7

N Exhibit No.
Q ‘LC"’ WO, & Issue: Fuel and Purchased Power Cost
kX . ?‘-}\Q\%@ Witness: W. L. Gipson
60\‘\‘})({\6\ Type of Exhibit: Supplemental
N\ > o , Direct Testimony
6@(\’\ Sponsoring Party: Empire District

Case No, ER-2006-0315

Before the Public Service Commission
of the State of Missourt

Supplemental Direct Testimony
of

W. L. Gipson

July 2006

\( { L No._,@,/
Exhibit NO.—-—
Case NO(S)’LW

Dateg;Q_L_Qi’-—— Rptr EX—



16

11

12

13

14

15

16

17

> e F O

WILLIAM L. GIPSON
SUPPLEMENTAL DIRECT TESTIMONY

SUPPLEMENTAL DIRECT TESTIMONY
OF
W. L. GIPSON
THE EMPIRE DISTRICT ELECTRIC COMPANY
BEFORE THE
MISSOURI PUBLIC SERVICE COMMISSION
CASE NO. ER-2006-0315

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
William L. Gipson, 602 Joplin Street, Joplin, Missouri 64801.
WHO IS YOUR EMPLOYER AND WHAT POSITION DO YOU HOLD?
The Empire District Electric Company ("Empire" or "Company") is my employer. I hold the

position of President and Chief Executive Officer.

ARE YOU THE SAME WILLIAM GIPSON THAT FILED DIRECT TESTIMONY

IN THIS RATE CASE BEFORE THE MISSOURI PUBLIC SERVICE
COMMISSION (*COMMISSION")?

Yes.

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

The purpose of my supplemental direct testimony is to respond to a portion of the
Commission’s request for additional information with respect to the recovery of fuel and
purchased power costs in this rate case. In addition, I will introduce the other Empire
representatives that will be responding to the Commission’s request. In connection with ail
of this, I would like to emphasize that with respect to its fuel and purchased power costs,

Empire is simply asking for timely recovery of the total amount of these expenses.
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Q. PLEASE DECRIBE GENERALLY THE INFORMATION EMPIRE IS PROVIDING
IN RESPONSE TO THE COMMISSION’S ORDER OF JUNE 20, 2006.

A. The Commission requested additional information on the following topics:

¢ Weather data in the Empire service area and its use in determining the overall revenue
requirement in this rate case,

o A three year forecast of Empire’s anticipated natural gas and purchased power usage,

* An analysis of the costs associated with hedging 100 percent of its expected natural gas
usage for the next three years,

¢ What hedging strategy would offer the most benefit to the Empire consumers over the
next three years, and

¢  Other relevant information

Q. WHO IS RESPONDING TO THE COMMISSION ON BEHALF OF EMPIRE IN
EACH OF THESE AREAS?

A. The weather information will be provided by Jayna Long. The expected fuel and purchased
power information will be provided by Todd Tarter. Rick McCord will provide an analysis
of natural gas hedging strategy and a recommendation concerning a preferred hedging
strategy. Finally, Steve Fetter and I will provide responses to the Commission’s request for
other relevant information.

Q. BY WAY OF BACKGROUND, WHY DOES EMPIRE NEED A MISSOURI RETAIL
RATE INCREASE AT THIS TIME?

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

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



10
11
12
13
14
15
16
17
18
19
20
21
22

23

WILLIAM L. GIPSON

SUPPLEMENTAL DIRECT TESTIMONY
This has been confirmed in the direct testimonies filed by certain other parties to this case;
namely, the Staff of the Commission (“Staff”), the Office of the Public Counsel (“OPC”)
and the industrial interveners, Explorer Pipeline Company and Praxair, Inc. As indicated by
Empire’s direct testimony, the Company has been unable to recover its energy costs through
the combination of base rates and the Interim Energy Charge (“IEC™) authorized by the
Commission in Empire’s last rate case. This fact has also been confirmed in several of the
testimonies filed by certain other parties in this case. As a result of the under-recovery of its
energy costs, a fact that has contributed to a deterioration of the Company’s return on equity,
Empire has requested in this case that the IEC be terminated and that other means to recover

its costs be implemented.

. HOW SHOULD THE COMMISSION ADDRESS FUEL COST RECOVERY IN

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

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

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

request the use of, or to use ... a fuel adjustment clause.” (emphasis added). (Empire
believes that this means the Company cannot make a request to implement an FAC while the
[EC is in effect. That is to say, the thrust of the agreement from the Company’s perspective
was to prevent the use of both an FAC as well as an IEC at the same time. Empire
understands, however, that the Commission has interpreted the language of the agreement
differently. Empire will not reargue this peint, but does want to make it clear for the record

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

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

3.
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understanding of the Commission’s order of May 2, 2006, the Commission has determined
that because of the agreement in the last case, Empire may seck to eliminate the IEC, but the
Company may not request a fuel adjustment mechanism. As a consequence the Company’s
options for energy cost recovery in this case may be limited to the traditional method of
recovery of energy costs through base rates, a method which Empire proposed in its filing. 1
do not take this to mean, however, that some other energy cost recovery method, agreed to
among the parties or directed by the Commission when it issues its final order in this case, is
necessarily prohibited. In this regard, given the volatile nature of the fuel and energy markets
at this time, it would be prudent, in my judgment, for the parties and the Commission to

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

to allow timely energy cost recovery in this case.

WOULD YOU VIEW SOME SORT OF AN AMORTIZATION AS AN
ALTERNATIVE?

No. The amortization vehicle which resulted from the Company’s regulatory plan docket is
designed to maintain certain Standard & Poor’s (“S&P”) ratios during the construction of
Iatan 2. It was not designed as a replacement for the timely recovery of prudently incurred
fuel and purchased power expense or as a substitute for an adjustment to the Company’s
authorized return on equity in the absence of timely recovery of those costs.

WHAT LEVEL OF FUEL AND PURCHASED POWER EXPENSE IS INCLUDED
IN EMPIRE’S CURRENT BASE RATES?

The amount of total fuel and purchased power expense in Empire’s base rates is

$125,000,000 (total Company) as established in Case No. ER-2004-0570, the Company’s
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last Missournt rate case. In addition, in that case, an IEC was established allowing the

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

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

COMPANY INCLUDED IN ITS FILING IN THIS CASE?
In the original filing made on February 1, 2006, Empire included total fuel and purchased
power expense of $162,888,204 on a total Company basis. At March 31, 2006, Empire’s

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

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

In the information presented in the Supplemental Direct Testimony of Todd Tarter in
response to the Commission’s order, it is shown that Empire’s forecast of future energy
costs range from $168,991,695 to $184,171,272, a difference of over $15 million.  As
indicated in the testimony, there are many factors, such as plant outages, weather and Joad

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

future energy costs,

. WHAT WILL HAPPEN TO THE RATES CHARGED TO EMPIRE’S MISSOURI

ELECTRIC CUSTOMERS IF THE COMPANY’S ENERGY COSTS DECREASE
FROM THE HIGH LEVELS THAT ARE DRIVING THIS RATE CASE?

As I understand it, under the “fixed” or “point in time” method of energy cost recovery the
base rates charged to the Missouri customers would not decline if energy costs decline.
Conversely, rates would not increase if energy costs increase. Under the first scenario the

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

TECOVET.

-5-



[y

10

11

12

13

14

15

16

17

18

19

20

21

WILLIAM L. GIPSON
SUPPLEMENTAL DIRECT TESTIMONY

Q. WHAT IS YOUR UNDERSTANDING AS TO HOW RATING AGENCIES VIEW

SITUATIONS IN WHICH A UTILITY 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. 1 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, [latan 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. 1 frankly do not know how it could be much
clearer: debi 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.
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Q. WHAT OTHER INFORMATION WOULD YOU LIKE THE COMMISSION TO

CONSIDER?

I would like the Commission to read certain sections of its Staff’s report in Case No. GW-
2006-0110, which I have attached to my testimony as ScheduleWLG-4, and consider the
relevance in the instant situation — a regulated utility seeking to timely recover its prudently
incurred costs necessary to deliver reliable service to its customers.

On page 24 of the report it is said “gas-fired generation plays an important and necessary
role in peaking and intermediate generation. Coal-fired generation, for example, is not an
appropriate or efficient method to meet peak demand for electricity which occurs in the
summer months. The concerns expressed above should not be interpreted as a blanket
condemnation of gas-fired generation.”

Specifically, on page 28 of the report it is said *“Without some mechanism to address this
fuel volatility, like the current PGA process, LDCs would be subject to significant swings in
over- and under-collections of actual natural gas cost compared to an embedded natural gas
rate. This situation could result in frequent earnings complaints and emergency rate relief
cases and could result in significant credit risk to the LDCs. If this situation were not
addressed, it could result in pre-payment requirements from natural gas suppliers and other
types of credit-related payments that could ultimately impact the delivered price and
availability of natural gas to LDCs and their customers.”

And finally, on page 36 it is said “these task forces are attempting to ameliorate
circumstances for end-use customers that result from market prices that are, to a large

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

-
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. DO YOU HAVE ANY FINAL COMMENTS?

. Yes. In summary, Empire seeks the timely recovery of ifs energy costs. [f this does not

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

increase its cost of capital.

. DOES THIS CONCLUDE YOUR SUPPLEMENTAL DIRECT TESTIMONY?

Yes, it does.
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jQulek Links The overwhelming majority of an electric utility's oparating expenses is concentrated in two categories—fuel and
Which Gompaenies Were

purchased power. To the axtent that changes In the price of thase itams are not reflected in rates--elther because a
company's rates are frozen or it lacks aceess o a timely fuel and purchased-power adjustment mechanism—a utility can
Aasassing A Vertically be exposed to greatsr cash fiow volatility. The highly volatile natural gas and wholesala pawer markets of the past year
Intagratsd Utiity's Exposure N@VE pigued investor interest in this regard. Ulimately, the question Is: Which companies are most at risk of potential
To Potential Cash Flow cash flow volatility? .

included In The Survey?

Valatility

Assossing An Electic In this report, Standard & Poors Ratings Services assesses the varying degrees of expesure for companias oparating
Disttibutor's Expesure T Under rate freazes and companies with access to no or weak fue! and purchased-power adjustment mechanisms. Fuel
Potantial Cash Flow and purchased-power acjustment mechanisms allow uliliies to perlodically pass along to customers changes in fuel and
Volatlity purchased power costs withaut having Lo file a formal rate case,

Which Cempanies Ara

Potentally Mest AtRisk?, . Table 1 (In the appendix at the end of this report) presents cur findings for vertically integrated companies. Table 2
Aspondix focuses on electric distribulors subject to generation rate caps. Each table lists companies in order of "exposure” to

potential cash flow volatility, with five possible qualitative designations: high, considerable, intarmaediate, modest, and low.
Companies in each "exposure” category are listed in alphabetical arder and are not ranked.

Which Companies Were Included In The Survey?
Standard & Poor's limited 1ts survey to companies in at sast ona of tha following catsgorias:

» Vertically integrated electric utliities oparating under a rate freeze,

» Vertically integrated efectric utifiles without access 1o a fuel and purchased-power adjustment mechanism or thase
who have a weak adjustment mechanism, .

« Vertically integrated electric utilities that have only recently obtained accass to an adjustment mechanism, but have
typleally had a contentious relationship with regulators, and

« Electric distributors with providar-of4ast-resort (POLR) obligations that are also subject to generation rate caps.

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

implementing a surcharge that results in real cash. Weak adjustment mechanisms may also cap accumulated deferrals or
surcharges betwesn rate cases.

hnuzllww2.smndariiandpoors.cnm/servleu’Sa.tellitc?pagenmneﬁsplsp_arti:EdArticlcTcmplatc&c%p_aﬂiclc&cid=1142629065865&!:-...! 372712006
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[thk 1o 1eo]

Assessing A Vertically integrated Utility's Exposure To Potential Cash Flow Volatllity

To identify those vertically integrated utititias in our survey that are especially vulnerable o potantial cash flow volatility,

wa analyzed each company's eparating risk profila. Oparating risk is characterized as high, intermediate, or low (sse
chart).

Assossing A Vortically integrated Company's Exposure

o Potential Cash Flow Voletlitty
Inarmaciete Nodest
o p—
High | Intarmeciat Low

Cperating risk was considerad high if a company had or could have matsrial exposure to natural gas markets or short-
term whotesale power markets where natural gas Is typically on the margin,

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

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

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

« VWhether a company is short capacdlly and thus potentially dependent on the short-term power markets (especially if
the company has supply contracts that are sither rolling off or short-term in nature), and

« Whether a company is located in a region where natural gas- and oll-fired generation typically set the regional
whaolssale electriclty price.

As an example, Arizona Public Service Co. {APS) was considerad {o have "High” oparatfng risk because it relies haavily
on ges-fired ganeration, is short capacity, has some unit concentration with respect to the Palo Verde nuciear plant, and
Is located in a region where natural gas- and oil-fired generation is typically on the margin.

httn:lf\\wwlstandardandpoors.com!scrvlet/Satcllitc‘?pagenama=sp/sp“articleiAnicleTemplale&c=sp__anicic&cid=1142629065865&b=..!. 32772006
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By analyzing the cross-section between "access to recovery” and "operating risk," Standard & Poor's assigned qualiative

“exposure” dasignation to each of the verfically integrated companies, based on 2 five-catagory scale of high,
congiderable, moderate, modest, and low.

Assessing An Electric Distributor's Exposure Ta Potential Cash Flow Volatility

The analysis for the alectic distributors In our survay (all of which currently have POLR obligations and are subject to
generation rate caps) differad from cur analysis of the verfically integrated companies.

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

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

« Whathar 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 expiretion, and
» Whether a company's regulators are considering gensration rate cap sxtensions.

Distributors with long-term, load-following power-supply contracts can be fairly well insuiatad from commoadity and voiume
risk. Companies with supply contracts that provide for anly block power are subject to volume risk and are tncrementaily
mora exposed to cash fiow volatility. If counterparties reserve the right to early termination—as FirstEnergy Solutions
Corp. does regarding s supply arangements with Metropalitan Edison Co, and Pennsylvania Electric Co.~the potential
for commedity risk (and ensauing cash flow volatility} can be high. Likewise, in states that are congidering rate-cap
axtensions, the potential for commaodity risk at the electric distributor level Is also high. In these states, distributars may
have to recontract their supply arrangements at market ratas (once their curent contracts expire} while collecting capped
(and potentially below-market) generaticn rates from customera. For this reascn, when the Iingis governor and other
legistators Yook several unfavorable actions to prevent lilinols utilites from raising elactric rates in 2007, Standard &
Pouar's placed Central Hinois Public Service Co. {BBB+/—) and lilincis Powear Co. (BBB+/—} on CreditWatch with negative
implications, and lowered Its Issuer credit rating on Commonwaalth Edlson Co. to '‘BER+ from 'A-".

[FEaskietee]

Which Companies Are Potentially Most At Risk?

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

APS,

Emplre District Elactric Co.,

Aguila lne,,

Publlc Service Company of New Mexlce,
Tucson Electric Power Cao., and

Virginia Electric Power Co.

Of these six, three operats under rate freezes, and all but APS lack access to an ad]ush"nant mechanlsm. APS has a
weak adiusltment mechan|sm. The aperating risk prafile for these companies ranges from "high" to “intermedtate.” "High*
operating nisk was correlated with material exposure to the natural gas and wholesale power markets, either becauss the

httn:r'(\w.rw2.slauda.rdandpoors.com!servlct!Satcllitc?pagenamcnspfsp__atﬁclc/ArﬁclcTcmplatc&c=sp_article&cid=1142629065865&b=..€ 3272006
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camparny has a relatively large gas-fire¢ generation fleet, material unit concentration, a shorl capacty position, or is
located in @ region where gas is typically on the margin. The combination of weak regulatory suppart and slevated
oparating risk pressures the stand-alone business risk profiles for these utilites. All but Virginia Electric have business
profils scores greatar than '5'. (Utillty business profilas are categorized from 1" {excelient) to 10’ (vulnerable}), While
other factors (inciuding the petformance of parent and aMliste companles) may dominate Standard & Poor's assessment
of credit quality for these six companies, both APS and Publlc Service New Mexico have experienced adverse rating
actions that are partially attributable to increased expostre to potential cash flow volatility due to poor regulatory recovary

and elevated operating risk. See table 1 for "exposure” classifications for all vartically Integrated companies in this survey,
Inciuding detafled comments for each company.

Among the electric distributors [n our survey, only twa (Metropeiitan Edison and Pennisyivania Electric) were
characterized as having "considerable” sxposure to potential cash fiow volatility. In both cases, an affillate supplier
(FirstEnargy Suppiy} reserves the right to terminate s contracts with the POLR distributors at any time with 60 days
notice. Six distributors were characterizad as having an "intermediate" expesurs to polential cash flow volatliity, These
distributors are in states (l.e., llinols, Maryland, and Dalaware) where there is or has been political pressurs to extend
generation rate caps, retaln POLR obligations, and force distrfbutors ta recontract supply at (potentially higher) markat
rates. The remaining six distributors In cur survey were charactarized as having only a "madest” axposure 1o potential
cash fow volatility, All six distributors use affiliate supply contracts ta meet thair POLR obifigations. While the distributors
in this instance are fairly protected against commaodity and volume risk, the rate caps expose their afflliate suppliers to
considerable risk. {Ses commants for Potomac Edison Co. and Wast Penn Powsr Co. in table 2.) That said, the transfer
of risk from distribution subsldiary to affiliate supplier does not completsly insulate the distributor from ratings deterioration
if requiators do not allow changes In fuel and power costs {o be reflacted in retail rates. This is because Standard &
Poor's typically uses its consolidated ratings methodology when assessing the distributor's cradit quality.

OTIT
Appendix

Table 1 Vertically Iniagrated Utlliles Expossd To Potential Cash Fiow Volatillty Dus To Changss In Fuel And Powar Costs
Recovery Mschanism

Rats
Company Rating {Businass profils | fredizs of
(‘PI "'I"" acare}
b raie cap

Nao, orweak H

Exposure to
thallanged

potamtisl
cash flow
velatity

I g.p:m Comment
machanism reiations

APS han had & powss SUpDly

| adjustmant mechaniam {PSA} n platce
wince March 2005. The PSAs

- d by annua! adust and
peniodic surcharges. APS can dsfer for
Rture rate recovery 0% of the
differance betwsan sctus! fuel and
power costs and the amourt Indudad
I baca raies, Oversl, the PSA ks very
waak. First, 1L & briggered besed on a
dxts [onca a yaar in February 2008)
and nol en & {hrsshold level of
defermals. The annus sdjustmant Is
also cappad ata mils par khowslt-hour
for the e of the P3A, which has boen
fully utflzed. To recover mmounts in
sxcass of the adustmaent. APS st

Arlzona Public

(Pinnacle West | BBB-/Stable/A-3 (6) Consldersble
Capital Corp.)
(Anne Sefting)

Tile 1o & 3pacial srchamgs, bul only
after annuat PSA adjustrents have

3/27/2006
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bean Implemanted. Surcharge
requests are not capped, tut there
nao concrede tmelne for resohstion.
APS hat a matwital rellanca on gas,
with il of ity recant, plant addliions
baing natural gas-fired end it
normaily reliahls Palo Verda nuceer
faclly axperencing operationsl
Bsues, The company's serice area in
prowing aboid 4% @ yesr, i hls
under & sedi-buld marstorum and ks
contracting for supplies to mestioad
growth.

The company has requestad a
monihiy fusl and snergy cotl recovery
mechantsrs, but the Misseurt
: Commissicn stif needs 1o formalize
Empire District © [nes g m-;bml g
Elactrie Ca, BBB/MNogative/A-3 X clauses in the siate. Aboul 80% ol
(Garrit Japsen} : ) Han Conalderstle Enpie's owned genealon is gas-
fred. Due to the recent pridng
srvivorunant leas than 30% of snergy

supply Mokt of Emmpire's eNelgy.

Agulia's receal rate settlamant in
Missourt Includes updated fusi costs in
base rales and afiminatss the
cOmpany'a inledm snaigy chargs.
Rates weri intc sffed! in March 2006.
Tha company may gain fubure scoaas
10 & fusl and purchasod powe
adustment (FAC) machaniam, On July
14, 2008, the governor of Missouri
signod 2 ke oatabiiahing 8 mesns for
recovering prudently Incurrad susl and
nguu.:; purchased-powss costs without golng
St.s “J"u"?" P . w » ganaral m-:u- I-:awuwr,
S-Waich PowB-3 (¥ x ssoun Commisalon mus! lssus
a:mﬁnq " : High Consldacabie | 10q bators the law can be
{Searry Sivay Implemanted. Moreover, the inkial
4 filng must be rmads In conneclion with
1 genersl rade proceeding. Aqula
pecis to e for & FAC i #s nexdt
slectric rate case, which it miy nol fiia
wnld July 2006, In 2005, about 53% of
owned capacity In Missaur i3ed gas
as & primary o combination fual.
Agulla's Sibley plant alsa accounts for
. abowl 20% of Missowrt-gadicaind
capacily. The company musi actively
hedge e exposure 1o the gas and
whOWme Powel TKALS.

The company |s operating under st
siscrric rata freaze frough year-end
2007, Its fuel and purchassd power
scdjuster was aliminatad in 1994, While
' :i%ntmnmmhmmu
ind by coal and umnlum, GUtsge
g‘fm"' risk bs mignicant. Qulput oM the San
Jusn Genaratng Station and the Paio

htt'o:!/wwwz.standardandpoors.corrﬁservlctfsa.tcilitc?pagt:namc-sp/sp_arﬁclciA.rticlcTcmplatc&c=sp_article&cid=l142629065865&b=..{ 372772006
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Hew Waxico Yards Musiaar Generating Station
PNM typlcalty meals about Ba% of he
Rasources in.) company's powet heads. Ywhia not the
{dudith Walte) primary reasan behind Standend &

- BRB/MNag/A-Y (67 % b intarmadisia | Considerabls | Poor's outicok revision io negative on
Jan. 23, 2006. oparstional diftcultios
at Pelo Varde, lack of an sdjuster, and
the high cost of repl scement powe:
contribiuied to e rating action.

Tucson Elsctric’s ratall ratas arm
. frozen thvough 2008 undar a
Tucson Eleciric satismen| agreemend reached n
Fower Co. 1008, That cald, the company has a
[Unisource BA/SablaB-2 {5} X X Intsrmaciste | Considerabls |targaty coab-trod generation Neal. SUK,
Enargy Com,) outage rak is aignificant with the
(Anna Setting company’s two Springorvite units

. typleally accounting for about 50% of
onesgy genecsisd,

Bazs ratas ane capped through 2010,
Fual tosts and powar purchases ars
Virginia Eluciric aubjoct to a tcad rats recovery
& Powar Co. MM'L 2007, when 8 cre-tme
o treant will be
m inc) | BOWStable/AZ (8] X X [ iste | Coniarable [Sontsmes Dot wansition
pariod, the sk of fusi-related <08t
Prabhu) under-lecavery is boms by the
coimpany. Wa adtimate fuel-relatad
losses at about $200 mition (aterdax)
In 20045,

O July 14, 2003, the govemnor of
Missocr] signed Into imw naw
lugialation satavilsning a means for
Rt to TRt prudantly Incumed
s - fusl wnd purchssad-power coats
withoul going thraugh a gerecal rala
{harn Gy s o et
. B+, " uo fore the 13
s BBBeAVaich Nag/A-2 (8} x niarmaciate | Intarmediate | MR8 MeR et T

a ganary) rate proceeding. As such,
the company doos nol cumently have
[ access to u fusl and purchasad-power
f adjusier, AMONERUE depends on the
Callowary nudeer {aclity to produce
200Ut 16% of s power neats.

CILCOY) traradmisslon and dhiribulion
opacaiions arm undsr a rale freaze
tivough 2008. The company aes a
load-lollowing (kil requirements)
coniract with an afikate through 2008,
Cartaln {linats Wpisiatnrs have

wxin
Bomeah b (0) |x | Low  {rumadice | e e Fouse f i 188
yon, wich would hawe forced
CILCO, CIPS, and [P 1 stsort: the
differancs bebwesn thelr cagped retel
. ¢ frutos gad ihe {manket) cost of sendce
cmuqm c' , nols . and power procunement aftor the

P coniracts
| (Amursn Comp } oxping at the o of 2008, However,

htr.p:/Iwwwz.standa:dandpoors.com/servlcuSatell.ile?pagenamc*-splsp‘arl:ic1dAn.icleTemplalc&c-=sp_nnicle&cid=r1 1426290658658b=... 3/27/2006
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about
Seamon tcoms of e campany’s penng
! geltvery aeraca rate hike requesl

Pasanl Amuren has noted that an
sapliiy 10 adjust retes to refect hut
W timaly recovery of powar supply
Qosls could, i the extrema, lead 1o
CILCO (mnd s cther IBinols wililies)
Aing for bankruptcy. Pokticel anad
regulatory cirgumatances that coukt
result in & bankrupicy filng causad
Standard & Poor's to lowsr ard place
T reting of CIPS on Credityatch win
nagative implications on Oct 3, 2006,

Caniral Yemmonl lacks aa fual
aiustment

machanism and has a
oon
with Uy regulators. That sald, he

) company has very s gac exposum.
Ganhls\::dmm Still, i ks highly depandent on & unli-
Public ce . . cantingant purchasnd power contzact
Com. Lypnny } BB+/Stables— (8 X x insrmediate L tnemediate L o e Vrrmont Yarikes
Sova)

Nuclear fadEty. i an outage occurs,
the company mus! request spproval io
defer replacamant power costs,
Recovery is only aodmesad during
formal reis cases, which end to be
0Ty two to thres yoars.,

Al s Ohlo FiretEnengy companian
arw undar » rate freeze thipugh 2008,
Fusl cosis up to §7% milkon, 377
miloa, and $79milflon in 2008, 2007,
and 2008, reapactvaly will be
Govelana racovared from s distrioution snd

Wumiating Co fransmiskion customers though &
(FirstE: BEBR/Stablel~ (67 X X Low Irdarmediate 1 fual-racovery mechantsn, if ihéreased
mm)m furl costs are grester than the fus-
Prabhu mcovary machanism revenuas, the
axcesa m‘ll will bs detemed w the
| companias end recoversd over 25
yaurs commandng with the
dizminuton retn case st olfecive on
or efr January 2009,
Gensration rtss had baen trozan
Suring the transiian periad. which
Columbus eaded In Decermber 2005, the
Scuthem Power company has agreed 1 & rate-
Ca, (Amarican mblh.uion plany Mupl annual
Elecric Power | DEE/Skable/~ (49 x X Low 1 k rains at 3%
Co. In odd ' Ihmuuh zma Tha plan does not
Si'pm:z}n inciude s fusl-adjustment mechaniarm,
but the company b relient on low-Cosl
Amarican Elactic Power coa-fired
systam ganacaton.

Az per ity stipuation with the Putlic
LAty Commission of Ohio, the
company mey fie for nawasos to
generation rates o ba 1% 10 reflecl
ncreased costs in fuel (used In owned
gerwration), snvirormantal

hitee/fwww.standardandsoors.com/serviet/Satellite Ppagename=sp/sp_article/ArticleTemplate&c=sp_article&cid=11 42629065865 &b=...
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compllanca, txes, reguliory
changes, and sacurity measunss, On
April 4, 2005, tha comparny Gled &
rmquest o implamant » rale
slablization sucharge sfwcti Jan.
1, 2008, The plan was approved and
will phase LD rates the eftect of
Incraasing fusl snd smviranmental
costs aver five Ysars, fram Jlnll;::
2008 through Decamiber 2010.
mﬂ”&f‘ﬁ.‘;’t" typical residantial customer whl
Inc.) (Brian B8P ostiver (5] X X Low irtarmadiste ﬁﬂm a 867:“ mu in rates n
and es treRee
Juniag tharsaftar and thraugh 2010,
Customens &e now schaduled o pay
markat pricas for peneration atariing
onty kn 2011, Tha compary |s long
capacity and coal rellant (95% of ke
| alactric outpul was from coal-fired
units in 2004). Qulags sk is
modersts, with the company's Slvart
Hart acoouriting for 81% of DP4ALY
coakfirad capacdily,

Groon Mountsln lacies u fosl
adjustment mechanism, bul has vivy

Uitle gme sxposlig, St the company
i it on & unit

purchased-power

from the Vermon Yankes (VY)
Graan Mountaln ‘ nucesr faciilty. I also makas short
Powar Com. BBB/Stahle/~ {87 X b4 Intormodiaty | latermedials  [en power ke purchases, which
{Jeanny Sliya} {the comparry must continually hadge.
i » VY outage otcurs, Green
Mourtaln st nequest spprovs)
defer t power coMs.
Recavery i only addmessd duting
formal rais casan, which tend to be
wvary two to thres yaers.

Whikes ratas are st on a codbol-
30vice basls, Indlany Michigan's base
rales are capped Mrough June 2007,

Ita fuei racovary rate s capped
tndisna trrouph that tme panod at a level thet
r&i,mium Ib:m sutomatically Increzsed in Janyary
a‘m;ﬂm BBE/Stable/~ (8) X X Low I duin | 2008 and will o vu -g:in [ Jan.:u!
Ca. ine.} {Todd m&.mm'umdmmm
Shipmanj sxcasd tha caphed fue! ratox
pemined throuph June 2007, SEl, the
. COompary ls ralingi on low-oost
Amesicsn Elaciric Power coal-fired
system generation,

‘The company plans 10 sk West el
I

Monongaheia Virginia raguiatice Lo reinstate s

Power Co.

dmmu, which was sliminated In 2000,
Wieghony | B8+ Pastivei- () x iesermeciats | intarmaciate | Mononty e s rotasces orreyel
Enargy Inc) ' | sxposss it 1o feing coml
{Tobixs Hsjeh} Maraaver, % company's coal plants
have moderats outage rigk, which can
expose tha <ompany to Incrementally

httn://wwv&.standardandpams.com/scrv!eUSate]lite?pagename=splsp__arﬁcle/Am'clcTempIate&c=sp_a.rticle&cid=1142629065865&b=..'. 3272006
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highar replacamanl costs.

Rosdurces) BHPoritive/— (87

High

Intermediate

A shorl capacity position has
Tistorically exposad Nevada Power to
wholesale pawar markety, [n 2004, the
company purchased 56% of Hs snergy
needs. Since then, the company has
acqulred 1,800 MW of gs-firad
gorreration, which wil reduce ks
sxposure (o the whola power markats,

history with regutatens. In 2002, tha
Pubic Uyttas Comimission of Nevada
(PUCN) disalowsd 5434 millon kn
deferned power cosis. Relations are
now miach Improved. in November
2043, the PUCN approved an
Inlegrated rescurca plan {IRF} in
which Nevada Powsr cbitang aparoval
bators entaring into lang-tenm power
contracts, Shod-tsrm powerHusl
purciazas are adjusted Luough now
base tarif energy rates (HTER]), which
the company can file up Lo bwics &
year. BTER rates arw silli subject to 4
prudency review, but the IRP lays oul
claar nak-managament guidelines that

IRP. Nevada Powsr has completely
recovared dufersd power costs, with
no digallowances for the paxt two
yaars. SUI, the companyhas not
dccumulsted larga balanoes thet
would reafty vost regulators.

?,;m‘" BEE/Stablai— (€7

intsrmediate

Sam Clevaiand Eleclric.

Boctric Power | BBE/Slabla/— (47

Low

Intarmadiate

Gansration rates had been frozen
guring the imreion pedod, which
endad i Decarmbar 2008; the
company has agresd & & i
stabliization plan that caps snnusi
increasas In genecation rales at 7%
thiu 2008, Tha plan doas not Incude a
fual adjustment mechanism, it the
company Is rellan? on low-cost
Amaerican Eleciric Power coak-firad
sysiem generation.

mcg.’im) ASStableA-2 (5]

hnn:/'/'www}!.slandarda.ndpﬂors.com/serv]eUSatellite'?pagcname=splsp_anicle!ArticleTcmplatc&c=sp_articlc&cid—l!42629065865&&)-..!. 32712006

Inlsrmwdinte

intermedisie

Cwnad gunaration ls mostly coal-fired,
bt the company’s short posttion
#xpasas i 10 the wholesals powar
markets, which in Uish ang Oregon
iy trtven by bydio and gas prces.
The company s adding & 1,000 MW
combined-cycis gas tutbing, which will
Incressa its relance on gaw. -
Howgvor, the company has hedgad
against price wnd voluma fuctugtions

Page 9 of 2%
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threugh 2007, Lack of 4 PSA hes been
mitigated somewhat by Bve recant
Implamentaion of forward Wat yeasrs in
oy staios.

Portiand typlcally purchases about
30% 10 35% of iix anergy
requirimants trom tha wholessle
market through cantracts with tenons
of lass than thros yasrs, An additional
3% to 10% comes from cwned gas-
fired generation, whils 2n additicnal
20% 1o 25% |3 expased Lo hydro sk
X - hydro Thia dapandence creatss ine potantial
gamﬂan? Elect mul:i?d for varlabllty in power supply coets,
nan| s i and constihuias Portand's principal
Co.{Leo BBB+HagatieiA-Z {3} from intprmediate § intermedlatd buainass rai. Whila the company’s
Carrlia} wintonnt pasa-through mechaniem alows PGE.
mechanism * %o pass most of this variabliity through
© | e cusioman, there s curmently na
mechaniam o share the raks and
rewiarcs of hydro varisbility, Portland
z flle & comprahenaive proposal
eaing il power cosd vardabilly
issues, Inchuding the pess-through
machanism, as past of s 2007
Qenaral ruis caea,

The company's saxpastrs (0 sxcals
powar costs |s 1emporarily capped, but
Is o8t 1o increass baginning mid-2008.
A multhysar "powar-cost cap® currently
Uty tha corrpary's cumulatbe powar
coat axposurs to $40 mificn, & kvel
‘Ih-( the company axcasdad in 2004,
After b posver-cost cap axpiras, the
company's ennual exposurs will ba
delemined by the “ahasing bande” of
s current power-cost adjustmant
rmd'unllm tPCA) mechianism, which
¥
a8 uuu power cosls mest
Pugel Sound cartan thretholde o an snmual st
Enargy Inc. m cutinthe lllg:r‘;m’l:nh Tom !
gm?ui:‘wv BEB-/Stable/A-3 (4) X Intarmiadiate | Inlermeain® | 4y 13 Coacambar 2008, I 2007 4rd
Camle) out, the CompsNy's exposure will
dapand on the Washington Utiities
and Transporistion Commission's
dechion ngnrdlnq Pugel's pmpoud
mwvislon fo the PCA mechanism th
would il Uw company’s upoaum sn
WXDOE power costs 10 50% of tha Arst
25 mitilon, i compartson, he
threshokis undar the sxisting PCA
weposs the company 1o 100% of the
first $20 milllon of axosss power cosis,
50% of the next §20 milion, 10% of
the next $30 miflon and 5% of excess
' | sewar costs beyond §120 millon, The
. uthiry's rellance on hydrosisciric
suppllos and short-tarm markat
purch. ity

hnu://wwwz.sta.nde:da.ndpoors.conﬂservl:t/Sar.ellitc?pagcname=sp!sp_anicle/AxﬁclcTemplatc&c=sp_artic]e&cid:l142629065865&b=..!. 372712006
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prafia.

in 2004, Slerra purchased §5% of tts
energy requiramants, the majority of

which was from the ST pawer
markats, Including hydroalsctric pawar
Sleire Pacific from the Morthwaest. Fuel snd hydro
Eujwor ?.dﬂc rizk make recovery machonisma
ors Pa . important. Like eiater utlity, Nevada
Rasouros) B+ Postivel— (6 x Hgh ket | pouay, Slamra's relatons with
am natarich
e raman) reguiaion have besn histaricilly

troubled, with $58 miion In defermed
power costs disatiowed in 2002,
Ralations are now much improved
given the compary’s IRP and accass
{0 twice-a-year BTERs.

Tolsdo Edicon
Co. (FetiE ‘
CNP(F] e |saesstabior (97 % X Low intormediats } Ses Claveland Electlc,
Prabhw)

Westar has [ gas sxposure but
modersia outage sk dua b the Wolf
Creak Nuclar Station (Z1% of
capaclty). in Dacsmbar 2003, the
X Kansas Corporation Commission
Bt (adpatmant . Rivaa v o v ottt o
Ine. 15 ] BB+/Poaltive/— ; on Torecas| »
Basman] = i ndiP) I it ™ with perlodic trus-us. To e extent
however) actiral costs differ from billed amounts,
thosa amourtts will sccrue In &
batancing mocount that wil be clearsd
at lsast anrually and recovered in a
subssquar period. Hence. detered
balances shoukl remaln mansgoable.

Supulated agresmants between the

Weslsr Enargy

company's ratea through 2000, but
Deant the comprny panmission (o
requast, through a genersl rate cass,
N “interim snergy charge” 1o cover
. axpected power co¥ ereases during
¥ansas City the impiamantation of the company's
Power & Light fiva-yaar, $1.3 biion capdal program.
Co. (Groat ! As agreed, the company fiied 3
Pluing Energy | BBE/Stable/- (8) X Interradiate | Modwest | wacal raln cone ganly tis e with
both commiaglons, but declined to
Canihe) requesl an INiarm energy charge i
withat of them. The company’s
genarelng faat consisis four coal
plarls, 8 47% tareat in e Wolf
Cresk nudaar plant, and several oll
and gas-fired plurits. Ansol
cancantration la modecais, with the
largest resource, Wolf Creek,
scounting for batween 20% and 25%
of anergy supply.

As per ita rate 2greement with tha
|owa Utilities Board, Mid-Amancan has
agresd nol ko request & penera! rate

htta:!Iwwwz.standurdandpoors.comfscrviethatelliLe?nagcnamc=splsp_a:ﬁclcmrticlc‘l‘cmplate&c=sp_articlc&cid=1142629065865&1:*.1 372772006
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incranss i raies belors 2012 uniess
3 Yown Jusistictional slectric ROE talls
bedow 10%. The lows Office of
Consumar Advocala has agress not to
requast or SUpPOTE any rate decronses
bafors January 2012. Tha company
e eborrnan oA, Tl
Engrgy Co, A-{SlablalA-1 (5 X 2ment ms| . wid,
(Seot Taylan ) X Low Modest | Ec cats all of its sattgansraied
powar (about T8% of thelc needs) fram
coal and NUcear sources, k purchasse
nhout 24%, bt only 11% under short-
tarm contraces of spet purchases. Gas
1x not on tha margin in the raglon,
Lastly, none of the company's units
arw exceptonally ge.

Table 2 Elecinic Distributors With Exposurs Ts Patsnita) Cash Fiow Volatility Dus To Changes In Fusl And Power Coats

Supply
contracts | Supply Regulsters
Rating (Bus! - Genaration plvtlh: counterpartiss :‘:‘g;""“ Exposurs ta
nesa rate cap |aghi v
Company (Parent) (Analyet scom) pre uP[rlﬂnz “u;mmodﬂy t’;.:‘ﬂ;ﬂum axtanslony '::In::;L’ Commant
date Jand contract ormarkst .. ity
volume termination? raty phase-
Hak? Ins?

{with affbates mnd
thirk-party
suppliers) to maet

mm Edison Co, (First Company more than
Erey o) omen i) (SOBCUSKI- () 2010 fumati [Yen e oot | G
flows can ba

httn:waz.sta.nda.rdanduoors.comfscrvlct/Sate!litc?pagcnamwsp/sp_anicldAnic!eTemplnte&c=sp_a.rticlc&cid-1142629065865&b=..!. 32702006




Schedule WLG-1
‘Fuel And Purchesed Power Cest Recovery In The Wake Of Volatile Gas And Power Merkets—1).8. Electric Utilities To Watch Page 13 of 29

2010, the company

termination by
FinEnargySupely
cauld waaken Met-
Ed's adit quality
considarably.

The campany uses
Ronc valume {block
power) purchasad-

-party
suppliers) to meat
Ja (omd obligations.
This makes Ponn-
Biectic sansitive o
variatons in POLR
volumes. It POLR
volumag fuctuate
more than
apoaciod, he
company’s cAsh
fiows can be
mfimcteg. The

(FiestEnargy Supply}
- has thrsatsnad to
Ponnsyiants Electlc Co. (FIst Company

termingia is power
Enerpy Corp.) {Ansash prabhy) [ BBE/Stabiel— (4] ww v‘;l?m‘:d n:; Yo No Conaldaruble | contract win Pann-

Elcirit; f egutators
<0 not authorize
adequats paEs-
through of fusl-
rolaiad casl

charged by
FirstEnargySupply).
Ax puch, conract
B
could waaken o
Penn-Electric’s
hnu'j/wwwz.swnda:dmdmors.mmfservlcUSatcllite?pagcname-‘-sp/sp_am'clu'AniclcTcmplatc&c-sp__nnjcie&cid=I 142629065865&b=... 3/27/2006
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Baltmore Gas 8K38; Elciric Co.

[Constaliation Enorgy Inc.)
(Toblas Heioh) <Aabletaxts
<labladata

alg*>

bty

BEBANECh PowA-Z (3}
<Nubleduta> <abletext> 2008
<Asbietaxt> <tablotext> Yes
<Aahlatexd> <tabletaxt- No
<ltabletext> <tabletext> Markel
wie ohass-in &pproved
<hablaluxt> <tabletaxt>
Inlerradlals <Rablalex
<labletext> The company
cumenily purchases power from
an Ifﬂhu vin & [oad-following
contract that explres In mid-2006.
Rutidental rates sre capped
through July 1, 2008 and reflect
1his legucy conitract, i March
2008, Maryland regulators lssued
areia stabllzation plan that will
phaae in higher (residential)
POWEr DIOES OVAT two Yeam

instaad of all st once lumnn July

ctttpman iha full coalof hu\ﬁnu
povesr on the wholesale manet.
Bsitimore Gas ARI8: Elactic
custornars wil pay full markey
rates starting July 2008, while tha
utillty can charga s 5% annual
Inderest rmte In the Intsiin for e
cos! of sudskilng rete-payers at

would have ralssd bils by 40% to
51%, with the Enal amount 3ubject
10 resuits from the company's
annus aucdon for wholesale
powar, Under tha above plan,
Initig) lacroases wil be Emited 1o
21%. Balimors Gas &838;
Elactric will ba subject

implications panding
Constallationt¥148:s marges with
Tigher-mbed FPL Group inc.
<fabletext> <tablarows
<tablgrow> <iablelx> Cantrat
lnols Public Service Co.
{Ameren Com.) (Bartbara
Elsaman} <Aablstext> <tablagaia
subtyses"tatloratingsdata™
BBB+/Wiich Neg/- {'4)
<Nabledata> <tabietexd> 2008
<fableiaxt> <tabletaxt> Yes
<ftablaiaxt> Qadiktext> Na

http:/fwww2 standardandpoars. com/serviet/Satellite 7pagename=sp/sp_article/ Article Template&c=sp_articledcid=1142629065865&b=... 3/27/2006
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<Reblatst> <ablsiaxt> Posaltie
peneration rate cap wdsnsicn
<fabistext> <tabigtext>
Intermediale <tabintit>
<tatisiaxtr Cantra Linols has
POLR reaponsiblty thaough 2005.
That sald, i has u joad-following

obligat

legieiaiors have shemoted ta
wdend rats cape and the
company’s POLA respanslhility by
snother thvae ysars, which would
hava farcad the company ta
Procurs pawer at market rates
wihoul adequals o timely

recovery of lncremental costs.
However, thers is st0{ uncartainty
about the autcoms of the

Amacan has noted that an insbillty
to mdjust rales to refiect full and
timedy racavery of powar supply
casts coulid. In it exireme, load
10 Central !Heols (and lix othar
Klinoly utiities) Wing o+

rsguiatacy

coukd result In v banknaptey filing
Ghused Stancard 5434 Poar's to
lowsr its raling of CIPS and place
& on Craqlifwatch with negative
implcations on Oct, 3, 2005.
<Anbigtaxt> <tablrows
~inhlsrow> <iablotexi>
Commonwealth Edison Ca,
{Explan Corg.) (John Kannedy)
<tablatext> <tabledsia

Sublypeeabinratingeda (s
BBE+Waich Nag/d-2 (4
<Aabledata> <tablatext> 2008
<Hableiext> Yot
<Mablelaxt> <tablsiext> Ho
<tablatext™ <tablatsxt» Poasible
genaration Mo cap sxdansion
“Anbitaxt> <lablataxt>
Infermedlate <tabletexts
<labistaxt> To maat ix POLR
obiigaticn, the company has
 amterad into a load-following
conirad with wifllaie Exsion
Getwiation Co. The tontrac] iy
txad wl reguisted genamtion
cappad ratas through 2006,
Exaton Genoralion bears risks of
fuot-rotated cosl ctunges. If rae
<=mps are exterxiad in Hinois—the
ek trgnafers ta Com-Ed ns the
company's cantract with Exsion
Ganaration wik have expired.
taghslators in Cinals have

">

httpu//arara2 standardandpoors com/serviet'Satellite?pagename=sp/sp_article/ArticleTemplatedec=sp_articledzcid=1142629065865&b=... 37272006
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Incloated that they may axtend
el Caps and the company’s
BOLA responaiiility by anctrer
theek yaats, In Ootober 2008,
Standard £38; Poor's lowsred
Com-Ed's {(and Exelon's) ratings
10 $3148;BBE+ 141 40; from
EFAGA-S8145; dua to the
e | ogul

advorsanial Y
emvionmant i iBnols and the
polenial for cash fiow degradation
at the consalidated entty (dus lo s
potential rate cap extension at
Com-Ed). The company and s
parent wd wflaies are comently
on CreditWalch with ragaiive
implcatons ponding the
comphation of & nverper with Pukc
Service Enterprisa Group Inc.
<Anblotaxt> </t iorows
<iablgrows <tablatext> litnols
Power Co. (Amaren Cerp.)
(Barbars Elsaman) <Aablataxt>
<tabladata

subtype="iablaratingsdata™
BBE+Match Neg/— (4]
«Aabladsts> <tnbletext> 201G
<Mablalaxt> <laiistext> Yes
“Aableteat> <labiatext= No
<habllex1> <tablataxt> Possibie

<tablatexdt> fllnols Power has
POLR responalollly through 2008
That sakd, & has 3 lond-foliowing
{fved-pric) contrmed explring In
2006 with Dynagy Inc. to mest
wbout 76% of Ha lond
maquiraments. Cartaln Tiincls
lsgislators have stismpted to
exiand generation rate caps ang
the company's FOLR
Tosporaibiity by ancther thres
yenrt, which wotdd heve forced
IEnols Power ¢ procure powsr el
murkst ratns without adeguaie or
timely rocovery of incremental
couts. Howwvar, thers is st
uncartakrty about the outcome of
the company's pending delhary
service rats hike requasl Parent
Amehon his notsd that an Insbiity
o sdjust rates to refect full and
mely recovery of wipply
cosls could, in the sxirerme, wad
te linoty Power {wnd Hs cther
1Mnols utiites) Riing for
bankruptcy. Poklicsl and
requinary df:-lml hat '
could resul! I & banksuptcy Ming .
caused Standerd &K38; Faor's o
Tower s rating of iinols Power

httn:llwwwz.sta.nda.rdmdpoors.com!scrvlcUSateIlitc?pagcname=sp/sp,,,uniclc/A.rticlcTcmpla(e&cnsp_aniclc&cid=l 142629065865&b=... 3/27/2006
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and place it on CreditWailch with
negative implcations on Ocl. 3,
2005, <Aubletext> <tablarow>
<tablsrow> <tablolext> Potomac
Elactric Power Co. and Delmarve
Powwr 4838; Light Co. (PEPCO
Hodings 1z} (Gerrl Jepuen)
<ftabletext> <tnbladats
sublype="tabiaratingsdata*>
BB+ Walch Neg/A-2 {3)
<Asbladsts> <tabletext> 2006
<Aablatext> <tablatoxt> Yes
<Aabletmdt> <abletaxt> No
<fablabear <tableted> Possibls
markat rate phase-in </tablstaxt>
<labiatext> imennodiate
<abletext> <tabistaxt> On Mar
17, 2008, Standard E438;
Poors#148:3 placad Pepoo
Holitings Inc (PHI} wnd ke utilly
#ubsilaries (Popca and DPL) on
Craditaich with negative The company
Impii Tha lating rat d cumontly purchasss
concama thal ragulatory aclons power from sn

. |mpanding the phase-in of marke! . affilate via a load-
ratos at Pepco and DPL coutd fabowing contract
deleriorate the comparyss 1483 that expires in mid-
consalidawd fanncial protie. To 2008, Runidentiat
mirimiza the stect on reepayss ratns sre capped
of signiizantly higher power cosis. twough July 1,
afinr post reis-cap explration in Markat rais 2008 and refiact
mid-2006. PH) has proposid & BBB+/Walch Poa/AZ {3 | 2008 Yas No phase-n Intermadlate . | this lagecy contract.
phiase-h of increesad power Coaly approved Iy March 2008,
for DPL3#1463 nd Papcodii4:s Maryland regulsiors
standard offsr servics customers. Lasised = rale
GPLAS 483 proposal would slabitzation plan
resull in about $40 mifan under- that will phase In
rcaversd power costs by mid- hijher (residsnilal)
2007 with subsaquant rals power prikas over
recovery of this sccrued balanca 1wo ysars Instaad
over brg=yeiars. In Maryland, of all at once
PEPCO ind DPL. estimate thal aaing Juy 1,
urdar-recovenial could grow 2008, when the
beyand 580 milion, which would company wak
Tquire short-1em browing. schyduied 0 begin
<ftablalext> <tablerow> chargng customers
<tablarow> <ixblyiext> Duquesne the ull cost o1
Light Co. (Duqueane Lighi buylry powes on
Hokfings Inc.) (GemiL Japsan) the wholasale
«<ftxbletaxt> <tabladata markel. Baltimore
sublypa=Tablamtingedats™ Gas & Elactric
BEB/MNegaive/— ('4) <Asbledata> . customens will pay
<Qableizxt> 2007 <Aableimd> fuk markal rutos
<iabletaxt> Yas <Aablytet> slarting Juty 2008,
<tubletaxt> No <Aabielext> whise the utty can
<tabisiext> No <tabistext> charge a 6%
«<dablataxt> Modsel <gahwlexi> . annugl inbaceat rte
<talelaxt> Duguesns Light 1S in the Interkm for the
undsr 4 rais and supply plan cost of subelizing
{POLR HIj that diows s ' nl yors st

idential andt small et balow-macat rates.

cusicsmans (who dé nol choots an Shitting customens
ARomztve supplier) to receive 10 Al market-rates

1
htto:/fwww2.standardandooers.com/serviet/Satellite ?pagename=sp/sp_prticle/ArticleTemplatedecsp_article&ecid=1142629065865&b=... 3/27/2006
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 sleciric supply through 2007 st would have raised
fxed rates. Duguesns Ught bills by 40% to
procutes the anargy snd capacity B1%, With tha final
neslied : sava thess ?’momm mnﬁﬁ ®
under a Wi-equinsmants contracd
with Duquesne Pawer 83130; company’s annvel
(now = subaldiary of Dugquesne avctlen for
Light Heldings). Dugueane Power wholasala powsr.
covers Duquesns Lipht's power Unaer the above
nasds through various third-party pian, Inide)
contrads, lncluding block powar Incraases will be
cociradts, which axposs Power Urnitad to 21%,
and ultitnately Duquesne Light : Baitmore Gas &
Holdings to volume risk. Alg, o Eteciric will be
ther axtect thal marke! pross ste subject lo
highec than the rales Duqusans comimodity sk,
Light pays Duquesns Powar, Tha company is on
Ouguaine Powst may ba forced CreditWatch whih
10 acrquire snergy wnd capacily at
nluu,m-n:nlmn*roubfﬁtE‘1y ! npilcallons
cormmodHty ek, As such, whils panding
Duquesne Light's axposurs to Constallation’s

polantia] cash 8ow volatity iy
congidered S8145;modesl.dx 48
Duquasne Light Holdings'
wposure ls conskiersd
AFl4amodernteldi48; 1o
SE{4T xconsidenbie BR14R;
Duquasne Light will nowed 1o seak
approval of a revised plan to serve
POLR cuatomens after 2007. The
specifics of sakd plan could affect
our assassmant of exposure tn

rated FPL Group
nc

Buquesne Light Holdings.
<Mableled> <Aablerow>
<tablorow> <labistext> PECO
Enaegy Co. (Exalon Corp ) {John
Hormady) <shablptiit> wabledem
i tinpadita™
BBE+/Watch Meg/A-2 (47
<abledsin> <tabiotexd> 2610
<fubiytaxt> <iabieltss™ Yaa
«tablataxt> <ablataxt> No
<abletsxr> <labletaxt> Ny
<tabletexts <lubletent> Modnst
<Azbistaxt> <labielext> To meat
Rs POLR cbligution, the company
has antared Ima a joad-follgwing
coniract with aflinte Exslon
Generstion Co. The contract la
fxwd at regulated generston
capped retes through 2010,
Exslon Genaraton baars risks of

aifiate will seak 1o eminats the
conact pramaturaly, PECO's
WXPOSLY 10 potertinl cAsh flow
wolutity is charactarized as

htto:/fwww2 standardandpoors.com/serviet/SatellitePpagename~sp/sp_article/ArticleTemplate&emsp_articlecid=1142629065865&b=. . 31772006
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Sbi4d;modesla#148; Exalon ]
Generation's and parent Exsion's

wxposire gre chamcierized as
SFINE comakderable. &1 48;
<fxblewxt> <Nablocow>
<tablerow> «tabletaxt> Potomnac
Edigon Co, {Aleghany Emrgy
G} (Tobias Heleh) <Aabletext>
<{aDiedata

subtypauishistatingaduta™>

<tabletaxt> Yes <tabietes>
~ablataxt> No ~<Aabietax
«<itbislext> No <Rablatext>
<ubislext> Modest </tabletext>
<iablstaxt> Potemac Edison has &
1oad-folowing coniact with
atfilats, Allagheny Ensrgy Supply
(AES). AES provides power under
regulated generation Cpped ratas
through 2008. Cappad raiss are
below curmsit marks! prices and
AES iz suscapiidle 1o rising coal
prices. That 241, AES has
hedgad 70% or mora of its coal
raquiremants through 2008,
:«lllnﬁuny‘a casl plania hnva_‘

and a history of unpidnned

| outages, which could Inlenally the
offact of lhe capped retes on
AES's cadit profile. As such,
while Poiornacs sxposure io
potentat ash fow volatiky b
characionzad as

AM45modest LR148; AES's and
ultimalely ARaghany Energy
inc.28146;5 mposure Is
charatisrizes o
&F148:cansidecableds48; o
high 3#148; <Mtablataxt
<Anbiarow>. <lablerow>
<tabletaxt> PPL Blactric Ulilles
Corp. (PPL Corp,) (Dimb Nikas)
<Aabistend> Qabladaiz

aubitype=nabieratingadaia™ A-
JSuble/A I () <tebladats>
<lablataxt> 2000

<tabletext> Yes <ablstext>
<tabiotext> No <Asbletaxt>
~tabiataxt> No <tabletext
<t Modest <ublatexe
<ablataxt> PPL-Energy Supply
hag ggread tn supply 1ad-
foliowing powar at a fbosd price 1o
PPL Elsctic Ltites. Ganaralion
rales arw cappad thioigh 2008, IF
panaration costs are move than
what & captoed in rates,
PPLEnaigy Supply bears tha risk.
PPLEactric Utles b ing-tenoad.
fom PPL, Corp. and its affliates.

htto:/fwrarw2 standardandpoors.com/serviet/Satellite?pagename=sp/sp_article/Anicle Template&c=sp_articledzcid=1142629065865&b=... 3/27/2006
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wtablytext> <MAbisrow> !
<lablarpw> <lublebext> West

Penn Powsr Co. (Alsgheny
Eneddy inc.§ (Tobine Helet)
<Aublgtaxt>

<tablatext> No <tabietaxt>
<labl Modeat

<tabistaxt> YWaat Penn hiae a
lond-oliowing contract win
afffiaie, Aflaghany Energy Supply
{AES), AES pravides power undar
regukated generation capped rates
through 2010. Capped rates are
balow cLrTent markat prices ard
AES I3 susoapiibie to falng toal
pricas. Thil sald, AES has
hedged 70% or Mmae of itx coal
mquirsrienis throtgh 2008.
Allsghany's coal plaris have
eiow-sveraps sificlancy atstiatics
kb ofi

Gutages, which could Intensify the
sftact af ths capped rrlas on
AES's qredlt proflia, As such,
white West Penn'a sxposure to
potertlal cash ow volatithy ks
charecierizac as

S48 madesl B#143; AES's and
ultimately Aleghany Energy ing's
eaxpasure s charactarizod o

& 43 conskierableZside; 10
AR47:bigh AR14N; <MRbletext>
<Mallarcw> <Asbie> <pbject
TPy LoUrCe"2353044"

yrt RO </page>?
# {with affllaies and third-party
supoliars) (0 meet la load
oblgations. This inakes Met-Ed
SNAITve 1O varations In provider-
ofdast-rasoet (POLR) velumas. Il
POLR voiumes Ductugle more
than wpecied, ths company's
cash fiows ¢an bo affaciad. Mat-
Ed's supplier afflists
{Fi ) has
threataned lo ierminale ks power
caniract with the company I
reguiators do notl authorze
adequaie pass-thiaugh of Aasl-
rolsted cout changas. With Met-
Ed's POLR obilgation Intact
{hrough the end of 2010, the
mpany would esd to recontract '
Supply at market rates (which am
fkaly &3 b higher than tha curmen
price chargad by

ha:/fwrara2 standardancpoors.com/serviet' Satellite?pagename=sp/sp_article/ArticleTemplate&c=sp_article&cid=1142629065865&b=... 3/27/2006
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FistEnargySupply}. As such,
tontrad tarmination by

considembly. <tebletext>
<Aubisrow> <tablerow>
<abiatext> Peanaytvania Elaciric
Co. (First Enargy Corp.) (Anaash
Prabhu) <Rablatext> <tablecata
ruktype=ableratingsdata™
BEB/Stabei— {4) <tabiadata»
<tabletext> 2010 <Nabletaxt>
<tabletext> Company sxposed to
volume dek <tablelext>
<zblelext> Yeu <ftablelext>
<lablstext> Mo <Aablalaxt>
<tablatext> Conslderably
</lableioxt> <tabletext> The
company usas fxed voluma (biock
powar) purchased-pawer
contructs {with affllatey and third-
party suppllars) to meat Hs losd
obfigations. This makes Penn-
Elediric sansltive to vasiations in
FOLR volumes. If FOLR voiumes
futtuats mose then expacted, the
company's cash fowa can be
Aacied. Tha company's suppliar
afikaby (FratEnergySupply) has
thraaisnad o terminata fis powar
| contract with Penn-Eectric If
| egulsiors do not muthorize
pasa-through of foel-
relaied cosl changes. YWith Pann-
Elec's POLR oibfigalion intact
through the erd of 204 Q, the
\pany woukt nead to econiract
supply it markat ratas {which arm
Txaly to ba higher than ¥ cument

prica churged by
FirstEnagySuppiy). As such,
contract tarmineton by
FirstEnergySupply could waaken
Penn-Blaciric's cradk quality
consiierably, <Aadlatext
<fablegw? <lablerow>
<tatletaxt> Batimore Gas &
Elagtrit Co, {Constsliation Energy
Inc) (Tobine Helwh)

Caciral 1ingis has

through 2008, That
sald, it hus 2 toad-
following (fixad-
prica) contracl
axplring in 2008
with an affilats to
mast this _

' ohligation. Cartaln
. Iinals legistators
have afiempied o
extend rate caps

http:."/wwwz.standardandpoors.com/serv1::/Sa.tcllile?pagena.me=splsp_arﬁclciArticleTempIate&c=5p_arﬁcle&cid=l141629065365&b=.}. 312772006




Schedule WLG-1

Fuel And Purchased Power Cost Recovery In The Wake Of Volatile Gas And Power Markets-U.S. Eleetric Utilities To Watch Page 22 of 29
and Lhe company's
POLR responsiiity
by sTaiwr ove
yoars, whieh would
havs forcad the
eImpany 10 procurs
power Al market

without

raiss
wdequate of Umaly

Contral ilinois Putlic Servias Co, Possiie ::kl;t" el
{Amaren Cory) (Barbara BEBe/WRlch Nogi- (4] | 2008 Yos No genaton | rediale | renect it and
Emaman) Teis cap imaly recovery of
.m bl\

Centra linols {und
its other linals.
utilles) fing for
bankrupicy.
Foltical ang

raguatory
circumaiances thal
could st in &
penknupicy fing
caused Standan £
Paor's io lower is
rating of CIPS ang
pimos &t on
Credmwatch with
nagitive
implications on Gt
3, 2005.

To maat lts POLR
obligation, the
conpany has
atared into @ load-
following coniract
with aflite Exalon
Geteration Co, The:
contrati s fixed at
atad

reguidte

paneration capped
rates through 2006.
Exwon Gensrmion

hnn:!iwwwz.standa:dandnoors.com/scrvletlsatcllitc?pagcname=sp}sp_axﬁclefmﬁcleTcmplate&c=sp_article&cid=I142629065865&1#..!. 3/27/2006
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J company's contraci
with Exalon

Indicaing that they
may exisnd rate
caps and the
compary's POLR
responxibillty by
angther three
yaare, In Qctoper
2005, Slandard &

c Possibia haightened
ommonwealth Edisan Co. . ganaration advarsadial
(Exalon Corp.) {(Jotm Kennady) BBB+AWalch Neg/a-2 (41| 2006 Yas No {ntarmadiate

Ed). The company
and Bs parent and
Sifatss are

currently on
Credilvatch with
nagative
implications
peading the
compietion of B
marger wilh Public
Serdoe Enlamprise
Group Inc,

\iinoly Powee has
POLR responsibility
through 2008, That
sald, I} hes & l08d-

prics) contract
wepiring In 2008
with Oynegy Inc. to
mast sbout T0% of
Its foad

requirenants,
Certain inols
jaglsiatons hava
niempied to
saand generaion
rate Gaps and the

' company's POLR
. reaponsiblity by
nother thrae
yenrs, which would

hun:/fwww? standardandpoors.com/serviet/Satellite Pragename=sp/sp article/ArticleTemplate&c=sp_articledcid=] 142629065865&b=.. 32772006
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l have forced Hinola
Power to prooue
power st markst
rates withou)
adequats or timely
recovery of

ncramantal costs.
Howsvar, thera is
stilf uncartalnty
about the cutcoms
of the company's
panding delivery
servios rate bike
request. Pargnt
Amarun hag noted
that en inabllity to
adjust r':tu o

refiac] ful and
Posaltia dmely recovary of
power BUpply COBLE
could, In the

inots P . b anet
{anais Potar Co. (Amaren Com.) | peeswatch Neg~(4) [ 2010 You Ne Hacap | |imemodiate

| auctunalon axtraine, bead to

|lincls Pawer {snd
1 other llinois

bankruptey filng
caysed Sandard &
Poor's to lower It

Oy Mur 17, 2004,
Stendard & Poor's
placed Pepco
Holdings Inc: (PHI)
and Its utiity

) subsidarias (Pepco
and DPL) on
Craditwalch with

phasa-n of markel
ralas at Pepco and
DPL could
delaniorile e

consolidaied
financiel profie. To
jminkmiza the affect
on relepayens of

) t
httn:ffwwwz.sianda:da.udnoors.com/serviet/Satcllite?pagenamFsp/sp_arﬁcldArﬁclcTcmplatc&c=sp__aniclc&cid-l142629065865&1:”..‘. 372772006
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slgnificanty higher
power cosis after
poat Isle-tap
wpirtian i mid-
2008, PH has
proposed 8 phasa-
in of incrasnad

powar costs for
OPL's rd Fepca's
standard offer

x‘ﬂfﬂlc Electric Powar Co. and — would ;lslodt 'llTion
narva Power & Light Co. about mi
(PEPCO Holdings nl.jg) (Germiy | BEB+MNatch NegiA-2 (37| 2008 Yaa No markelrata | intsmadiate | undes-recovered
Jupaan) phase-in power coM try
- rrld-2007 with
subsaguent rale
recovery of this
aczrued balance
Owgl two-yenrs. In
Maryiend. PEPCO
and DPL esimate
that under.
recoverias could
Orow beyend $80
which

mition,
would require shor-
arm borrowing.

Duquasne Lightis
under » Tate and
Supply plan (POLR
11} Bt aliows e
taaidentisl and
small commarcial
cystomens (who do
Nt choass an
Bhemanve suppien
1o feceive slectric

{how a subsidiary
of Duquesne Light
Holaings).
Dugusesie Power
covers Duquasns
Light's power
needa through

, various third-pacty
contracts, Including
Block powel
contadta, which
exposa Power and

. [
htin/fwww2.standardandpoors.com/servieySatellite ?pagename=sp/sp_article/ArticleTemplate&e=sp_ articled&cid=1142629065865&b=... 3/27/2006
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ultimately
Duquesne Light
Holdings Y voluma
riak. Also, to the
wdsn that merke!
pricas are highar
han Hie etes
Duquesne Light
pays Duquesms
Powsr, Duguesng
Powsr may bé
forced to acqulte
srgy snd
capacity ata loss,
and thenslors bears

Dot gy iy mr ™ Sy
g 93 Inc.} (Garrit BBE/MNegaiive/e (4 2007 ¥ cansidered
Jessen { Ll 18] (1] No Mo Modest mogeeL

“comeldarabia,”
Ouquesne Light wil
nead to seek
approval of ¥
revisad plan to
sarvs POLR

To maset ks POLR
obligatian, the

FECOC Enargy Co, {Exeion Comp.}
)

{1hn Kennady BBE+/Watch Megih-2 (41| 2010 Yar Na No Modeat ropuix

is long-dated and
thers sre ne
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generution capped
ratas through 2008,
Cappad rulss are
markat prices and
AES {s suscaplibls
& rizing coul prices.
That aske, AES hay
hadged 70% or
mone af its coal
fequinimonts

Through 2004,
Potomac Ediaon Ce. (Allgheny Aleghary's conl

ENergy Inc.) (Tobizs Haieh) BB+/Pouitve/= {37 2008 Yos HNo No Modost piants have bakaw-

averags efficlency
slatiatics and a

profe, As such,
whila Pelemac's
axposune to
potential cash Row
voluthzty b

PPL-Energy Suppty
has agreed to
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PBL Electic Utittes Carp, (PPL
Corp.) (Dimitri Nikas)

AfSiablelA-Z (3)

2009

Yas
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Supply load-
tollowing power &l
4 ftxed prica to PPL
Elacitic Utilidas.
Ganeration raiss
are cappad through
2009, If ganaration
oouts arw more han
what |s capiured b
rutas, PPLERergy
Supply bunrs the
rlak. PPLEsciric
Utintias {n ring-
fancad from PPL
Comp, and ity
amlntes.

Energy Inc.} (Tobins Faiel)

Wast Ponn Powar Co. (Allegheny

Ba+/Posltvai~ {3)

2010

Yea

No

[ avaragas afficlency
 statislics and »
Fhistory of

Wast Penrt has &
Iolu-lollawha
cortract with

afflliate. Alleghany
Encegy Supply
(AES). AES
provides power
under egulated
generatian capped
ratas through 2010,

hodged 70% oF
more of e coat
raquirsments
theaugh ZN:‘.”I
Alegheny's

plants have belaw-

unpianned outages,
which could
Intansity the aflec
of the capped rales
on AES's credit
proflie. As such,
whils West Per's
axposure to
potentisl cash flow
volatklty la
charaiterized a8
‘modeal.” AES'S
and ulimately

Amiylic services pm\ddd hy Shrﬂim [ ows thngl Sanvicos (Ral
i

P ratings op

ratings lssvad b

by e

645"} xre the result of supaniie aclivities Sesignad to provedve Lhe
Sarvices are solaly siatements of opinlon and nol staiments of
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This menth, we nole the following key takeaways:

+ The number of entities at risk of potential downgrades jumped to a high of 859 in
mid-March, compared with 636 in mid-February. This count represents the highest
since the commancement of this report last September,

» Almost 86% of those at risk of downgrades were located either in the U.S, or
Eurape.

« Telecommunications and automotive sectors appeared the most vulnerable to
deterioration in credit guality, 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 polential downgrades were in the consumer
discretionary domain (telecommunications, automotive, retail/restaurants and health
care), whare prassures have been building {owing to greater consumer
indebtedness, growing uncarlainty about the housing outlook, and high energy
prices) and momentum is expected 1o decelerate.

« Among industrial issuers listed with a negative bias, homebuilders/reat estate
companies appeared least vulnerable, with only 2% of total issuers listed with a
negative bias as of Mar. 22, 2006.

« The greates! potential for downgrades was seen in the 'B+ rating designation, which
constituted 19% of total potential downgrades globatly.

Timely and ongoing surveiliance of issuers at risk of downgrades can provide value {o
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 negalive bias (i.e. negative
autlook or ratings on CreditWatzh with negative implications) are currently at more
elevated [evels 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,
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Chart1

Subsector Distribution Of Potential Downgrades As A
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Entities with either a negative cutlook or with rafings on CreditWatch with negative
implications are a good leading indicator of actual downgrades. A long-term study
published by Standard & Poor's Global Fixed Income Research corroborates this
unequivocally. CreditWatch status and outlocks 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 outicoks result in company downgrades 35% of the time.

As of Mar. 22, 20086, of the 659 entities listed with either a negative outlook or with ratings
on CreditWatch with negative implicalions across all rating designations from 'AAA' to 'B-',
68% of the issuers were based in the U.S. The highest potentizl for downgrades was seen
in the 'B+' rating designation, which constituted 19% of total potential downgrades globally.
By comparison, 332 entities were poised to banefit 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 Europa, 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 IXIS Corporate & Investment Bank reflects the end of COC's
guarantee on new debt issues and financial transactions from Jan. 23, 2007, At that time,
the long-term counterpariy credit rating on §XIS CIB wilt be lowered to the level of that of its
new parent, CNCE. Among nonfinancials, one was a Swizerand-based consumer
products company {Mesti¢ 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 Tahle 2.
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Chart 2
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Globally, the top sectors most vulnerable to downgrades were telecommunications,
automotive, retailfrestaurants, health ¢are, consumer products, and media and
entertainment. In each case, tha 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-terrn average. Chart 2 displays a breakout of both the most recent
distribution of negative bias (defined as the number of enfilies 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 1980 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 of the entities listed with negative bias are in the
integrated telecommunication services and wireless telecommunication services
subcategories. Just over half {5§2%) 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 i
years will come from altemative voice over intemet protocol {(VoiP) providers.

Within the automotive sector, 82% of entities that are at risk are located in the U.3. More
than half of the entities on the list belonged to the aute parts and equipment subcategory.
The outiook for auto supplier credit qualily is cloudy at best, since the North American auto
suppliers’ fortunes are tied in large part o those of automakers General Motors Corp.,
whose production levels are flat, and Ford Motor Co., whose production levels are
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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 cosls. Some vendors serving the sector have become
increasingly concerned about the credit quality of auto suppliers, especiatly after the Oct. 8,

2005, bankruptcy filing of Delphi Corp. and, in some cases, have imposed tighter credit
terms.

Within retail/restaurants, the majority (78%) was located in the U.S. and feil 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 retallers and cautious consumar 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 retall operations. Margins in the restaurant segment
are likely to remain under pressure because utility prices are expected to stay high and
sales frends wilt likely sofien.

Within health care, vulnerability appeared in the U.S., parficularly 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 avallable 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 oullooks largely represents longer-term credit concems, 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 sectar was in the speculative-grade
category. Sustained higher raw material and other cosis are expected to largely offset
moderately positive volume trends and any benefits of restructuring initiatives undertaken
over the past several years in addition to selected pricing activity. intense competition
amang consumer products companies and the shifting of the balance of power toward the
retailer will continue o limit upside potential for issuers. The soft goods and appare! sector
continues to face significant pressures, as has been the case over the past several years.
The demanding retail environment has led to mere promotional activity and contributed to
slowing sales growth at some of the major fextile 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, and a meore demanding, value-canscious
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 previousiy, with traditional
advertising representing an area of slowing momentum and potential negative surprises
that could neutrslize the expected boost from loca! elections and Winter Olympics.
Publishing and printing subcategory was among the more vuinerable 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 after 2005 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, homebuildersireal 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 terms of absolute count of potentiai bond downgrades, the consumer products and

media and entertainment sector led the potential downgrade list with 73 igsuers 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
prependerance of potential downgrades also appeared in the 'B' rating category—including
the "B+, 'B', and 'B-' rating designations—which constituted 38% of the total pooi 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 belaw). The
concentration in the speculative-grade segment is not surprising because speculative-
grade ratings are generally associated with greater volatility.
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Geographically, the U.S. constitutes the largest number of entities listed for potentiai
downgrade, with 443, but that concentration in part reflects the larger rated population in
the U.S. (see Table 1). Evropean and U.S. entities together made up 86% of the potential

bond downgrades.
Table 1 Negative CreditWalch And Outiook Distribution By Reglon
~Number of Issuors--
Reglon CreditWatch Negative | Outiook Negative ] Total
Asia/Pacific 11 25 38
Canada 12 n 43
Eastemn EuropeMiddie Eagt/Afica 2 6 8
Europe 38 83| 121
Latin America [ 8
u.s. 10 335§ A45
Grand totat 73 4883 659
Data as of March 22, 2006. Source: Standard & Poor's Global Fixed Income Resaerch.

Table 2 Issuaers With Negative Outlook Or Ratings On CreditWatch Negative {"AAA’ through ‘C' Rating .
Categories) |
|
Rating isauar Sactor Country [
IX15 Cotpoerate & Investment Bank (Calsse
AAA/Nagative Nationale des Galsses d'Epargne ol de Bank France
Prevoyance)
AAANsgative OF S Deutsche Flugsicharung GmbH Transportation Germany
AAAMNegative Nestle S.A. Consumer products Switzerland
AAAMNeygalive HYPO TIROL BANK AG (Tyrol {Siate of)) Bank Austria
Oberoeaterreichlsche Landesbank AG (Upper
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ArAMNegaiive Austria {State of)) Bank Austria
An+iNegative f.?:fﬁ&fﬁgﬂfﬂfﬁﬁf oy (State oy {520k Austria
AAMNag .éergzr’;mﬁlul Corp. (Jefferson Pilat Financial Insurancs Us.
AA/Neg Swiss Relnsurance Co. Insurance Switzerland
AA/Negative Aeroports de Paris Transportation France
AAMNegative American infemational Group ne. Insurance us.
AA/Negative Banco Popular Espanol, S8.A., Bank Spain
AA/Negative Fuji Phote Film Co. Ltd. Capital goods Japan
AA/Negative Nicor Inc. Utility u.s.
AA-MNeg Abertis Infraestructuras $.A, Transporiafion Spain
AA-Neg EONAG Utitity Germany
AA-INeg Gaz de France S.A* WHility France
AA-iNeg cEéHaﬂpﬂimtverband der Deutschen Industrie Insurance Germany
AA-/Nagative American United Life Insurance Co. tnsurance u.s.
AA-MNegative BASF AG E’l‘m:ﬂ;lvc;l:s. packaging, and | o nany
AA-iNegative Dexia Crediop SpA {Dexia S.A)) Bank italy
AA-/Negative Electricite da Franca Utility France
An-Negative International Lease Finance Corp, Transporiation .S,
AA-/Negativa Landsvirkjun Utility lceland
AA-Negative Merck & Co. Inc. Heaith care U.S.
AaNegative | QKO BanKIOKO Osuuspankden Keskuspankkl g Finland
AA-Negative Procter & Gambie Co. Cansumer producis U.5.
AA-Negative Prudential PLC Insurance LK
AA-TNegative Repuplic of ltaty Sovereign Italy
AA-MNegative Singapore Post Lid. Consumer products Singapore
AA-{Negative Transpower New Zealand Ltd. Lhility New Zaaland
AA-Megative WGL Holdings Inc. Utility us.
A+iNeg Cargill Inc, Consumef products U8,
Ar/Neg First Data Comp. High lechnoiogy LS.
A+/Neg Gas Naturg! SDG, S.A. Ulility Spain
A+/Neg Iberdrola S.A. Utility Spain
AsiNeg Sherwin-Wiliams Co.” Chemicals. packaging. and - 1.
Atlteg Vodafone KX. (Vodafone Group PLC |* Telecommunications Japan
At+/Negative Alistata Corp. insurance u.s.
A+/Negalive American Express Company Finance tompany Us.
A+/Negativa ASM Brascia SpA* Lnility Italy
A+/Negative BRISA Auto-Estradas de Portugal 5.A. Transpertation Portugal
At{Negative Bristel-Myers Squibb Co. Haalth care u.s.
As/Negative Canadian {mparial Bank of Commerce Bank Canada
A+{Nogative Acea SpA {City of Rome) hllity Haly
A+/Nagativa ATAC SpA (CHy of Rome) Transportation Italy
A+/Negative Enel SpA* LKility aly
A+fNagalive Enargle AG QOberoesterralch® Liittty Austria
Av/Negallve Essant N.V. Utilfty Netherlands
At/Negative Hera SpA Ultility laly

Ol and gas exploration and
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A+MNegalive Moliva Enterprises LLC production U.s.
A+/Negative N.V. NUON Utility Nelheriands
Aegaive L satancs roompeny Pooh | nsurancs us.
At{Negative RWE AG Uilfity Germany
A+/Nagative Security Mutual Lie Insuranca Co. of NY Insurance u.s,
A+/Negative Torchmark Carp. Ingurance us.
A+iNegalive UniCredito taliano SpA Bank Italy
A/Npg Aliant Inc.Y Telecommunications Canada
AMNog Allergan Inc. Health care u.s.
A/Neg ATAT Inc. Telscommunications LS.
A/Neg BAA PLG* Transportation UK
AlNeg BeltSotth Corp. Tetecommunications us. -
AMNeg BOC Group PLC (The) E;‘:’::?g‘ packaging, and |,
A/Neg Boslon Sclentific Corp, Health care u.s.
ANeg Cingular Wirsless LLC Telstommunications u.s.
AiNeg Colonlal Gas Co. (Eastem Enterprises)” Utitity u.s.
A/Neg Boston Gas Co, {(Eastem Enterprises)® LHility u.s.
Aoy Endesa SA. Utility Spain
ANag FPL Group Inc, Lhility u.s.
AMNog KeySpan Comp.* Uniltty u.S.
A/Neg mhagen Airports A/S {Macquarie Airports Transpartation Denmark
ANeg Mational Grd PLC* Uility UK,
A/Negative Avon Products inc. Consumer products u.s.
A/Nsgative Bayerische Hypo- und Vereinsbank AG Bank Gennany
AlNegativa Televislon Francaise 1 5.A, (Bouygues S.A.) Madia and entertalnment France
A/Negative Britannia Bullding Sediety Bank UK
AlNegalive Campbelt Soup Co. Consumer products us.
A/Negathve Cincinnatl Finandial Corp, Insuranca u.s.
AMNegative Corporacion Nacional del Cobre de Chile Matals, mining, and steal Chlle
AiNegative Deutsche Post AG Transportation Gemany
A/Negative Dublin Airport Authority PLC Transportation lrefand
Altegative ENECO Halding N.V. Uity Metherlands
AlNegatlve Carlbbean Utlities Co. Lid. (Fortis Inc.) ity Cayman
A/Negative Hilenbrand Industries Inc. Health care U.s.
A/Negative Loews Corp. Consumer products us.
AMegative HetLlfa nc. {nsurance 0.3,
ANegative New York Times Co, (The) Madia and entenainment u.s.
A/Megative Norsk Hydro ASA Int Ol ardd gas Norway
AfNegative Orental Land Co, L\d. Media and entertainment Japan
A/Negative Radian Group Inc. Insurance us.
A/Negative Rede Ferroviarla Nacional REFER, E.P, Transportation Poriugal
AfNagalive Telstra Corp. id. Telecommunications Australia
AlNegative Varizon Communications inc. Telecommunications U.s,
A/Negative Visa Intamational Service Agsn. Brokerage us.
ANegative WPS Resourcas Comp. Utiliy us.
A/Nagative Wyelh Health care u.s.
A-Neg ALLTEL Georgia Communications Gorp, Telecommunications Us.
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{ALLTEL Comp.)
A-Neg ﬂe: mﬂ":ﬂs Haldings of the Midwest Telecommunicalions u.s.
A-Nag Clba Spacialty Chemicals Holding Inc. g:‘:"s‘g’ packaging, and  § o erand
A-/Neg Cofiroute Transportation France
A-Nag Cvs Corp. Retak/restaurants U.s.
A-MNeg Equltable Resgurces lnc* Utility us.
A-INeg Guidant Corp. Health care u.s.
A-MNag MasterCard Intamational Brokerage Uu.s.
A-Nag Talephone & Data Systems Inc, Telecommunications us,
A-Neg Toyota Teusho Corporation Diversified Japan
A-/Negative AGL Resources Inc. Uility (VRN
A-fNegallve Alcoa Inc, Metals, mining, and steel u.s.
N e N
A-Negalive Avery Dennison Co. Srl:r:lvc;is packaging, and |, o
A-Nagative Banca Popolare dl Vicanza Scpa Bank Itaty
A-/Negalive BCE Inc. Telecommunications Canada
A-Megallve BT Group PLC Telacommunications LLK.
A-Negalive Cheung Kong (Holdings) L. Home/Reat Hang Kang
A-Megative Christchurch Infernationed Ajrport Ltd, Transportation New Zeatand
A-/Negalive Clorax Co, Consumer products u.s.
A-/Negative EnCana Corp gﬂogu"&%?“ explorationand | 5044
A-Negalive Ethan Allen intedors Inc. Consumer products U.8.
A-iNegative George Waston Lid. Retallrestaurants Canada
A-/Negative Health Management Associates Inc. Health care us.
A-Negative Hitachi Sofiware Engineering Co., Ltd, High technology Japan
A-Nogative ﬁ;’,ﬁ;‘;‘;’,};ﬂf‘ (The] (Hongkong Electc Uttty Austraiia
A-Negaiive Meiji Yasuda Life Insuranca Company insurance Japan
A-/Negative Murphy Oil Corp. Int Oil and gas LS.
A-Negative Noble Corporation gri"’:s&%:’ exploration and | g
A-Negalive Peoples Enengy Corp, UHility u.s.
A-/Negailve Republic of Hungary Savereign Hungary
A-fNegative RWE npower PLG Urliity UK.
A-/Negative Schering-Plough Corp. Health care U.s.
A-Nagative Sciance Applications intamational Corp. High techaology [VE:S
A-/Negative Skandia Insurance Co, Lid. Insurance Swaden
A-/Negalive Suzuk] Molor Corp.* Automotive Japan
A-/Negative Svenska Coltulosa Aktiebolaget SCA ;zlasr:al:;oduds and bulkding | gyagen
A-/Negativa Talenor ASA Talecommunications Norway
A<Negalive TNTNVY Transportation Netheriands
A-Nagative TranaCanada Pipelines Ltd. Utility Canada
A-/Negative UNIBAIL HOLDING Home/Real France
A-fNegative Velkswagen AG Automotive Gemmany
A-Negative Woolworths Lid, Retall/restaurants Australla
886+MNeg Albarto-Culver Co, Ratalreslaurants us.
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BBB+/Neg Ameren Corp, Uitility us.
BBB+/Neg Boots Group PLC Relallrestaurants UK.
BBB+/MNeg CanturyTel Inc. Talecommunlcations u.s.
BBB+MNeg Cinargy Com. Utitity U8,
BBB+/Neg Dow Jones & Co. Inc.g Media and enterlainment u.s
B8B+Meg Emera Inc.Y Uitifity Canada
! BBB+/MNeg Exelon Corp. Utility Us.
BBB+MNeg Knight Ridder Inc. Media and entartainment u.s.
, Chemicals, packaging, and
BBB+/Neg Linde AG iy Germany
i BBB+/MNeg McClatchy Ca. (The)* Media and enleriainment u.s.
! BBB+MNag Merck KGaA* Hoalth care Germany
BBB+Neg Mittat Sieet Co. N.V. Maetals, mining, and stesl Netherdands
BBBt+/Neg Northem Border Pantners L.P. Litility u.s,
BBB/Neg PEPCO Holdings Inc.§ Utility U.s.
BBB+/Neg Portugal Telecom SGPS SA, Telecommunications Partugal
BHB+MNeg Repsol-YFF S.A Imt Ol and gas Spaln
BBB+/Nag Telscomunicacionss de Puerto Rico Inc. Teleconununications u.s.
BBB+/Neg Thomson High technology France
BBB+/Neg Tyco Intemationat Ltd. Caplial yoods Bermuda
BBB#Neg Vingi SA. Capital goods France
BBB+/Neg Wendy's intemational Inc. Retailirestaurants u.s.
BBB+/Neg Whirpool Corp, Consumer products u.s.
BAB+Magative { Altadle S.A, Consumer products Spaln
BBB+/Nagalive Aliria Group Inc. Cansumer products u.5.
BBB+MNagative AMVESCAPR PLC Bank U.Ss.
BAB+/Negative Aspen nsurance Holdings Lid. Ingurance Barmuda
BBB+/Negative Barbados Sovereign Barbados
BBB+/MNegative | Boandwalk Pipeline Partners LP Utility U.S.
Forest products and building
BBB+MNegative BPB PLC maierials UK.
BBB+/Negative Buckeye Pariners LP. Utility U.S.
BBB+/Negative | Canadian Nalural Resources Lid. g‘;;l';’gj%f" expiocation and | 5,045
Canadlan Oil Sends Ltd. {Canadian Oll Sands Ofl and gas exploration and
BBEB+/Napative Trusty production Canada
BEB+MNegallve | Compagnie de Saint-Gobain 5.A, Fores products and building | France
BBB+/Negative | ConAgra Foods Inc. Consumer produtts uU.s.
BBB+/MNegative (EETF!{EGS Naclonal de Telecomunicaciones S.A. Telscommunications Chile
BBB+/Nagative General Millg inc. Consumer products 5.
BEB+/Negative Hellenic Telecommunications Qrganization S A, | Telecommunications Greaca
BBB+/Negalive {PC Holdings, Ltd. nsurance Bermuda
BBB+/Negative | Kinder Morgan Energy Partnors LP, g:;s;?gt&:s explorationand |, g
BBA+MNegative Koninklijke KPN N.V, Telecommunications Netherlands
BBB+iNegative Leighton Hokiings 114, Capital goods Austialia
BBE+MNegative mm di Roma SpA (Macquarie Alrports Transportation italy
BRB+MNegative | Maniloba Telacam Sarvices loc. Telacommunications Canada
BBB+/Negative | National Gitwell Inc. O ens explaration and 1 s,
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BBB+/Negative | Newell Rubbermaid Inc. Consumer products us.
; Chemicals, packaging, and
o+ '
BBB+/Negalive [ Crica Lid. onv. Sves. Australia
BBB+/Negative | Porlland General Electric Co.* Utilty U.s.
BRB+Negative ﬁ:;\?h Jarsey Gas Co. (South Jersey industries Uity Us.

; : 0n and gas exploration and
BBB+MNegative | Talisman Energy Inc. production Canada
BBB+/MNagative | Time Wamer Inc.§ Medla and entertainment U.8.
BBB+/MNegative Union Fenosa S.A. Uithity Spain
BEB+/Megative Vector Lid, Utllity New Zealard
BBB+/Negaliva | Weatherford International Ltd ;?:L:Sgﬁvg;s exploration and g ryyda
BBB+MNegative | Wisconsin Energy Corp. Utility U.s.
BBB/Neg Alinta L4, Uittty Australla
BBB/MNeg Augtrallan Gas 1ight Co.(The)* Utility Austratia
BBE/Meg AutoNaticn Inc.* Automotive u.s.
BEB/Meg Audarautes Paris-Rhin-Rhone Transportation France

Chemicals, packagling, and
BBB/Neg Degussa AG ony. SYeS. Germany
BOB/MNeg Entergy Corp Utility u.s.
BBB/Neg GTECH Holdings Corp, Media and entertainment us.

Forest products and bullding
BBBMNeg Lafarge SA. malerials France
BBB/MNeg Loftomatica SpA Medla and enteriainment Itsly
BERMNeg Matteil Inc. Consumer products u.s.
BBB/Neg CNEOK Inc. Uility u.s.
BEB/MNeg Pilkington PLC Formst products and building ).
BBB/Neg Reynolds & Reynolds Co. (The) High technology u.s.
BBB/Neg Supervaly Inc. Consumer products u.s.
BBB/MNeg Toshlba Caorp. High technology Japan
BBB/Nay UGI Utilitres Inc. (UGI Corp.} Utitity us.
BBB/Negalive Ascar 5.A Medla and entertainment Franca
BBB/Negalive BAE Systems PLC Aeraspace and defense UK.
BBB/Negative Beckman Coulter Inc, Heaith care u.s.
BBBMegativa Cardinal Heatth Inc. Rataitrastauranis us.
BBE/Negative Claco Corp. Utility u.s,
BBB/Negative Convergys Comp. High technology U.8.
BEB/MNegative Crana Co. Capital goods u.s.
BBB/Negative Deutsche Lufthansa AG Transportation Germany
BBB/Negative Duguaesna Light Holdings inc. Utility u.s.
BBA/Negative Elisa Corp. Talacommunications Finland
BEB/MNepalive Empire District Electric Cg. Utility U.s. 4
BBB/MNegative Fumniture Brands Intemational Inc. Consumer products u.Ss.
BOB/MNagaiie Gaoverturent Ceveloptment Bank for Pueilo Rloca | Bank 1.5,
BBB/Negatt H lian Electric ind Inc. LHilky u.s.
BOB/MNegalive Intemational Papar Company xﬁsnlaﬁsmduds and building .S,
BBB/Negative John Fairfax Holdings Ltd.* Medla and entertainment Australia
BBB/MNagative Jonas Apparel Group Ing, Consumer praducts u.s.
BBB/Negative | Kinder Morgan Ing, g‘;ﬁg:‘ exploralionand 1) 5,
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BBB/Megative Laurentian Bank of Canada Bank Canada
Oil and gas exploration and
BBB/Negative Magellan Midstream Pariners LP production u.s.
BBB/Negative Marsh & Mclennan Companiag Insurance u.s.
BEBB/Negative Metro inc, Retallrestaurants Canada
BEB/Negative Minebea Ca. Ltd, Capltal goods Japan
BBB/MNegativa Maontpelier Re Hokiings Ltd, Insurance Bermuda
i Forest products and building
BBB/MNegative Norbord inc. materials Canada
EBB/Negalive PNM Rasources inc LHility us.
EBE/Negalve  { Raxam PLC Chemicals, packaging, and |,
any, SWCs,
" Cheimicals, packaging, and
BBB/Megativa REM Intemationat inc, anv. 5vCs. U.'S" i
- Chemicals, pachaging, and
BEB/MNegative Sealed Air Corp, halngineny u.s.
BBB/MNegative Southern Union Ca. Litllity s,
BBB/Negative Terasen Inc. Uity Canada
BEEB/MNegative Universal Health Senvces inc. Heallh care u.s.
BBB/MNegative Waddell & Reed Financtat Inc. Bank us.
BBBMegative | West Frases Timber Ga. Ld. Forast products and bullding | 5nadq
materials
BB88-TMeg Albestson's Inc. Retallirestaurants Us,
Oil and gas exploration and
BBB-fNog Black Hills Corp. production u.s.
BBB-/Neg Bumiputra-Commerce Moldings Berhad* Bank Malaysia
B8BB-Meg Falponbridge Ltd. Metals, mining, and steel Canada
BBB-/Neg Inco Ltd, Metals, mining, and stea! Canada’
BBB-/Neg g:g;:agg’;lgphom & Telegraph Co. (Sprint Talecn!_'nmunicatlnns LS.
BBA-Neg Gantel Corp. (Spnt Mextel Corp.) Telecommunications u.s.
BEB-/Neg Telesat Canada Telacommunications Canada
BBB-Neg ThyssenKrupp AG Capital goods Germany
BBB-/Neg Vermoent Electric Cooperative Inc Litllity u.s.
BBB-/Neg VNUN.V, Media and entertginment Netherands
BBB-MNeg ‘Waison Pharmaceuticals inc.” Health care U.s.
BBB-MNeagative Amartican Axe & Manufaciuring Holdings Inc. Automative us.

o Chemicals, packaging, and
BEB-MNagative Ashland inc. env. EVes, us,
BaR-Hoegative Avnet inc. High technalogy .S,
BBB-/Negalive Big Lots Inc. Ratailrestaurants us,
BEB-/Negative Clear Channel Communications Inc. Media and entertainment LS,
BBB-MNegalive CNA, Financial Corp, Insurance us.
EBB-Magalive Computer Associales Intemalional Inc. High tachnology U.5.

N Chemicals, packaging, and
BBB-/Negative Cytec Industries Inc. Ny, SVCS. U.S.
BBB-/Negative Deluxe Caorp. Meadia and antertainment u.s.
BBB-/Negative Diversified Utility and Energy Trusts Uity Australia
BB3-/Nepgatve Flecironic Dala Systems Corp. High technotogy u.s.
BBB-/Negative L-3 Communicstions Holdings inc. Asrespace and defense U.s.
B8BB-/Nagative Mashantucket Westemn Paquot Tribe Madia and entertainment uU.s.
BBB-/Negative | Methanex Corp. Chemicals, packaging, 8 canada

Forest products and bulkling
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BOB-Megative  § Norske Skogindustrier AGA* materais Norway
BBB-/Negative New York Communlty Bancorp, Inc Savings and loans u.s.
BBB-/Negative Nexans S.A, Capltal poods France
BBB-MNagative Pianeer Comp. Caphtal goads Japan
BBB-MNegative Prodssurance Corp. nsurance us.
BBB-/Negative Sainsbury {J.) PLC Retallirestaurants UK.
BBB-/Negative | Sappl Ltd. ;oargsrf a;::aducts and bullding [ o o Asiea
BBB-/Negalive Scholastic Corp. Media and enterlainment U.s.
BBB-Negative | SEACOR Holdings Inc. E‘rljf:g“g:s explorafion and ||
BBB-MNegative Skylark Co. Ltd. Retailfrestaurants Japan
BBB-MNegative | Southwestem Energy Co. g gas explorationand |5
BBB-/Megative Symbion Health Lid, Health care Australia
BBBNegative Universal American Financial Corp. Insurance U.s.
BBB-Negative Universal Comp.{ Consumer products U.s.
888-/Negative Victor Co. of Japan Ltd. (4vC Corp.) Capital geods Japan
BB+/MNeg Affliated Computer Services Inc, High technology u.s.
BB+MNeg CBRL Group tnc. Retailrestaurants us,
BB+/Neg Fresanius AG Heatth care Genmany
BB+/Neg Lear Comp, Automative U.s.
BB+/Neg Liberty Media Cofp. Media and entertainment U.Ss.
BE+/Neg Nippon Shest Glass Co. Lid. Caphial goods Japan
BB+MNeg Senslent Technologies Corp. Consumer products u.s.
BB+/Neg Valentia Telecommunications upc Telecommunications Ireland
BB+/Negalive Allgameine Hypothekenbank Rheinboden AG Bank Germany
BB+iNegative Citlzens Communications Co. TYelecommunications u.s.
BB+/Negative Edison Funding Co. LHillty U.s,
BB+/Negative EMI Group PLC Media and entertainment UK.
BB+MNegative | Ker-McGoe Corp. mu“;%:‘ exploration and 14;6.
BB+/Negative | Nova Chemicals Corp. E::":Eg' packaging, and {05 04a

) BB+fNegative Oriental Financiai Group Bank u.s.
BB+Magative Rent-A-Center Inc. Consumer products us.
BB+/Negaiive RJ Reynolds Tobacco HoldIngs Inc. Consumer products s,
BB+/Negative Sears Canada Inc. Ratallreslaurants Canada
BB+/Negative Sears Holdings Corp. Retailireglaurants u.s,
BB+/Negative Stena AB Transportation Swaden
BB/Neg Asia Aluminum Holdings Limited Metals, mining, and steel China
BB/MNeg Aztar Carp, Media and entertainment u.5.
BR/MNey Blyth ing, Consumer products uSs.
BB/MNeg Bristow Grouy Inc. g;u";g‘:" oxplorationand ||| g
BB/MNeg Cinram Intemational Ing.™ Media and entertainment Canada
BB/Neg Fairfax Finandlal Holdings Lid,” Insurance Canada
BB/MNeg Ferro Corp. S'_'t‘:";'\f’::' packaging, and [, o
BB/Neg Longview Flbre Co.* Forast products and bulding .
BB/Neg PanAmSat Corp, Telecommunications u.s.
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8B/Nag Prida International inc.* E‘I‘L::gﬁ%:s expiorationand  f |, o
BB/Neg Royat Group Technologies Ltd.Y] Fofos! products and bulldng | canada
BB/Neg Sanyp Eleciric Co. L.td, Capital goods Japan
BE/Neg TOC AJS Telacommunications Denmark
BB/Nep Valnl Inc.* Chemicals, packaging. and 5.
BB/Negative Applelon Papers Ing. ';:’;E.'::‘a‘l’?d“c‘s &nd building [, g
B8/MNegative ArdinMaritor nc. Automolive U.s.
BB/Negative Bombardier inc. Aerospace and defense Canada
PB/Negalive Brown Shoe Co. Inc. Retailresiaurants u.s.
BR/Negative Cascades Inc. ::n‘;‘;"'d‘ail’:’dm and bullding | &0 age-
BRMNegative Constellation Brands tnc. Consumer products \U.S.
BB/Nagative Cooper Tire & Rubbar Co, Automotive u.s.
BB/Negative EnerSys Capital goods u.s.
BBMegative GC Inc. Telecommunications U.s.
BB/Negative IKON Office Sotutions inc. High technology u.s.
BB/Megative Jack in the Box ing, Retail/restaurants u.s,
BBMNegative Joumnal Regisler Ca. Madia and entertainment us.
BB/Negative K2 Inc. Consumer products U.s,
BB/Negative King Pharmaceuticais Inc. Healkth care Us.
BB/Negative LifePoint Hospitals inc. Health care U.s.
BB/MNegalive &ﬁmﬁhﬁ CG;TE(I:')LC Morris Madia and entertainment u.s.
BBMNegative NBTY Inc. Caonsumer products us.
BB/Negative Readar's Dipest Association Inc, Media and enterlainment u.s.
BB/MNogative Rock-Tenn Co. ;«;r;srg;:;ududs and bullding 1,5,
BB/Negative Sarvice Carp. Intemational Haalth came s,
BB-MNeg AAT Communlcations Corp.* Telecommunicatlons U.s.
B88-/Neg Aleris Intemational Inc.” Metala/mining u.s.
BB-fNeg Aurelia Enaigy NV. 33332&5 eqplrationand {0 dands
) BB-Neg Baxi Holdings L3.” Gaphtal goods UK
BB-/Ney Beverly Enterprises Ing. Health care us.,
BB-Neg Comverse Technology inc.* High technblogy U5,
BE-fNeg Doral Financia) Corp, Bank u.s.
88-/Neg Duratek Inc. Chericals, packeging, and |y,
BB-/Neg Hillte Intemational Inc. Automolive u.s.
Bi-iheg Hudson's Bay Co, Retallfrestaurants Canada
BB-Neg Inteisat L1d. Telacommunications Bermwda
BB-/Neg Intrawest Corp,* Media and entertainment Canada
BB-+Neg Kerzner intemnatlonal Ld.” Media and entertainment Bshamas
BE-MMeg lé'lglrt;:gl:;;“(:hemicah Inc. {Lyondall Chemical S::rr;lvcg‘s. packaging, and Us.
BB-MNog Navistar Intemational Corp. Autemotive u.s.
BB-Neg Seftbank Com.* High technology Japan
BR-Neg Stonerdge Inc i Adtomotive u.s.
BB-/Neg Susquehanna Media Ca, Media and entertainment u.s.
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BB-MNeg Swift & Company Consumer products us.
BB-/Nep TNS inc.* High technology u.s,
BB-/Neg Tommy Hilfigar L.S.A, Inc, Consumer preducts us,
BB-Neg United Components Ine.” Automotive us.
BB-/Nag United Rentals In¢, Capital goods us.
BB-MNegative ALCO Brands Corp. Consumer products U.s.
BB-Negative Rlaska Air Group Inc. Transporiation U.s,
BE-Megative AMN Healthcare Inc. Health care U8,
BB-/Negatlve Angiotach Pharmaceuticals Inc.* Heatth care Ganada
BB-MNegative Buckeye Technologies Inc.* i;aar;:: apI;Dduds and building Uus.
BB./Negative Cable & Wireless PLC Telecornmunications UK
BB-/Negative Clrsa Business Comp. S.A. Media and antertainmant Spaln -
BB-/Negative Consolidated Communications Holdings Inc. Telecommunications u.s.
BB-/Negative Cott Corp. Consumer products Canada
BB-/Negative D&E Communications Inc. Telacommunications us.
BB-/Negative Del Monte Foods Co.* Consumer products u.s.
BB-Negative Dote Food Co. Ingc. Consumer products L.8.
BB-/Negative | Domtar fnc. Forest products and bulding | ¢anada
BB-/Megative DRS Technologles Inc. Aerospace and defense us.
BB-/Negative Exiendicare Inc* Health care Canada
BB-/Negalive FairPoint Communications Inc. Telecommunications u.s.
BB-MNegative Ford Motot Co. Automotive u.s.
BB-/Negalive | Forast Ol Corp. g"w’;‘gi%:s explocation snd ) g
BB-/Negative GulfMark Ofishora Inc. g"o:":gugi‘ exploraion and [y, o
BBNegative | Hilcarp Enargy | LF. gj'uft':gtgf explorationand |, o
88-Mepative lowa Telecommunications Sarvices Inc. Telecommunications u.s.
BB-/Negative iste of Caps Caslnos inc. Madia and entertainment u.s.
BB-/Negative TFM S.A. de C.V. {Kansas City Southem} Transportation Mexico
BB-/Negative Landry’s Restaurants Inc. Retail/restaurants u.s.
BB-/Negalive Massey Energy Co.* Metals, mining, and steel u.s.

) BB8-{Negative Mediacom Communications Corp. Telacommunications U.5.
BB-/Negstive | M+eal Corp. ;‘;‘;“eﬁaﬁ‘“’m and building | ¢ 1ang
BB-/Negatlve Navarre Cotp. High technology u.s.
BE-/Negative Newpark Resources Inc. 3':’;:;'90:" exploration and ) o
BB-Negative Owans-llinats Inc. f:lf“;g’ packaging, and | ¢
BB-/Nagailve ‘;&%g:g::omt!gs LLC (Publle Service Uliity US.
BB-Negative CQuebacor World fnc. Media and enterlainment Canada
EB-MNegative Regat Entartainment Group Medla and entertainment LS.
BB-MNegative Rotech Healthcare Inc. Health care us.
BB-MNegative Sanmina-SCi Conp. High techaology u.s.
BB-/Negative Sequa Corp. Aerospace and defense u.s.
BB-/Negative Sinclair Broadcast Group Inc. Madla and entertalnment us,
BB-/Negative SSA Global Technologies Inc. High technology u.s,
BB-/Negative Stater Bros. Holdings inc. Retailfrestaurants u.s.
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BB-/Nepative Slillwater Mining Co. Metals, mining, and steel us.
BB-MNegative Synagro Technologies inc. E::Tif::.s' packaging.and | ¢
BB-/Nepative T Automotive Lid.” Automotive UK,
BB-/Negative TravelCenters of America inc. Retall/rastaurants u.s,
EB-/Negative Unisys Corp. High technaology u.s.
BB-Negative USi Heldings Corp. Insuranca u.s.
BB-/Negative Workflow Management tnc. Media and entertainment .S,
BB-fNegative WRG Flnance PLC E:f";t_‘:‘s packaging, and |,
B+/Neg Activant Solutions Inc.§ High technology u.s.
B+/Neg Asarg Corp, {Aearp Technologies Inc.) Capital goods u.s.
BeiNeg . w::ntsut;:al Insurance Co. {Atlantic Mutual Insurance us. -
B+/Neg Bally Technologies Inc. Medla and entertainment u.s.
B+/Neg CFR Marfa S.AY Transportation Romania
Be/Neg CMC Magnetics Corp. High technology Taiwan
Btieg Drosser Inc. '?:L:::u %a;s exploration and us.
B+/Neg Emmis Communications Comp. Madia and antertalnment us.
B+iNeg Jo-Ann Stores Inc. Ratalresiaurants u.s.
B+/Neg Nash Finch Co. Consumer products LS.
B+/Neg Naticnal Beef Packing Company LLCY Consumer products u.s.
B+/Neg Finnacle Entertainment inc.* Media and entertainment u.s.
B+/Neg SAZKA 2.5 Modia and entertainment S:;ﬁ';“c
Br/Nag Sea Containers Lid, Transporiation Barmuda
Beitog ga;l;d} Medical Corp, (Select Medical Holdings Heafth care us.
B+/Neg SIRVA Inc. Media and entertainmant u.s.
B+/Neg Standard Asro Holdings Inc. Aaroepace and defense Canada
B+MNeg Stone Energy Carporation F?ri:,danugﬁg:s exploration and |, 5
B+/Neg Tele Columbus AG & Co. KG Telecommunications Germany
BriNeg Thitmany LLC* Foross products and bulding 1y s,
B+/Negative Affinity Greup Holding Inc. Media and enterdainmant us.
B+/Negative Alion Science and Technology Corp. High technology u.s.
B+/Negative Alibritton Communications Co. Media and entedainment U.s.
B+/Negative Alliance Cne Inlemational Inc. Consumer products u.s,
B+/Negative AmeriPath Inc. Health care us.
B+/Negative Antenna TV SA. Media and entertainment Greecs
B+/Megative Apptis Inc. High technalogy (VE-3
B+/Negalive Audatex Holdings LLC* High technology U.s.
B+iNegativa Baerkline/BenchCrah Holdings LLC Consumer products u.s.
B+/Negative 8illing Services Group LLC High technotogy 1.5,
B+/Negative CapRock Holdings Inc. Telecommunications u.s.
BriNepative Caribbean Reslawranis LLC* RedaVisstaurants s,
B+/Negative Caitols Gorp. Ratallrestaurants U.s.
B+/Nagative Center for Diagnostic Imaging Inc. Health care u.s.
B+iNegative Central Parking Com. Consumer products us.
B+/Negative Century Theatres Inc, Media and entertainment u.s,
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B+/MNegative Caniveq inc. Media and antertalnment u.s.
B+/Negative Chiquita Brands [ntemational Ing, Censumer products u.s.

. B+/Negalive Cincinnati Bell Inc. Telscommunications U.s.
B+/Negative Cinemark USA Inc. Media and entertainment u.s.
B+/Negative Cognis Holding GmbH Enh:‘:iv?s‘?' packaging, and Germany
B+/MNegative Coliing & Aikman Floorcoverings Inc. Consumer products L.s.

| B+/Nagallve Concentra Inc. Health care u.s.

1‘ B+/MNegative CPi Holdc:o Ine. Aerospace and defense u.s.

: B+MNapative Data Transmission Network Corp. Medis and entertainmeant Us.
B+MNegative Diagnostic imaging Group LLC Health care u.s.
B+/Negative Dollarama Group LP Retlaifrestzurants Canada
B+/Nagative Eastman Kodak Co. Media and entertainment us. -
B+/Negativa Euramax Intemational Inc. Capital goods U5,
B+iNegative FastenTech Inc. Capital foods u.s.
B+/Negative Foodcorp (Proprietary) Ltd. Consumer products South Afrca
B+/Negative Garresheimear Alpha GmbH g:‘:'zt::s packaging, and Germany
B+/Negative Graphic Packaging infernational Inc. ‘l:;r::‘:al:;oduds and bullding us.
B+/Nagative Gray Television Inc. Media and entertalnrment u.s.
B+iNegative Hayes Lemmerz International inc. Altomotive us.
B+/Negative Hexion Speciatty Chemicals Inc. Shomicals, packaging. and g,
B+/Negative HM Publishing Corp. Media and entertainment .5,
B+MNegative AP Worldwide Services Inc. Capital goods us,
B+/MNegative IASIS Healthcare Carp. Heatlth care u.s.
B+MNapative interpublic Group of Cos, inc. Media and entestainment u.s.
B+/Negalive IPC Acquisition Corp. High tachnology u.s.
BtiNegative Japan Adtines Corporation Transportation Japan
B+/Negalive Jarden Corp.* Consumer products u.s.
G+/Negalive Jean Coutu Group {PJC) Inc.* Retailirastaurants Canada

! B+/Negative Keystone Automolive Operations inc. Automotive : u.s.
B+/Megative Knowledge Leaming Garp. Health care us.

- B+/Negaltive Lenox Group Inc. Consumer products U.S.

B+/Nagative Eg{gzg‘:&’g Casino LLC (The) (Majestic Media and ertsrtalrment (PR3
B+/Negativa Mapco Express Inc. Retai/restaurants u.s.
BtfNegative Mark IV Industries Inc. Automotive U.S.
B+MNegative MarkVWest Energy Parners LP Utillty Uus.
B+/Negative Masonite Intemational inc. fﬂ‘:;“‘_}a'i;"d”d’ and bullding | -4
B+/Negalive Matria Healthcare Inc, Haealth care u.s.
B+/Negative Mauser Baleiligungs GmbH S’?:':'vcfs's packaging, and | comany
B+/MNegalive MedCath Heldings Corp. Health care U.s.
B+MNagative Monitronics intemationai inc., High technology u.s.

! B+MNegalive OfficeMax Inc. Relailirestaurants u.s.
B+ /Negative Oriental Trading Co, Inc. Relailirestaurants u.s.
B+MNegalive Parry Edis Intarnational Ing. Consumer products U.s.
B+/Negative Per-Se Technologles inc. High technology u.s,
BriNegalive Pierre Foods inc. Consumer products u.s.
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B+/Negallve Finnadle Foods Group [n¢, Consumer products s,
B+/Negative Plastech Enginesrad Products Inc. Automotive Us.
BriNegaiive Py Gem Indusiries inc. Forast products and bulding 1 s,
B+/MNegative Polymer Holdings LLC Chamicals, packaging, and | s,
BtMNegative | Pope & Talbot Inc. Forest products and buiklig 1, g
B+MNegalive PQ Carporation S::"s‘ifg“' packaging. and |, o
B+MNegative Proteclion One Alarm Monkoring ne. High technology u.s.
B+/Negative Psychiatric Sohitions inc. Heatth care u.s.
B+/Negalive Radlologix inc. Health care LLS.
B+/Nogative Reddy ice Hoidings Inc, Consumer products l.is.
B+/Negative Rent-Way Inc. Retallrestaurants us.
B+/Negalive RGIS Inventery Specialists Retail/testaurants U.S.
B+/Negativa Rite Aid Corp. Retallrestaurants us,
B+MNegative Riverdeep Holdings PLC Media and entertainment lreland
B+/Negative Roundy's Supermarkets Inc, Consumer products u.s.
B+MNegalive Safety Products Holdings inc. Caphal goots u.S.
B+/Negalive Secutus Technologies inc. High technology U.8.
B+/Negallve SFX Entertainment inc, Madia and entertalnmant u.s.
B+/Nagative 5GS intemational inc. Media and entertainment u.s.
B+/MNegalive Simmons Bedding Company Consumer products u.s.
B+/Negative Smurfit Kappa Group Lid. ;Zrliﬁai’;w“m and bullding | | erang
B+/Negative Soto Cup Company S:\’er:l\"c:sls packaging, and u.s.
B+/Negative Southern States Cooperative Inc. Consumer products u.s.
B+/Negative Slanadyne Haldings inc. Automotive U.s.
B+iNegative Team Haslih nc. Health care u.Ss.
B+/Negaliva The Newark Group Inc. ;ma?;"d“d‘ wndbuldiog 5,
B+/Negative gl:pn:l)ational Mill Servics Inc. (Fube City IMS Matals; mining, and steel u.s.
B+/MNegative U.5. investigations Servicas Inc. Consymer products LS.
B+/Nagative Untfrax Corp. Captital goods us.
B+/Nogative US Oncology inc. Hesith care .S,
B+/Negative USEC Inc. Metals, mining, and steal u.s.
Br/Negative Vestel Eiektronlk Sanayi Ve Ticanat A.S. High technaology Turkey
B+/Negative VICORP Restaurants Inc. Retailirestaurants u.s.
B+/Negative Visteon Corp. Automotive U.5.
B+/Negalive Vitamin Shoppe Indusidas Inc, Retailrestaurants (VE:%
B+/Nagative Vought Akcraft Industries Inc, Aerospace and defense us.
B+/Negative Windsor Quality Food Company Ltd, Censumer products u.s,
B+/Negative Wm. Bolthouse Farms Inc. Consumer products us.
B+Megative Wornick Co. {The} Agrospace and defense U.5.
B+/MNegative Wyle Laboratories [nc. High technology u.s.
B+/Nagative Xerum Technologies Inc, Capital goods u.s.
B/Neg Belden & Blake Corp. g‘i and 9as exploration and ;¢
B/Neg Getronics N.V. High technology Netherlands
B/Neg Hawaiian Telcom Communications Inc. Talecommunications u.s.
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B/Neg Heliywood Theaters Inc. Medla and entertainment us.
B/Neg inn of the Mountain Gods Resort and Caslno Madia and entertainment u.s.
B/Neg LifeCare Holdings Inc. Haalth care .S,
B/Neg Pler 1 Imports Inc.* Consumer products us.
B/Nag PRIMEDIA Inc. Media and entertalnment U.s.
B/MNeg Progressive Gaming Intemational Corporation® | Media and entertainment u.s.
B/Neg Reno De Medicl SpA g_'l‘:ms:‘fgs packaging.and |,
B/Neg Sunny Delight Beverages Co.y Consumer praducts . V-
B/Neg Triumph HealthCare Holdings Inc. Health care u.s.
B/Neg True Temper Sports Inc.§ Consumer products us.
B/Negative Affinla Group Inc. Automotiva u.s,
B/Negative Agrokor d.d. Consumer products Croatia -
A/Negative Amarican Pagific Corp. Chermicals, packaging, and | g,
B/Negative Arnarican Satety Razor Co. Consumer producis us.
BNegative American Wholesals insurance Group, Inc. Insurance u.s.
BiNegative AMF Bowiing Worldwide inc. Media and enterlalnmant U.s.
B/MNagative Amscan Holdings nc. Consumes products us.
B/Negative Ardagh Glass Group PLC g:“;g“ packaging, and  §)510n4
B/Negative Aftantic Broadband Finance LLC Telecommunications U.S.
B/MNegative BA&G Foods Holding Corp. Consumer products Uu.s.
BNegative | Brana Servias Ol and gas expiration and |
B/MNegative Brookstone Inc.* Retailrestaurants .5,
BMegative Camike Cinemas Inc. Media and entertainment u.s.
B/Negative CasaBlanca Resorts Media and entertainment U.S.
B/Negative CLS Medical Health care us.
B/Negative COMSYS [T Partners Inc. Media and entartainment u.s,
B/Negative Continental Alriines Inc. Transportation us.
B/Negative Damavo Group S.A. Telecommunications VK.
BiNegative Del Laboratonies Inc, Consumar products u.s.
B/Negative DoubleClick tnc. Madia and enleriainment u.s.
B/Negative El Pollo Loco Inc. Retallrestaurants U.s.
BiNegative EutoFresh inc. Congumer products uU.s.
B/MNegative Eyo Care Centers of Amarica Inc. Retailrestaurants us.
B/Negative Fage Daky Industry S.A. Consumer products Greece
B/Negative FGX Intematlonal Inc. Retailrestaurants u.s,
B/Nepative FHC Health Systems inc, Insurance u.s.
B/Negative Fraser Papers inc. fnc;f;sr:a?;oduﬁs and ouilding Canada
B/Negative Friendly lce Cream Corp. Relailrestaurants u.s.
B/Negative Genera) Motars Corp. Automotive s
B/Negative Ganeral Nutrlion Centers Inc. Retallfrestaurants u.s.
B/Negative Greaktown Holdings LLGC Medla and entartainment u.s,
B/Nepative GAS Corp. High technology U8,

} BNegative Hanger Crihopedit Group Inc. Haalth care us.
BMegative Hamy & David Operations Carp, Retallirastaurants us,
B/Megative Hasd N.V. Media st enterdainment Netherignds
BMegative Hines Horllculure Inc, Gonsumer products us.

http://www2.standardandpoors.com/serviet/Satellite7pagename=sp/sp_article/ArticleTemplatedee=...

L

312772006




Downgrade Potential Across Credit Grades And Sectors

Schedule WLG-2

Page 20 of 22
B/MNegative HIT Entertainmant Lid. Media and entertainment u.s.
B/MNegative Hunter Fan Company* Cansumer products u.s.
BMNegative InSight Health Servicas Corp. Health care U.s.
B/Negative integrated Alarm Services Group inc. High technology u.s.
B/MNegative Interactive Haalth LLC Consumer products u.s.
B/MNegalive InterDent Inc. Health care u.s.
BMNegative [anguage Ling Holings Inc. Madia and entertainment u.s.
B/Negative LBG Holdings LLC f{?:’:ﬁ‘ packaging. and | p ance
B/Negative Lefnor Health Predudts Inc. Consumer products u.s.
EvNegative Linens n Things Inc Consumer products U.8.
BrNagative Marquae Holdings inc. Media and entertainment U.s,
B/Nagative MD Beauty Incomporated Consumer products us, .
B/Nagative Melakdyne Corp. Automotive VR
B/Negative Montecite Broadcast Group, LLC Media and entertainment U.S.
B/Negatlve MedQuest Inc. (MQ Assoclates Inc.) Haalth care u.s.
BiNegative MSC - Medical Services Company Health care LLS.
B/MNegative Nabl Biopharmaceutlcals Health care u.s,
BMegative Nyeo Holdings 2 ApS Health care Denmark
B/Negative Petro Stopping Centers Hoidings L.P, Retailirestaurants u.s.
B/MNegative Polypore Intemational Ing. Capitai goods us.
BMegative Pregis Corporation E::TVC;‘S packaging, and u.s.
B/Negalive Rellant Energy Inc.§ Utility us.
B/Negative Rostayrant Co. {Tha) Retailrestauranis u.s,
B/Napative Spanish Broadcasting System inc. Madia and enterfainment u.S.
BMNegative Spheris inc. Health care u.s.
Biegative 5§5&C Technalogles Inc. High technology us.
B/Negalive Susser Holdings LLG Retallrestawrants u.s.
B/Negative Tenet Healthcare Corp. Health care .8,
BMNegative Time Wamer Telecom inc. Telacommunications us.
Bi/Negative TriMas Cormp. Capitai goods u.s.
B/Negalive Ultrapetrol (Bahamas) Lid Transportation Argentina
B/Negative Vitro S.A. de C.V. ;ﬂ;ﬁa??d”m and bullding | ien
B-/Neg Advanstar Communications inc. Media and entertainment u.s.
B-/MNag Amarican Madia Operations tnc, Media and entedainment u.s,
B-/Neg Global Auvlomotive Loglslics S.AS. Automotive France
B~/Neg IT Holding SpA Consumer products italy
BINeg Leap Wireless Intemational inc.* Telecommunications Jys.
B-/Nag Norted Networks Lid. {Nortel Networks Comp.)* High technology Canada
B-/Neg Viskase Companies Inc. Chemicals. packaging, and s,
B-/Negalive Amkor Technology inc. High fechnology u.s.
B-/Nagative ASAT Holdings Lid. High technology Hong Kong
B-/Negative Btockbustar inc. Relailrestayrants s,
B-/Negatlve Biue Ridge Paper Products Inc, :g&z::ﬂpl;ududs and bullding u.s.
B-/Negative Concordla Bus AB Transportation Sweden
B-/Negative Conexant Systems ine. High technolagy u.s.
B-/Negative Constar international inc. g:“f':‘f:;s packaging. and | g
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B-MNegative Comell Companias Inc. Consumer products U.s.
B-Nepative Danka Business Systems PLC High technclogy u.s.
B-/Negalive Dave & Buster's Inc. Retaitfrestaurants LS,
B8-/Negalive Dayton Superior Corp. ;c:;sﬂta;:;oduds and bukiding u.s,
B-MNegative Di Glorglo Corp. Consumer producis u.s.
B-/Nagative Dobson Communications Corp, Tetacommunications u.s.
B-/Negative Durkin' Brands Inc. Relall/restaurants v.s,
B-Negative Dura Automotive Systems Inc. Automptive u.s.
B-/Negative Eagle Family Foods Inc. Consumer products us.
B-/Negative Focus DIY (Finance) PLC Retaitirestaurants UK.
B-/Negative Haights Cross Communications inc. Media and enerlainment u.s.
B-/Negative Hackler & Koch GmbH* Aerospace and defense Germany
B-/Negative Kerasotes Showplace Theatres Holdings LLC Media and entertainment u.s.
B-/Negative Kinatek Inc. Capital gooda us.
B-Megative MAAX Holdings tnc. Forast products and bulding | canada
B./Negative Manila Electric Co. Ltitity Philippines
B-Negative wg:mﬁ‘g&o:e& I:roducts Lid. {Mitar ;:Emmduds and building |~ oo
B-Negalive MM Produdts Inc. f::;!;:a;:smduds and building u.s.
B-/Negative Mothars Work Inc. Retallrestaurants us.
B-/Nagative MSX Intemationa! Inc. Automotive U5
B-MNegalive Morth American Energy Partners inc e as exploration and. | Ganada
B-/Negative ORBIMAGE Inc. Talecommunications u.s,
B-Nagative Pathmark Stores Inc. Ratallirestaurants u.s.
B-MNegalive Portola Packaging Inc, S::’:L":s"" packaging.and ;) o
B-/Negative Rompetral Group N.V. (The) g::ms explortion and Romania
B-/Negative Rurai Cellular Corp. Talecommunications .S,
B-/Negative Schefenacker AG Automolive Gemany
B-/Negative Standard Motor Products Inc. Automotive u.s.
B-/Negative Thermadyne Holdings Corporation Capital goods u.s.
B-/Negative Uno Restaurant Holdings Gorp.™ Retailrestaurants U.s.
B-INegative US Alrways Group inc, Transportation us,
B-MNegative US LEC Cormp. Telecommunications .S,
B-/Negative Verlis inc, Media and entertainment u.s.
B-Megative ‘Wise Metala Group LG Matals, mining, and steel us.
Paren! companies are istad in parentheses. *Indicates an issuer new 1o the lists sincs the Feb. 22, 2008,
commentary. findicates an lssuer moving 1o a negative outiok from CreditWatch Negative or to CredItWatch
Negative from a negalive outlook sinca the Feb, 22, 2006, commentary. Data as of March 22, 2006. Source: Standargd
& Poor's Global Flxed Income Research.

Analytie services provided by Standard & Paar's Ratings Sarvices (Ralings Services”) ane the resull of separle activilies designed to preserve the
indeperdence and abjectivity of ratings opinbns. CredH retings issued by Ralngs Services are solely statemerits of opinion and not stelements of
fact ar recomimendations to purchase, hotd, or sell eny securties or make any othar investment decisions. Accordingly, an}v user of credit ratings
lssued by Ratings Services should not rely on any such ratings or other opinion issued by Ralings Services in making any investmant decision.
Rafings are based on information received by Ratings Services. Other divisions of Standard & Poor's maY have information thatls not available 1o
Raﬂ:gls Sarvices. Standarg & Poor's has eskblished policies and procedures 1o maintain the confidentiafily of non-public information recetved during
tha ratings procass,

Ratlrigs Sesvices recelves compansallon for s ratings. Such compensation is nonmally pald efther by the issuers of such securities or thind parties
participating In rmarkeling the securiies. While Slandard & Poor's feserves e Hght lo disseminate the rating, it receives no payrment for doing so.
excepl or subscriptions to Its publications. Additional information about our fee policy Is avallable at www.standardandpoors.com/usratingsfees.

Disclaimers Privacy Notice Terms of Use Reguiatory Disclosures Site Map  Help
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RESEARCH

Research Update: Empire District Electric Downgraded
To 'BBB-' On Expected Tight Financials

Publication data: 17-May-2006
Primary Credit Analyst: Gerrit Jepsen, CFA, New York (1) 212-438-2529;
gerrit_jepsen@standardandpoors.com

Credit Rating: BBB-/Stable/A-3

Rationale

Sn May 17, 2006, Standard & 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 &
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.
Alsoc, senior secured debt ratings were lowered tec "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. o :

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 '&'
{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 generaticn 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 Misscuri
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 guality because the company relies on a relatively
high level of natural-gas-fired generaticn 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 commpany'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,.9%x, FFO to
total debt of about 17%, and total debt te total capital of approximately
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56%. When calculating these ratics, Standard & Poor's considers Empize's
trust-preferred securities as having minimal eguity content due te 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 30%, so Empire will
need to seek external financing te fund its large capital needs.

Short-term credit factors

Empire's shert-term rating is 'A-3'. As of March 31, 2006, Empire had
$3.4 million of cash and a 5226 million unsecured revolving credit
facility available for working capital and as backup for its CP. The
facility was recently increased from 5150 million, with the
incremental $76 million allocated to support an LOC issued in
connection with the company's participation in the Plum Point ccal
unit. As of March 31, 2006, Empire had 546 million drawn on its
revolver and no CP outstanding. Empire currently maintains sufficient
liquidity to post additional ccllateral under a stressed scenaric 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 wmillion in 2008.

Qutlook

The cutlook is stable and incorparates the expectation of steady financial
performance through its construction program and successful integraticon of
the gas utility. In addition, we expect that Empire will finance its
cdpital needs in & manner that is consistent with the current rating. The
cutlook could be revised to negative as & result of unfavorable regulatery
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, 1f a reasonable energy cost

recovery mechanism is adopted, and if fipancial measures begin to show
sustainable improvement.

Ratings List

Ratings Lowered

To From
The Empire District Electric Co.
Corp credit rtg BBBE-/Stable/-— BBB/Negative/--
Sr secd debt BBB+ A-
Sr unsecd debt BB+ BBB-
PEfd stk BB BB+
Rating Affirmed
The Empire District Electric Co.
cr b-3

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

Analytic services provided by Standard & Poor's 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 seli any securities or make
any other investment decistans. Accardingly, any user of the information contained herein should not rely on any credit rating or
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other cpinion 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 receivas compensation for its ratings. Such campensation is normally paid either by the issuers of such
secunities or third parties participating in marketing the securities. While Standard & Poot's reserves the right to disseminate the

cating, it receives no payment for doing so, except for subscriptions to its publications. Additional information about our ratings
fees [s available at www.slandardandpoors.com/fusratingsfees.

Copyrighi ® 1894-2006 Standard & Poor's, a division of The McGraw-Hill Companles, ) . .
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