorable regulatory
actions or if the financial measures weaken from increased capital
spending or higher-than-expected use of leverage over the next several
years . The outlook could be revised to positive if rate recovery is
supportive during the construction program, if a reasonable energy cost
recovery mechanism is adopted, and if financial measures begin to show
sustainable improvement .

Ratings List
Ratings Lowered

Rating Affirmed

The Empire District Electric Co .
CP

	

A-3

Complete ratings information is available to subscribers of RatingSDirect,
Standard & Poor's Web-based credit analysis system, at
www .ratingsdirect .com . All ratings affected by this rating action can be
found on Standard & Poor's public Web site at www .standardandpoors .com ;
under Credit Ratings in the left navigation bar, select Find a Rating,
then Credit Ratings Search .

Analytic services provided by Standard & Poors Ratings Services (Ratings Services) are the result of separate activities
designed to preserve the independence and objectivity of ratings opinions . The credit ratings and observations contained herein
are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or sell any securities or make
any other investment decisions . Accordingly, any user of the information contained herein should not rely on any credit rating or

https://www.ratingsdirect .comlAppsIRD/controllerlArticle?id=509502&type=&outputTyp . . . 5/1712006
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other opinion contained herein in making any investment decision . Ratings are based on information received by Ratings
Services . Other divisions of Standard & Poor's may have information that is not available to Ratings Services . Standard & Poor's
has established policies and procedures to maintain the confidentiality of non-public information received during the ratings
process .

Ratings Services receives compensation for its ratings . Such compensation is normally paid eitherby the issuers of such
securities or third parties participating in marketing the securities . While Standard & Poor's reserves the right to disseminate the
rating, it receives no payment for doing so, except for subscriptions to its publications . Additional information about our ratings
fees Is available at vnvw.standardandpoors .com/usmtingsfee s.

Copyright 0 1994-2006 Standard & Pooes . a division of The McGrsw-Hill Companies .
All Rights Reserved . Privacy Notice
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