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Transource Energy, LLC
Competitive Transmission-Only Holding Company

Summary Rating Rationale
Transource’s A2 issuer rating reflects its lower business risk profile as an intermediate
holding company with FERC-regulated transmission only projects through FERC Order 1000
competitive process. It operates under FERC’s credit-supportive regulatory framework, which
provides a full forward looking formula rate mechanism, resulting in transparent and visible
cash flows and credit metrics. Its rating also incorporates the sponsor support Transource
receives from American Electric Power Company, Inc. (AEP, Baa1 stable) and Great Plains
Energy Inc. (GPE, Baa2 RUR-down), which owns 86.5% and 13.5%, respectively. The rating
factors in the anticipated large capital investment over the next 2-3 years as Transource
completes two of its transmission projects. Transource currently has two projects, the Iatan-
Nashua transmission line and the Sibley-Mullin Creek-Nebraska City transmission line, in
service.

Credit Strengths

» Lower risk business profile as a pure-play transmission company

» Supportive FERC regulatory framework with forward looking formulaic rates

» Strong joint venture parent companies, AEP and GPE

Credit Challenges

» Large capital expenditure program underway

» Leverage expected to increase before cash flow increase

» Growth depends on projects awarded through competitive process

Rating Outlook
Transource’s stable outlook reflects the stability and predictability of cash flows that
result from the FERC regulatory framework, including full forward looking formulaic rate
mechanism, and various credit supportive incentives approved by FERC. It also incorporates
our expectation that there are some execution risks as the company completes its projects.
We also expect the company to maintain leverage and generate cash flow metrics that are
consistent and appropriate for the rating.

Factors that Could Lead to an Upgrade
A rating upgrade could be considered if Transource’s metrics improve materially such that
its three-year average funds from operations (FFO) to net debt is above 20% on a sustained
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basis. Also, if the funding of the capital investment relies less on external financing and more on equity infusion from AEP and GPE,
Transource’s rating could see a positive momentum.

Factors that Could Lead to a Downgrade
A rating downgrade could be considered if Transource relies more on external financing to fund its capital investment program, such
that its FFO to net debt decreases to approximately 16% on a sustained basis. If Also, if the regulatory environment becomes less
constructive and the regulatory lag for cost recovery becomes longer, a downgrade could be considered.

Detailed Rating Considerations
LOWER BUSINESS RISK PROFILE AS TRANSMISSION ONLY COMPANY

Transource is an intermediate holding company formed through a joint venture between AEP and GPE who are investment grade
regulated utility holding companies. Transource was specifically formed to participate in the competitive processes for transmission
development. Transource receives financial and operational support from AEP and GPE through their operating agreement and service
agreements.

Its rates for the transmission projects are established through FERC, whose regulatory framework we view to be credit supportive.
Transource is regulated by FERC only and is insulated from the potential increase in contentiousness from any changes in regulatory
environment on a state or local level. Transource’s four projects are geographically diverse. These projects are in two regional
transmission organization (RTO) markets - Southwest Power Pool (SPP) and PJM Interconnection (PJM) – covering four states,
Maryland, Missouri, Pennsylvania, and West Virginia.

In addition to transparent rate setting mechanisms, Transource faces limited revenue risk as its revenue is based on investments rather
than usage volume. Furthermore, Transource faces limited counterparty risk as its revenue is collected through the RTOs from the
load-serving entities who are typically investment-grade utilities. Transmission revenue is collected from the respective transmission
customers through the Open Access Transmission Tariff (OATT) and is allocated to the transmission owners, such as Transource, by
RTOs based on the specific revenue requirement determined by FERC.

SUPPORTIVE FERC REGULATORY FRAMEWORK

Transource’s investments are FERC regulated transmission only projects. There is a higher level of certainty and transparency in its rates
as they are established through a formulaic mechanism. Transource’s rates are established on a project-by-project basis and using a full
forward-looking formula mechanism, minimizing regulatory lag in investment cost recovery. In addition, the rates are adjusted annually
with a true-up mechanism for over/under recovery. Three of its projects have established return on equity (ROE). Transource filed with
FERC to establish an ROE and forward-looking formula rate for the fourth project which is currently under a design phase. FERC has a
60-day statutory deadline to respond.

In addition to the full forward-looking formula rate, FERC allows formula rate incentives, including return on construction work in
progress (CWIP) and hypothetical capital structure during construction, a credit positive.

SIGNIFICANT CAPITAL INVESTMENT PLANNED OVER THE NEXT THREE YEARS

Over the next three years, Transource should have two projects under construction and its capital investment is expected to total
approximately $240 million. The Thorofare Area project, located in West Virginia, is a 25-mile 138 kV line, and is expected to be in
service in June 2019. FERC authorized a forward-looking formula rate, including a base ROE of 10% with a 50 basis points (bps) RTO
ROE incentive adder, and 100% CWIP in rate base. The Southern PA project crosses the Maryland and Pennsylvania border, covering
approximately 42 miles. Transource made a filing with FERC in November 2016 to establish rates to recover the investment cost.

The Sibley-Mullin Creek – Nebraska City project came in service at the end of 2016. It is approximately 175 miles (of which 135 miles is
owned by Transource). FERC has granted 9.8% base ROE but with the incentive RTO ROE adder, all-in ROE is 11.3%.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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STABLE KEY METRICS SUPPORTED BY TRANSPARENT RATE ADJUSTMENTS

We estimate Transource’s key metrics such as FFO to net debt to average around 17% over the next three years. Compared to the
16%-19% FFO to net debt average of AEP Transmission Company (AEP Transco, A2 stable), AEP’s other transmission only company,
Transource’s FFO to net debt is comparable. However, we view that there is higher concentration risk around Transource’s four projects
and cash flow compared to AEP Transco, which has a larger and longer backlog of the projects.

In order to fund the construction, Transource is expected to increase its debt level. Thus, we expect its FFO to net debt to decline
with the debt level increasing at a higher rate than the cash flow. We expect Transource’s cash flow to improve over the next three
years and beyond as constructions are completed and its projects are in service. Based on its lower risk business risk profile and limited
revenue and counterparty risks under the transparent FERC regulatory framework, we expect Transource’s metrics to be stable on
average.

As Transource is focused on growing its rate base, it is expected that the equity contribution received from its sponsors will be higher
than any dividend distributed to the sponsors. Effectively, Transource does not plan to distribute any dividend to AEP and GPE over the
next four years while it completes the projects. In addition, any development expenses incurred at Transource will be funded through
equity from AEP and GPE. Moody’s base case factors in the development expenses in the calculation of FFO as these expenses are
incurred at Transource. If we adjust FFO to exclude the development expenses, Transource’s FFO to net debt would be higher ranging
from 20% to 25% over the next three years.

Liquidity Analysis
We expect Transource to maintain adequate liquidity over the next 12-18 months.

Transource’s liquidity supports its planned investments. Transource does not have its own credit facility. However, Transource Missouri,
LLC, a utility subsidiary of Transource, has a $175 million credit facility expiring in January 2018. Transource Missouri is the only entity
within the Transource family that has a project in service. The facility includes a $50 million accordion feature and also supports letters
of credit up to $30 million. As of 30 September 2016, Transource Missouri has borrowed $115.5 million on the facility.

As of year-to-date ended 30 September 2016, Transource has funded $80.2 million of construction expenditures with internally
generated Cash Flow from Operations (CFO) of $22.5 million. FFO in the same period was $16.8 million. Funding gaps are expected to
be met through equity contributions from parent and revolver borrowings. AEP and GPE are expected to make periodic and consistent
equity contributions to Transource to maintain the appropriate capital structure during the construction phase of Transource’s projects.

Corporate Profile
Transource Energy (A2 Issuer Rating, stable) is an intermediate holding company with FERC-regulated transmission only projects
through FERC Order 1000 competitive process. It is formed through a joint venture between American Electric Power Company, Inc.
(Baa1, Stable) with 86.5% ownership and Great Plains Energy Company, Inc. (Baa2, RUR-Down) with 13.5% ownership. Transource has
two transmission lines in service in Southwest Power Pool (SPP) and two projects either under constructions or in design phase in PJM
Interconnection (PJM).
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Rating Methodology and Scorecard Factors

Exhibit 1

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
[2] As of 12/31/2015.
[3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Source: Moody's Financial Metrics™

Ratings

Exhibit 2
Category Moody's Rating
TRANSOURCE ENERGY, LLC

Outlook Stable
Issuer Rating A2

Source: Moody's Investors Service
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DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS COMMENT
ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS WITH
THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.
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ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED
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FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN
CONSENT.

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well
as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received in the rating process or in preparing the Moody’s publications.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any
indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any
such information, even if MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a
particular credit rating assigned by MOODY’S.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory
losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the
avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of any rating,
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Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S affiliate, Moody’s Investors
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professional adviser.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody’s
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally
Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal and rating services rendered by it fees
ranging from JPY200,000 to approximately JPY350,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER 1055296

5          6 January 2017 Transource Energy, LLC: Competitive Transmission-Only Holding Company

Transource PA 
Appendix 7

http://www.moodys.com



