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TESTIMONY OF SUSAN P. VOORHEES
Please state your name and business address.
My name is Susan P. Voorhees. My business address is 270
Park Avenue, New York, New York 10017.
By whom are you employed and in what capacity?
I am a Managing Director in the Global Asset-Backed
Securities Group at Chase Securities Inc. (“Chase").
Please relate your professional experience.
Since joining Chase in June 1990, I have developed extensive
experience in the securitization of a wide range of asset
types in both the private placement and public markets,
working with issuers in the United States, Europe and Latin
America. I am currently the lead investment banker from
Chase's Asset-Backed Securities Group assigned to a team
that is engaged in the securitization of the regulatory
assets of electric utilities. I was the lead banker from
Chase involved in the securitization of conservation assets
for Puget Sound Power & Light Company, which Chase co-lead
managed the offering with Salomon Brothers Inc. I am also
réSponsible for Chase's participation in the pending
securitization of stranded assets for California utilities.
Prior to joining Chase, I practiced law, specializing in
real estate transactions and land use.
Please state your educational background and professional
associations. _
I have a B.A. from Hamilton College, a J.D. from Washington
& Lee University and an M.B.A. from Rutgers University.
Have you testified previously before this Commission or

other utility regulatory agencies?
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What is the purpose of your testimony in this proceeding?

I have been asked by Enron Energy Services Power, Inc.
("Enron") to assess the receptivity of the capital markets
and the rating agencies to the financing proposal in the
Choice Plan which has been filed by Enron. I will first
discuss the current market for asset-backed securities
("ABS"). I will then describe the Choice Plan's financing
proposal. Finally, I will discuss the marketability of the
financing proposal in the Choice Plan. We are confident
that, given the necessary regulatory approvals, the
inclusion of mechanisms necessary to obtain very high credit
ratings and favorable tax treatment and the absence of a
significant deterioration of the conditions in the bond
market, we will be able to market the full $5.461 billion of
Pass-Through Certificates within several months of PECO
Energy receiving a gualified rate order ("QRO").

Please describe the present size of the public asset-backed
market in terms of the amount outstanding and its
composition by asset categories.

The market for publicly-issued asset-backed securities has
grown to apﬁroximately $797 billion with $443.7 billion
total outstanding through September, 1997. Credit card
receivables, together with auto and home equity loans,
continue to comprise the bulk of the ABS market,

constituting over 75% of total outstanding ABS (see Figure



1l). Credit cards, auto loans and home equity loans comprise

41.3%, 16.1% and 17.7%, respectively, of the market.

Figure 1. Asset Composition of ABS Market as of
Eeptember 30, 1997 (SEC Registered)

$ Amount % of
Asset Type (Billions) Total
Credit Cards 3 183.2 41.3%
Auto loans 71.6 16.1
Home equity loans 78.5 17.7
Manufactured housing 25.7 5.8
Other 84.6 19.1
Teotal $ 443.7 100.0%

Source: Bloomberg Services

Please describe the size of the ABS market in terms of
annual issuance.

Year to date 1997 issuance is $136 billion, a ten percent
increase over the first 9 months of 1996. (see Figure 2)
Chase expects total issuance for 1997 to be between $165
billion and $170 billion.

Figure 2. Asset Composition of ABS Issuance for the 9 Month
Period ended September 30, 1997 (SEC Registered)

$ Amount %of
Asset Type (Billions) Total
Credit Cards S 33.0 24.3%
Auto loans . 28.0 20.6
Home eqguity loans 36.0 26.5
Manufactured housing 7.0 5.1
Other 32.0 23.5
Total ] 136.0 100.0%

Source: Bloomberg Services and Chase Securities Inc. Asset-
Backed Research



Q. The proposed transaction calls for a $5.461 billion

securities issuance.

A. No.

Are such transactions unusual?

Multi-billion dollar issues are frequently executed in

the ABS market. For example, securitizations of commercial

loan obligations ("CLOs") have been as large as $5 billion.

(See Figure 3)

Figure 3. Belected Asset-Backed Offerings in 1997

Offer
Date
10/9

9/26
10/15

9/11
9/04
6/11
3/12
10/24
8/13
9/18
8/12
4/08
3/04
2/19

3/12

9/11
7/31
9/04
6/20
7/28
10/21

(144A and SEC Registered)

$Amount

Issuer Asset Class (BBS)
Rose* CLOs Uss 3.09
(Repeat Offering Sec's Funding) 2 Ltd STG 1.45
Platinum Commercial Loan MT 97-Ax CLOs Uss 2.67
Triangle Funding Ltd. 97-1«* CLOs  US$ 4.51

DMK 0.60
Nation's Bank CLO 97-2% CLOs Uss 4.23
Sallie Mae Student Loan 97-3 Student Loans 2.58
Sallie Mae Student Loan 97-2 Student Loans 2.50
Sallie Mae Student Loan 97-1 Student Loans 2.05
Ford Credit Auto Owner Trust 97-A Auto Loans 1.70
Chase Manhattan Credit Card 97-2 Credit Cards 1.59
ContiMortgage HEL 97-4 Home Equity 1.53
First USA CC Master Trust 97-6 Credit cCards 1.42
GMAC 198%7-A Grantor Trust Autoc Loans 1.41
Chrysler Premier Auto Trust 97-1 Auto Loans 1.25
Chase Manhattan CC Trust 97-1 Credit Cards 1.25
Chase Manhattan Auto 97-A Auto Loans 1.14
Toyota Auto Lease Trust 97-A Auto Loans 1.13
Citibank Credit Card Trust I 97-6 Credit Cards 1.06
Green Tree Mnfrd Hous Trust 97-6 Mnfrd Housing 1.05
PNC Student Loan Trust I 97-2 Student Loans 1.03
Honda Auto Receivables 97-A Auto Loans 1.01
First Chicago MT II 97-T&U Credit Cards 1.00

* 144A Offerings

Source:

Securities Data Company and Bloomberg Services
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How do investors analyze asset-backed securities?

ABS credit analysis focuses on the projected performance of
the receivables through a "worst-case" scenario. This
includes the assumption of, among other factors, a
recessionary economy, bankruptcy of the originator and
significant declines in collateral value. The assurance of
timely payment of principal and interest to investors, even
in this "stress" scenario, is necessary to achieve high
ratings for ABS. Most issues are structured to achieve AAA
or AA ratings for senior classes, and lower investment grade
ratings for subordinate classes. As a result, the senior
class ABS provide assurance of payment to investors even
under circumstances where the cash flow from the underlying
asset pool is lower than what would otherwise be
anticipated, for example, covering loan default increases of
3-5 times the historical rate. As a result, we have seen
great stability in the ABS market, and downgrades for asset
performance have been virtually nonexistent. The corporate
market has much more volatility in ratings as the analysis
uses more of an expected case scenario.

Please describe the structure of the financing proposal in
the Choice flan.

As described in the testimony of Andrew S. Fastow, PECO
would sell the intangible transition property ("ITP") and
related intangible transition charges ("ITC") to a
bankruptcy-remote special purpose entity ("SPE") established

for the transaction for $5.461 billion pursuant to a QRO.
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The SPE would finance its acquisition of the ITP and related
ITC by issuing $5.461 billion of transition bonds
(“Transition Bonds").

Under the Choice Plan, who will purchase the $5.461 billion
of Transition Bonds?

The entire $5.461 billion of Transition Bonds will be
deposited in a special purpose entity known as a grantor
trust. The grantor trust will issue two classes of trust
certificates (M"Pass-Through Certificates"). The Class A
Pass-Through Certificates will be issued to investors and
will be backed by the principal and a portion of the
interest payments the grantor trust will receive as a result
of its purchase of the $5.461 billion of Transition Bonds.
Enron (or its designee) will be issued Class B Pass-Through
Certificates backed only by the portion of the interest
payments not allocable to the Class A Certificates.

Please describe the flow of ITC charges under the Choice
Plan.

After issuing the Pass-Through Certificates, the ongoing
cash flows of the structure involve: (1) the billing of ITC
charges by PECO (acting as "servicer" on behalf of the SPE)
(2) the coliection of the ITC charges from customers by PECO
and other electric generation suppliers ("EGSs") (3) the
payment of ITC charges (whether or not collected) by PECO
and the EGSs to the SPE, (4) the payment by the SPE of
principal and interest to the grantor trust as the holder of

the Transition Bonds, and (5) the payment by the grantor
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trust of principal and interest to holders of the Pass-
Through Certificates. This payment stream is illustrated

below:

Figure 4: Ongoing Cash Flow After the sale of the Trust

.
Certificates
Defaslt 1Te Enron e Interest | Class &
Customars and Fertificates
> — Intersat Principal | (Investors)
Principal _._)
special | —P= Granter
Purpose Truat
Entity
i Interest
1T¢ Electric 11C onl Class B
Genaration nly i1i
Customsrs ._._._> Suppliers [—ggm Ct&r:’irto.\nczt:a
(incl. PECQ) _> Deaignee}

Are you familiar with the Application of PECO Energy Company
for Issuance of a Qualified Rate Order Under Sections 2808
and 2812 of the Public Utility Code ("PECO Application")
filed with the Pennsylvania Public Utility Commission and
the proposed Partial Settlement Agreement?

Yes.

Based on your knowledge of the PECO Application, the Partial
Séttlement Agreement and the Choice Plan, please describe
the major similarities between the two financing proposals.
The structufe of the two proposals and the procedures
necessary for the issuance of bonds under the two proposals
are guite similar. Under both plans, PECO would make an
application for a QRO to issue transition bonds backed by

ITC payments. In both cases, PECO would include the

mechanisms necessary to obtain very high credit ratings and
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favorable tax treatment. Both proposals also provide
protection to the ratepayers from load decline in PECO's
service territory.

What are tﬁe major differences?

The major structural difference is the use of the grantor
trust to issue the Pass-Through Certificates backed by the
Transition Bonds to investors.

Are you familiar with the ITC Shortfall Agreement included
in the financing proposal in the Choice Plan?

Yes. The Choice Plan will require a highly creditworthy
party to enter into an agreement known as the ITC Shortfall
Agreement with PECO, to virtually eliminate the risk to
ratepayers of increased payments due to load decline.

Is it your opinion that Enron will be able to obtain a
highly creditworthy guarantor to enter intc the proposed ITC
Shortfall Agreement?

Yes. There are numerous highly creditworthy institutions
who regularly engage in the provision of guaranties in
connection with structured financings.

Is the Choice Plan's proposal to have the SPE issue bonds to
a grantor trust that will in turn issue two classes ﬁf Pass~-
Through Cerfificates a novel or difficult structure for a
securitization financing?

No. Multiple classes of certificates and/or notes are
freguently issued out of grantor trusts and other legal
entities issuing ABS. These transactions involve a wide

variety of assets, including U.S. Treasury securities,
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corporate bonds and real estate mortgages as well as ABS.
Aggregate transaction amounfs are well into the billions of
dollars.

How do you believe the rating agencies would treat the
financing proposal in the Choice Plan?

Because the Transition Bonds and the Pass-Through
Certificates to be issued pursuant to the Choice Plan will
contain all of the characteristics required by the rating
agencies for this asset class, we expect a favorable
reception by the rating agencies for the Choice Plan.

How will these securities be received by the capital
markets?

Transition bonds have been well-studied by the investment
community and their introduction to the market is highly
anticipated. Transition bonds have a number of features
that make them attractive, including the legislative mandate
to issue these securities, the strong and predictable cash
flows of public utilities and the true-up feature. Among
traditional asset-backed investors, transition bonds
represent an opportunity to diversify their portfolio.

Chase also expects that these securities will be purchased
by investoré in more traditional corporate debt instruments,
such as bonds issued by utilities. Accordingly, we expect a
favorable reception by the investor community.

Are you familiar with the lawsuit filed by the Utility
Workers Union of America, AFL-CIO System Local No. 102 and

others against the Commission and its Chairman challenging
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the constitutionality under the Constitution of the
Commonwealth of Pennsylvania of the Electricity Generation
Customer Choice and Competition Act (the "Competition Act")?
Yes.

Is it your belief that this lawsuit is likely to adversely
affect the marketing, or constitute a legal impediment to
the issuance, of the Pass-Through Certificates?

An adverse determination in this lawsuit would impair the
marketing and issuance of the Pass-Through Certificates.
However, we have been informed by counsel that this lawsuit
is without merit.

Are you familiar with the lawsuit filed by the Indianapolis
Power & Light Company against the Commission challenging the
constitutionality under the commerce clause of the U.S.
Constitution of the Competition Act?

Yes.

Is it your belief that this lawsuit is likely to adversely
affect the marketing, or constitute a legal impediment to
the issuance, of the Pass-Through Certificates.?

Ah adverse determination in this lawsuit would impair the
marketing and issuance of the Pass-Through Certificates.
However, we.have been informed by counsel that this lawsuit
is without merit.

Does this conclude your testimony?

Yes, at this time. I must say, however, that this testimony
is based my knowledge of these matters as of today. Given

the constant movement regarding securitization in particular

-10-
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and electric industry restructuring in general, I must
reserve my right to update or supplement this Testimony to
properly inform the Commission and to reflect additional

information as it becomes available.

_11_
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PLEASE STATE YOUR NAME AND BUSINESS AFFILIATION.
My name is Susan P. Voorhees. I am a Managing Director in the Global Asset-Backed

Securities Group at Chase Securities Inc.

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THIS
PROCEEDING?

Yes, I submitted Enron Statement Number 9.

HAVE YOU HAD THE OPPORTUNITY TO REVIEW PECO'S TESTIMONY
ON THE FINANCING PROPOSAL IN THE CHOICE PLAN?

Yes.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?
To address certain portions of the testimony of Mr, Mitchell relating to the financing

proposal in the Choice Plan.

PLEASE COMMENT ON MR. MITCHELL'S STATEMENT ON ESTIMATED
COSTS ON PAGE 11 IN HIS RESPONSE TESTIMONY.

Mr. Mitchell estimates that there will be $32 million in issuance expenses. Under the
Choice Plan, PECO should not be responsible for any underwriting fees in connection
with issuance of the Transition Bonds. Accordingly, the fees incurred by them should
be much lower because Enron will purchase the Transition Bonds, and any
underwriting fees incurred in connection with the marketing of the Pass-Through

Certificates would be for Enron’s account. In addition, Mr. Mitchell estimates use of
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proceeds costs of $504 million. Since Mr. Mitchell does not discuss the use of

proceeds, it is not possible to evaluate the accuracy or reasonableness of this estimate.

CAN YOU COMMENT ON MR. MITCHELL'S TESTIMONY REGARDING
ISSUANCE OF THE TRANSITION BONDS WHILE LITIGATION IS
PENDING.

Enron has agreed to have the Grantor Trust purchase the Transition Bonds assuming
that the Transition Bonds are granted a AAA rating (or its equivalent) or the highest
possible rating for their asset type (the "Required Rating"),

It is impossible to predict what consequences, if any, the pendency of the
litigation might have on issuance of the Pass-Through Certificates. At this time, the
litigation is viewed as lacking merit. The pendency of litigation, its status and the .
possible effects of the litigation would be disclosed by the underwriter in the offering
materials relating to the securities. It is anticipated that absent an adverse non-final
determination the Pass-Through Certificates would be issued and marketed in
accordance with the terms of the Choice Plan. Assuming the Transition Bonds receive
the Required Rating and contain other provisions required by the market to address the
effect of potential legal challenges, as is being clarified in pending transactions by
California utilities, Chase believes it will be able to market the Pass-Through

Certificates as contemplated by the Choice Plan.



Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.
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Please state your name and business address.

Christopher P. Kinney, 270 Park Avenue, New York, New York 10017.

Could you state your professional qualifications?

I am employed by Chase Securities Inc. where I am a Managing Director in the Global
Power and Enviror_':mmta] Group. I have 16 years experience in commercial and
investment banking. In my current capacity, I am focused on the “Power” sector, y!tich is
largely comprised of electric utility companies. I routinely perform financial analysis on
electric utility companies in conjunction with advisory and financing assignments. 1am the
lead investment banker from Chase’s Global Power and Environmental Group assigned to
a team that is engaged in the securitization of regulatory assets of electric utilities. [am a
Chartered Financial Analyst and a member of the New York Society of Security Analysts.
What is purpose of your testimony?

To respond to Barry Mitchell’s testimony regarding the impact of the Choice Plan on the
PECO’s financial integrity, and specifically, the projected bond rating based on Table

JBM-1.

Have you been able to replicate and evaluate Mr. Mitchell’s analysis?

Not in a manner that would be consistent with standard practices in financial analysis.

Please explain. .

I do not have sufficient information to completely evaluate Mr. Mitchell’s analysis. There

-1-
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2)

3)

4)

are four broad categories of assumptions that need to made and then tested for
reasonableness.
The assumptions regarding the projected operating results of the Company in the partially
deregulated environment envisioned by the Choice Plan;
The assumptions regarding the effect of the accounting entries, the Transition Bond
financing and the use of proceeds on the financia! statements of the Company;
The assumptions regarding the calculation of the S&P benchmark ratios in Table JBM-1;
and )
The assumptions regarding the application of the benchmark ratios in the final
determination of a bond rating.

Mr. Mitchell has not supplied the necessary information regarding the assumptions

he has made in each of these categories. Without this information, we cannot completely

evaluate his assertions.

Can you please provide some examples of how the assumptions in these categories
will affect the conclusions?

I will provide two: For category 3 above, the ratio calculations require judgment of the
analyst regarding the potential impact of the calculation inputs on the rating. For example,
the calculation of the Debt to Total Capital ratio could be .signiﬁcantly influenced by the
treatment of the approximately $2 billion write-off of regulatory assets that PECO has
agreed to in the Partial Settlement, and that presumably would be required in the -Cho-icl:e
Plan. It could be argued that S&P will largely ignore this write-off in its ratings analysis

due to the fact that the write-off will be a non-cash charge to eamings and does not affect

2-
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revenue since the regulatory assets being written off primarily are deferred taxes that are
not currently being recovered in rates. This argument is further supported by the fact that
S&P has not changed the current bond rating (BBB+) or the outlook (positive) since the
public announcement of the $2 billion write-off. I have attached an example of the

calculation of this ratio with and without the inclusion of the write-off in Exhibit 1.

What is your second example? -

-

For category 4 above, S&P’s bond rating methodology incorporates both quantitative and
qualitative analysis. This is detailed in S&P’s publication. “Rating Methodology for
Global Power Companies™ dated October, 1997 (attached as Exhibit II to this testimony)
in which the author says, “The two components are inextricable.” Therefore, to base a
conclusion of a bond rating on simply the quantitative analysis can be misleading.
Furthermore, to my knowledge, S&P abandoned the purely ratio-based quantitative
approach to bond ratings in 1994, and has not since that time publisﬁed any definitive
ratios for bond rating purposes. Given the sweeping changes in the electric utility
industry, and in particular electric utilities located in the Commonwealth of Pennsylvania
that are preparing for transition to a partially deregulated environment, I do not believe it

!

would be appropriate to base rating projections on the abandoned 1994 approach.

Given the lack of sufficient information to evaluate Mr. Mitchell’s assertions, have
you attempted to analyze the effects of the Choice Plan on PECO’s financial
integrity?

Yes. | have performed the analysis and the ratio calculations, filling in the missing

-3-
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assumptions as required in a manner I believe to be reasonable.

What is the result of your analysis?'
I summarize in Table CPK-1, contained in Exhibit II, the same ratio results presented in

Table JBM-1.

What is your conclusion?

The conclusion is that the results of this analysis vary considerably from Mr. Mitchell’s.
These results show that while the Choice Plan has an impact on PECO, the results are not
“catastrophic.” In fact, the results show that PECO would retain its investment grade
status and otherwise are consistent with a partial recovery of stranded costs by an electric
utility and a movement to a competitive environment for the generation portion of its

business.

Please explain.

It would be reasonable to conclude that if a monopoly enterprise is subject to competition,
its financial performance would decline unless it significantly changed its business profile.
S&P’s Barbara Eiserman wrote in her paper entitled “Deregulation Leads to Riskier Era
for U.S. Electrics” dated October, 1997: “The monopolistic, tightly regulated utility
industry quickly is being exposed to competition, especially in the generation and bulk
power markets. The nisk faced by the indu.;»t\ry is that competition will inevitably lead to

lower rates, which may translate into reduced cash flows, lower earnings protection

parameters and more volatile profit”



Does this conclude your testimony?
Yes, at this time although I may wish to amend or supplement my testimony if PECO
provides, information that they have withheld, if that information would cause me to

reconsider the assumptions I have used in the analysis.
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vsbrchy die goepemens focllivarcs dee tefitry™s acotsy to ol wusces of capical or where the udility is s -
rocx imseraent of gewernemeor policy. Type 1 wilitics ueed toe be complesely owmed by poverngoont, buz gros-
crmmen: owmership s wseally peesest, Befors axcibnsing sopporr from gevesamet, Scasdond A Poory
rowiews the coack rorond of sxsioence, the proceduses snd timefincs of sppore machapinms, de govergmmr'y
poficy objectiver foc weificy ownerthup, and Saascixl policics. Seandard 8¢ Poar's Inoks far evmlonee theecche
govamarear woald eend behind & debeur m tse of Anaoci! oo, Widnen nod ota! soocavern comisiendy
made over ticot tad significsar axpporties scricat build credidbillry. In sddicion, Siaadad & Poor’s cansiders
Incrswices foz the povecesyn 00 provide sppure. Quosions ashed indude Whar would be lox i 2
" peyeoer oy missed? Would the baergwar be sble 20 contiane g operars if is defached on 3 debx? Is the
soue of the heredwer slosdy ned 20 the governmen: in the utrket’s patieption 0 that o defagls by the bos-
rowes vonld cruse et gomcrmmene difficnlemt i the copinal mendernt? What ant che policical cesfities?
rmn-ﬁrmmmmhmhwhnfmuh:
wariahilry by thy powemmen or repuieror. Shelmered aulicics sy wot nacessarily owsad by governmen:.
s itrvonsor-owmed elisies or¢ an excmple. Thise wertically inecgrated weiliies byve hiseorielly bers inetse
temd froms coepeizion sxd protectsd by 2 very cooperative, coocdinaned aaw-scmiag process. Wi geoenslly
bighly loveenged, these milicier’ Guancihl ceonle aze quie scebiz . Anodher expruple is ULS. opicipelly cwned
stibedas, whith have andidomlly hern shslomed from Fonces gad hewe anjoyed siguificars race-aet-
ting flcebiliny, Whils camgoeed 2 Type 0 exlinic, & Poor's snalyns of muticipal wxilities ts evole
. ing a1 doeguiucion mesans cimead st westor-owned urilides se presawing sunicipal ueiliics o et
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corrputigive coaricess. Morcoeer, thare ks sn lsoeemey samber of city meodls oe oy esretaling bodiey thar -
e ruleuten 20 teake cither uporaed o downierard o adgestecann. For exsmple, i ey becowe pokiccally
wapslacshie t0 ond tho culsidaution of recidorce) r3ee by comancreial sad indecerial cathomes éves i oo
hiiens foy tesidicrsia) castomys ot oxvoary 10 axhirwe cost of scrvite xtey that are moes conmpecitve for the
omeamenisl wnd imduacrial chasses. Sevilaty, the shilicy & effecy case reductions neorsticstod by 2 meee com -
peitiee coviconuua: pery be Esicrawd by £ diy’s gemercsl And's dependince apen tesesfeny from rhe deerric

sycamn. .
Type 1 piiiies [“crposed™), sech 23 vervicslly inpgrowd mlicicy in the 115, or disvibution companies o
the TLIK. of Victoria, Anstiatia; are idenrified by evidemcr of same reguiatary insulavion from the fonzs of
oomprdsion raied s with exposuze o bosimss disk. Aldough Type 1 utdlicies howr cereein fnckict monog-
wm&wmmwmuﬁmynmudmdw&w

Quality service,

Fanadly, Type IV weilicies ("eanenodjey”) stz emaeially wnrgguiamed 35 w0 revenee or retamn. Uneegalaed
pancresors, Rxh as i8 Acgemcing snd Chile, oy theie szots or fsure to ther ehilicy 1o operant well s low
cost, and aye aleo subyes 1 the sometimes hawxh sexficies of supply sad domane.

For Type | uailicies, the baeiness profile snalysis & st partealesdy significent tinge the raings will refiscr
the crediz quality of the enticy providiag explicit ar soruny; implick suppors. Kot Type U niiier, che hasiness
profie fxanes of reguiigion ard maskers ore weghued mary bewvily than odier criterie such = compariciees
23 or maragemens bacamas of the suppatuive regolatory atbrelin. Conversely, fot Type V uxilities, apers-
tions, compericrensss, mud eeanagenerx ove che st hotvily weighted eriteria. Businces profils fperor
weigbtiogs for Type Il axibeies are mac: evenly discribueed across all Svy crieis.

Anodher imporman? point i that maxry aiikties s gredusfly transicionicg from Type D to Type T snd
haps 0 Type IV, As mawy comtsties” clecuricity seomms undergo stewtamosd sefocm, snd introdese: compevirion,
Sanderd & Poar's il weigh more hosyily the business profile Scrors of opetations, competidveners, and
txvaperne:. A) this coon, the busingir peobie sscesamems will fal snd rating downgrades could resnit, sb-
cne offesting inpeovensent in Bnancial peolies.

Tyoca Buraess Paarpes

Owing ts the refadedy low busines: tisk of large orasroission syseems and regulaned dinriarion speonos (the
“wites® busineg), busipen: profil pssrezcnenss in vhis sees shoold full wirhin the 1-4 range, The generation
brincst is the maoey risky, rellaiog the competicion st of tt bosioess, 16d geoerators prnezslly receive
brztinmes penfile assetmcnts in da 7-10 aage. .

The besiness profiter of eleerric sysarms with deaxrs of indcgriden, cidier fully verrically ienwgrated fross
graesasion tuough mavesieion 1w ditribeion, o perviafly ngtared vis, for Ao, genersrion sad trass-
meision, reflect 2 weightad approech reflocring the relstive oparspe of esch basient segeenr to the ovorall
arodis. To decerorne che pelarive: impoctarer, commyibutions of ook Dow sad opersziog Income o evch sep-
v ase comgpared, 21 is the atapwor of capies] ineumcd. [ sddicing, coodis is given for the beaclies of isgres
wions, Fox cxampl, & cotnpasy oweing ioxgeased genersion snd distriburion opersrions besuficy from she
paoral bedge vhat icregracian crattes fox both bosieyes, inacprated crlivies wed oo have business profles i
the 3 mope. | : —_

Reamne of the imporeaes of the differag snalydes] anphesis sacxorded t dw fiw bosiesss profile faczors
o1 lnfinented bry the type of wellicy, the overall busioess pralthe sacsunrsr can diverge from d gesers! expree-
nrians &roed sbowt. For exampls, cxstoie genecits can have rorurg togalenty aippor, acd woekd dexefare
be characerined a5 Type 11 eifitics. Conseqrensly, their butioess profile ssscsament, which could by 34, -
Bexss beavy weigining on the supporoe regolamry steaceere.
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iu delx, finmer o Operaticns, xd fod it ivestmns. Seandaed &2 Potr's forams on a milicy's Baendial e
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1o ather gheraryc systoent. The relstive fonancial performance of cutric sdksier is quantifed dirough the wee of
00 sealyoit, Secyuse of dinartians ceosed by veady Gifferitg et valustion practices and depreciadon poli-
ciox aronmd dhw wadd, consin leverrge sod srtmings ration st soc pactionlarly wscks when cnaducting com-
petazive analysn. As 3 cassoneonce, Jteadard & Poor's ke cosdiadnd dust the proper smabyccsl focos shoold
e om “oal™ sencks smd Aows, namedy, keelt of dolx, cush, snd cash Sow, Poenalai pecsmerce da 2z io-
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s of the pytios dorived feom Scaadard & Pooe’s Snmric! projections oced io the sso cecest reverw of
conposise eowed bogh pablicly snd confidennally. Beceme of tive diffreet types of wtilizits fmppornd, she-
rend, axponcdd, corinadiny) in endh cuegocy {oxamxinion oad disttxtion, geessort, sad verdcally i
growd comgrnizs), the scrmal Grsanial resicy for sy pardostar comity may dificr siguefictady from the .
medions, Mooweer, the paticy i the reble ary miefol in devongrreting the rypica) differences jo franas) swad.
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company that geenraers higher profios hax & goaster shilicy co penerme ety capital iseenally, saresx eapicsl
externslly, rod vwidkssand basinesy adverdcy. Eafbingt pocer ultinenely Koeests © the vaine of the Bom's 29
sexs. Profic by heee sigrificater for non-U1S. grweramensgwned uchities, bor ailf peltvece becase higher operar-
fag manpms provide sddicional boadholder proceation. Far US. municizal ndisier. Sandard & Poor’s does
AR mrase “stofie® por x, but odyee ook 25 Rosocis) keakh ax eacetured by exves wargies oo s cah flow
bach and dheir ability'm provide covcrage of tevesns boads snd off baisace sheer obliprtiont, 24 measured
theoagh Bevl-shargr cowcrage.
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Exrniags srw also viewed i relesion 20 2 compexy’s burden of focsd ciarpes. Ouscrwing-strong performance
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fec dhy compady’s dincresion over paying the dividend wien wader stress.
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nzal sbfigztons, and pecxivable zales. For US arilices, allowsncs for funds used danag consuenion i re-
move] frow tacoene and wveees: sxpore.

Moyeower, in sy regivers, rotably fepan snd Europs, loca! petcrier w 1 maiors i & figh lrved of dete
while holdiog a texge pantolio ¢f carh minf macketabie seountice, Moy compants manage their fnances on 2
ez debs bagkt, Whvm ¢ consfany ecnsmienty demonstrans such axoem iguedity, mRsrci ncome may br oftser
Agriont imeeret coquepee 3 lockiag st overall fencal egunies. Sach nartson i svaluamd oo g case-be-cee
bsuis, subpert o additings) wicnmasnon regoeding a compeny's Naeidity prunan, sorow! wodking ceth aeods,
G of shorv-cerss bacrnwings, sod fending philowsply.

Capital strwerure. Tha prinerpal crpeel sonacoee tano shslymid & ot debe 0o woesd delx plos equity. How-
gver, analyzing debx leverage pozs bryond the balance sheer 2ad covers guas-dabe immms and demenes of bid-
den Bnocial leverage. Noncapizafized lesyes, daix gracantees, sucxsvables finsnang, and parchased -power
comzrec ase gl consideend deter equivalens snd sre oeflacred as debe i ealedasing capiel ruceuee txtios.
Mareower, adyatrmens gro made o cxfiecr waloadad peoaon lgbilicet. 15 cognmes where (ool poxrxce o
inold sigaificees: cash sod murkenably sccunties, Sandard & Poor’s will focns on net debx leverage, which ness
o excen; Nquidiy Fom boreswings.

Soms fiexyy vee shorecerry dede o 4 parmuanent picce of their capeal somcnere, Shory-eerm debe ala is com~
sideved part of percanens cuperal wisea it 3 seed wo beidge to prrmancer finsscing. Sexsonal. celf-qusderng
delx is excladiod frowm the premanenc debe sowot, ber deis sitoo o eere o5 m the case of naeni gae utl-
oes, Given the iong bfy of aimaent a8 unlisy sevats, shon-term debe sxposrs these compemes o interest-pue
soineiliry, reancrietmy sk, ok Bee backep nsk, 2o repulssry exposare thar canont be rexdily offser, Thx
Jower cats of shorwer-neom obligasiont (sszaning & potteely sloped meld curves is n poaicive facvor thoc par
cally mitigarst the tisk of imesresc-ogte sxnxbiliy.

Aizn ipportany by the eovm cirucnee of & gower compaay s deivt, Amovixang delx w oy riticy chan bulhe
@mturitics, sod may be mase tppmpriaw ko rtma compagits wich Lnited aeaes Lives. Geneentors, in paroen-
Iaz, Say hree 3 wtdency ™ mpdly depractsw tatens, 50 they fack greater itk of swemarching sosess aod be
abiligien when they fund theie oprrations with long-teem bullex sy delx. :

Whi is conntersd “dube” and “squzty” For the purpose of o calculston » nct skeays umple. io the
cae of poefeored stock and other hybrid sacurines, the analysy o based on daeir featres, nov the saxnung
or soescysciamre. Permion wod recere health obligaoont are nailer o debx in many respocs.

Knowiag the true valoes 10 23ign o & comnpeny’y s it ivportan w capizal wracnare anzlysis. Cooee
quendy, smuts ke examizgd m Mepify exdervalued or overvalied renc. Astes vakeanna practices Effar from
country o counzry, residag in ddferences 30 bods A company's repeerod equity base 334 its depreravon ex
ez, There 15 no eogy wray 65 commpare companies thae revalue dielr goaces wvith chote that do nor. Racber,
Semerdard & Poce's recoguizes that, for all compsnsce, bepovned asset vakers ofoen difier from enarior vaines. fn
Giscuesions with manepenwer, Saadard i Poor's ssslyyes endeovor w0 g an apprecianan of the eeaisable
vaines of 3 compagy’s asess ey resacnabily comsereativn agsumprions.

Casb floes. Cash flow anaiysic s qritical ma a8 cevdit saring decinions. Interest or principal obligsoons aun-
oot be serviced out of exnerys, which if fax #1 sccounting cooorp paymens bas 2o be made widh cash.
Many rxtsieions sed sceootring easries can affect carmag bor mex cash, and vice warse. Amalyas of cuh
Boxy paatermy con reveal 4 lucd of debe-stevicing thae s eisher crvomper or wealsr than mighe be ap~

. paotar froen earmings. Since both commog and dimdend paymmttes are taportant to mantan cxpeal

mezke acxers, Scemdard ¢ Ponr's looks 56 cash Bow mewtares both bufire xod afcr dividends am paud.
Working caperal asalysis is gypleally ®0¢ & pasir fscoar ia ity crodit snalysic glecn dhe reladvely muncr im-
paex o cath Sow from pexind w period. Howeser, sk aaaiysis cas be ool for eeyeam wcifivies opersorag
i develaping cconamies whare lere payment of Boopsymens of billt can drive up reccrvabies. Cash flow b

dividends. Some of dhy spetific moos ae
Funds frnes operacowsiavarsge mats) debr (sadiested for oo liquidicy 1ad off-halsace-sheer Eabuewes].

meerast)intiomr.

{Funds from opcestions - dividoadsticapin] exptadmares.

Cepwal exrndingrsisverage ton capisal (delx v aquicy).

Recanse of thy cuguoshamzssive aeoess of the power wderry and the lengrw piads souinme; necessry
® consncs grocoazing plancs—uniitn raquire cirenive wod Aexibie crpual placey
syseame, The ahuliey to hasic che wse of debe albo depends on v utliny's skill n maneging constrmevice proects
204 complezing aisy new fociioes on schethile And wahia cont csmeins. Ascordingly, Scadard B¢ Poor's re-
whrws e1giesl procicics far g anxr Sre yoens sad beyeed under varnng srmnposas.
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oo Escernal fnding capabélicy oncaplerernsy wweaml cash fiow. Especially sacr udiiies are 30 capita waen-
ciwe; ¢ fiem's shilicy 0o tip copice] mackess on en ongeiag bash ot be comsidomd. Reianonships widh baoks
swd che wogilabifiry of bank lines grx also rovewed. A exthy’s debe capaciey sellass X da earlier demons:
profinhy, copenl ankews, sed ek Sow. Marker soos o somoclic o i rowasd f o cestonshic
copis! mrmensre & ot imskcosiecd mad day comTpay’s openttons] sed Ensacial prospecss die,

Sexnderd {¢ Poor's alsn reviewy kyderracs and bexk loan oyweptacs. Certtio restrwczions such & &l 0n
thee shilisy o jsene addiionsl debe provide some comiort a3 do peovisions soch 3 dalx srvics cowngr: g
ches grepvicy the diorribeaian of dividends mriess there b adequaty cagy Bosw 10 provide for propecred debr serw-
i tiaeeesy cod prindpal). Ocher covensexs viswed beorably are chose thet may reduoe credic dclrele risk,
wach 03 0 requinonent foc » fooded deb-service eacrve. Alcernadively, wry tight covetianty o raise defauly
ricke by lienikixg » power comparsy’s Goeweial Aevibiliy w rise cosh s trues of crisic

For invertar-oound veifices, Smedard & Foor's smeses 2 cxmpay’s topacizy snd williognos w rowe com-
@ expuley. This is sfieoed by vagines laceazs, rachading wock peice, drvidend policy, snd sxy regulazory re-
wrictiont peperding the composizion of the capival sractwre. For preernmemowned udlicies, asalysis focuss
o dhe geeerpmest's willingres) snd ability to trpore equizy 03 nesded or 2o forge dividende. As addwmnnsl
awcprove of famcil Bexibilicy imporoar in de axsiypia of 1LS. municipe] welicis iy saeemshang Bexdhilicy
nnd che abiliry to raiss £aes eaking itrto account both pohticel and comprziter comaderations.
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ReBocring rdaive low busines sisls owing £ reguiation, chreric pumenision sod dinriwtion axspenics on
be grocesfly expeavd o bave business proffe ssemments of 14, Howovet, fow rompames will eeceive the
pup sevwe and eome may fall bedow s 4

When evylxting clecrric pxigmission aad discrisoton compemses, Sandaed & Paot’s is max coacermd
sboe the: prodfictabilily sad streninabilicy of Fnancial performsance bn the Dear atd interraedizte vy, cer-
izt QueRicative frceory ary expacend 10 play a barper role in desomining Snsncia] parformanca. For typical
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congmoy’s frencial pesforasance. A wellicy with & moxgina] Snascial profile cen, at the sawe: tine, bz consid-
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Clemely, dhere it comers dit the iachanics of & remaxdy pivadand sysem could be pevisend for ot mxing,
Baraese of this, Somdesd & Poot’s sleo examsioes the atletive ante with which prgnlerion tas be changed.
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Seeadgad Az Moor's evsiescivy of repaledion slse eocarmpoey the sdwisistrative, judizial, sod egisarive
procescs involved ia local or asdons! reywledion. Three oo affecr tete-scrring activiies aad orber sspoces of
the basaers, sech as compuddve oy, mviconmontsl and cafery ruley, eiliey siring, and scarities sales. In
adtheron, the amoat of & oriicy’s tictese of franthiss ofern irpose abligasions t srve eoy caatomer und pro-
vide 1 pessonable ceuncderd of pxvice, and 8 wericry of ocher sipudecdos. Soasdand & Poor's redags fecor is
the unpacy of sich conszraines snd obigarians as & wilicy’s opessziony aed Enentls/

Trassmiscion 1o disteibodon compsses ase exparted to ramain tighdy cegaiated monopaties, with cames
2t 00 2 com-pins basis i maTy cecumersaor. Under 8 cor-ples regicc, (ams 8¢ 3% 03 recower 206 4o, b
meeptnrewngd usilicies, o retem o shacholder iovesman~. Under com-basnd rases, Standard & Boor'y soskh
sis focxiees on the prodicenhilicy of cose and reweoues. Wil & sailicy musy be bogely peoceceed fooem busioon
zisk undcr cost-besed sy, dx responsivences of the cers-aprting process to changes i 3 ysilicy’s oot sructon
or 1o dizerepenciet barwern sllowed and scema] revares influoncey the Inxiness prassures on the compaay.

One deawrbeck o) com-hwmed revemakiag i vie Lcl: of soong incmive for wdlite: w caomn] cons. Since
s sod exroings arr dosely falond to te scene of ineecmt capical ssd the cox of capis], ificies mey be
Mmhmuuh“mw.wemmm

chellenget,
e, /evenue txp, inder-based prices or ether yadarick messares, aod retes prevaing on the valo of cus-
mtier perviee. A9 wich acher fors of vegalasion, the key for aeadix qualicy is the cxtent i which 2 pradendy
mansged wilicy oo menage the chics coscainad in s sod sywtem.

Merkess, Mumty dsritaion compasies e common axcriers. Thay ki, they aetry ddecrriciy bting purdrased
by cmwmert from indepradint cappliess, dither pastxering companies or Sackeress, Ocher diserfincsors par-
oopate la the enengy aoxckering (spply) Sasmest by baying, eokering, or ponetering secoricky through a8 o/
Siiags, snd miling the powes w & comoon. Risks in the movkering basiorss are diccmsed fully je Sexpderd £
Poor's e on exsgy merkexess (asn Merch 12, 1997 ConditWink), and incinde the sigrificaas challenge of
marching bud wed powe supply with demasd. Whether or sut 8 silicy k ajved in du sake or brokoring of
thecericry or merdly dizeribuoes the commadicy, prospects far the stable growth of ervenwcs snd cath fiow e
shimudy relant o the mrangth of the loca! scovorzy. Cusmuer groent: b imporant bor disxtanss, Aod,
even for ncificies ivolved oaly in danibution snd mor in metgy marketing, the curlookt for elaxiciey con-
FI0poon it impormae becantr she rypiol diceiwsnr recovers some portion of iy discribestion s throngh 2
vokmnetric, pr rwh, charys in addidon m mty fnod monddy or qusrsrly costomer chasge thar may bu in
Flsce. Aconrrimgly, anscssing 1 distribweor’s markers bepinr with the soovomnic sad danegrapiic evaluxtion of
che s/te in which disttfbution servios arc povided. Sesngth of long-werin demand is examined from 3
macronconarnic pexpectve, iich cosbies Seandurd §¢ Poor's w mestere crends in iovesonmz, incse, sad
employmas v inclicezore of coneomic chamge witkin dee cervice sory. The systainshiliry of incyensing denwe
B aiso emlysed. Many emerging sconomics go durongh pesinds of very tapid prowrh foliowod by ecvere eon-
tmmceaans. This volssilivy can contribars 00 sigaificour and talwithy swings & & wility’s oovenses, .

Scrodard & Poor's also txics t disem 38y secnlor aommmmprion trepds aod, rove impartamdy, e fessons
beiund deem. Specific ins addpecasd include the gim: std growth mee of the marker, strengsh of tiw fan-
chuse, hiseorics] ond projecred growdh, mcome fevels pad oaads i popelstion, employmem, 2od per capise i
come. Other pefrvant factons imciade proximicy o sunerive markers, the quaficy of pablic infreavumnere, end,
pariasiaty & developiog cousries, the affoeriahilicy of darsriciey and cermes’ ability sod williugness oo

. pay cheic bills,

A diswribewor with o heglithy sconveny sad onzomer base, 13 Bhwreed by divense smployment eppormal-
Gy, wverige or thove-gvecage woskh and imcome sxdevics, snd low snesmployment, is fikedy w exbibic

. grescer pewimns mabilicy. '

. For elacxric distriburion iiises, the toesl sumber of csomers, pevenves, snd muargins sov closely scree-
aived vo stte0s dhae depch and diversity of the utfiny’s costomer mie. For exmmple, hesvy industria! copermes:
ben = viewsd crntiously sincy the utiiizy tey hawe sigallicant expowers 0o cydical volsriicy, On the odeer *
hand, & lage residenrial corponent producss & sable and more prodiceebie reveanse steeem, The arllity’s lesg
ot Cigooess are iderified w dexrmine their wabiiey and micvance © the bomom fine tincs ks of ane uge
cusrornes sould beve s sdverye efiy on dee wtiliy’y Srwnsisl posision. Coodic comcerns adce where sny oo
utomer plays o dominsnt fole in the oversl econamic baie of tdhe service sres. Movoowrs, rge contess
oy Cam o s ganmrarios sed ke the disaiietion system shugerher, porsarislly lezding o redocod S
a3 procemon For de eiliy.



Similarty, o1 choctric wanumesion cotmpanies, the totel vazier of axtomers—largely disoriborors—i
evyfupred o arsem the depch and diversity of the masEmisss compeny’s cosomer mix, The transmmissos
eompuny's Larpeet dirribution Comvramery are idegrified m detexminy their sabulicy vad coatriion & rowe-
ones. Alag ivpoetent to s toRSnONOR tompcry i the somgrh aed divervity of the end-om medten of i dis-
atbwtion cemmers. Accordingly, v end-uss mackos s evalatcd from 8 macroscoaDc PEIERCTE
on annlyis idindical co thar deoexibed shove for a diserfasion welticy.

" Adothxr key considersoon for 9 tmissian corepeoy is the locarios of i cranumiiceion facies. A tant
Mission enmpray that ¢ soergicrlly lotsted aad coanscs secples low-cox permio b growth maden i
vivwed fovarstly, On the othey hand, 3 eznsansion compagy vt connns adanvely high-cact gracotion
4 ez 67 declinitg e I oo £t risk. Uagr: setd cloceric growds jewrls in the end-woe muarkess will he com-
pared oith ememission cepacity wiikstrion, Underailind cmmminion ines thet serve grosh merkes bave
MW@ﬂWMM“mmhuhhﬂm
Oprmions. Toamsmission and diseibotine opeapdon s rypically fow zisk relstiv w0 grension opens-
viemx. To evahunte dae apreagons for & cossmiaion ot Sacibosion compry, Sundard & Pour's fosa oa
dumdqmﬁdshnﬁewdmm,dmdmtuaﬂubm
ing conmeriden i of segmens of the deczxic pocver business, wility managent ate ender increasing peesture
nwﬁwdm-mmhmJﬂuvﬂﬁ-uﬂmm—
Darks, B oiliries 478 pov com efiective i mocnag sorvace sz, sronger tgulawry o compdice poes-
mnﬁdr.w,qhﬂiphdnhmdmwmmum
dhwmd%ﬁmmunpﬂw.«mm

n oddiion, the soanes of wdlity plast irvestoers iy seviewed, with pegerd 1 eellabibicy rad wilizacon, a3
m»amammmmummmmp
mem-mmd_wmuwwmmn
Projecead w0l bcprowemens pzocsary to provide high quaticy sd reiisbie service. Addiriaaslly, enigac op-
eroting could be presens St smpecs o1ty 10 3 degre whecs crodit qualicy w8 impacsed. Exorcples of
mmmum-mmudmmummmﬁudu
cxsens 504 Sors well nch pmert aze Gainined I8 2l50 4 Ipocest evsloning considerstios.

Usilitien In comerging coowtrics face additlons! opernting dheclieages, sich a5 the hndumonels of metering
aad biffing, Cervalin wiligies may eraggle with accurate aad timely mexring and billing becruse they do ot
thm.mhbmm.umdmhmumpﬁ;d: p
bills coxsees and ou: in a ey foshion is only par of the itsze. Callections cun bu » Ragging problem wheee
polident or exmonic ralites prewess aervics cowlf for sampayment. In addition, cumghs thef of dectricey
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It dng, aud cooking, T, high slocaicity price, which tndy becanmed by isefficiens reasnizion or distry
Dbutron sprvies, are cumee for concern If coytoomess heve shurpms apecgy sonrces, Self-generasioo has for may
yours beeyt 2 thwwdwm*mMMw*
sdvicoage of cenmin copnicun dmolagics o sigaificandy toface daic cellsace out, 284, in sowe s, dn
coamecs foom oypicaiscion’and daribetion spmes. I the fabes, techaology conld pose » geesar dheess for
eeansmiision sad diwridadon corspssies, Sypems tisk is Rixiy t grow ss distibazed penerarion, microproec-
Muddmpﬁrbmwmﬂy for emalier a4 candler eownmers., |
w-mﬂ&uhpuomwmmum
ton aeworks theald continge m play & wishic tele for the forowsabls forpee
mo-h;udnnhquw&nrm&mudmhbmk
tighely cegnds ved emramission and disteiivarion sovpsnicy than for prnersgors or enrrpy muiorters opemdng
m & Wy compenicke envicoamat. S, Macueg mrragement sensing sipmicane goce menagenencs shil-
dnﬂdﬂma&udmdnmﬁsmm&wmhdym
terules, i is uiimunly the qrality of menagaywar thes drives the micress of » compmary. Imporoa covsiders-
vons iaclude soragts pod weakness of ey maeenbery of munsgesyax, depeh aad stbilicy of 1op sssnagesscr,
and et eod puosprezion manapeestor changes. Manigeoeer soratcpies ace alio 3 wateris! devrmrimer -
Mmmﬂ-m-humnuuhﬂmpﬂumw&
Msﬂmﬁﬂipﬁmmﬂmﬂqﬂnh%qﬂﬂﬁm
busetames 23 well s satlyze how effecringly dhey are impleawosnd,
mmﬁmuwwmm:dmdm
plone 1t ¥ basnd an cech facees o5 e, mdusry experiener, & gesep of indwetry itow, and knowiedge of
customers aod cheir preds, Managemens's shiliy and willingersx t0 develop workshie sirategics w addscs i
syrem’t eeeds, £ exooe resroasirle snd ofiorsive long-toess plaas, 23d to be peoacrive in feading i coo-
pany wn the fure are swwssnd. Maoegernene qualicy it sisn indicatad by thooghth! balsacing of public and
pewvate prioriciey, & record of oredibilizy, ﬂ”mﬁhp&wmﬂ
:befmuhlw
thﬂlpﬁym-&kmhlﬂqwmmm-&
dmmm\%“nﬂm Thiv o35 be sszcyed by evabuar.
mg acenunring exd fasacing pracions, ceplealinezion mad common dividend obiectives, aad the cumpawy’s.

Mmmﬂﬂnﬁu
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Cenersinon is the srsinost sogment of the decric wilicy indusry doc to complex operating thixs and the in-
MMma{h“mwhhﬂeWhhd#ﬁm
m.:nud#iﬁudhmthwuhubﬁum&mh
the 7-10 mange.
mu.mmmmmwmmmdu
comnpece primanily an price. However, claowieiy hat some chatecseriszics that wwke i lost like other conr-
mmummhmmmhwm-n
provoced, ond ins delinerabifity cun be hpeapired by coxremision constraise. Tha, refiabiliy, defivershificy,
and yome value-oddet servicer may discinguish cor greesuting cosipeny froen saocher, sad pechaps cici s
preasiom in dur maderplace. Valareddad scrvices, cach ay costomization sad load foflowiag, cen sdar the
dﬂpmdhns(whd of fxmae, hmmm of dlexzricicy delivered 0 the cur-

mhhmcMﬁ_dm&rmh“MMM
afford e have unpleamed cutapes since chay s only peid wien they ran. Furdharmore, conteacrual commie-
ments cocld forcn & downed geaermox o the greriey e sork piplacantot power, which could be cosdy o
onywalisbis If the oucags acooes decing & prak usege peciod. Thats, while low pugdieion ogos will facenr
Mnhkﬂnpﬂndmdn,&wﬂmm oxher ericxrle will be comsidecsd when
ewessiag coadirvanhines,

Rq-hdn&zmnquﬂm regmlaced and achicve maperior business grofier than tir
dereguiamd hertheen due o ¢ Mocs sablc revemme goct. For sxamiple, sonis ceoxpukard supply sysem do-
sive ctodi screngeh ated ssbifizy from thelr highly cchesive sacere, sternming in port from dioer o e
£ross ownership bxrwers penersson xnd dissibomnt, with governmens eatities a3 uizimme gwnars. However,
mwmwngﬂdcruhmumwhmh

cegulzary consideraiuoes sor sefl] persinax, sod very ammcg ghobal dectric utlicy syseees. Regwiation rypt-
eﬂymﬁﬁu&ehﬁ:wdhmmmuﬁnmhpﬁaﬂi’.
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ereters agx snnogically dispatehiod snd the lask tnit o mun sovt the marker doaring peier for off players. A
pover pool reny have ruies regurding pner hids, dispauch, fisancal scending of masker plapers, o gthar foc-
sors. Gemerears maay heve sm obiigasion to build, or axty be Eovized in buillding or wvesting, Funtheresore, po-
Bricul suhifizy; kogal emvirommrons, end coneruc ftw infinnres dhe grocoaioe’s operatiag envircament asd il
be-cxamined ander vhis heeding. Clrarly, the more cosxnodiry-like the exviromment, the ks mAueasial reguls-
don b i the eeadicional sensc. Saifl, reguistion is kkely 10 comtrain optide profit pacwtial, while prowding fe-
:Muhmmudwq&m'wdnhm: Qegrive o tersu?

Sranderd & Foor's will sl o detennune if dhe prguiscary eavipopmant & sepportive of aradis qualicy, end
 is cxraves 2 leved playiog Beld. Seedasd i Poar's will siro nove the Jengeh of rime dexy the reguls tory frame-
wock hag bexs in place given the potential for s oelatively Qoo sysuam €0 be medificd. The (LK i notorions
fur harving touscd its compctitive power pool, snly 10 base the regulass wcp in sbscquendly snd totiper wich
the pool’s mgrieee dearing peitr.

o thee ULS., the Federal Encrgy Regriaory Commission (FERC) bas etcablivhed regularions for soudlsciyt-
wntary imereer craserninion pricing. Thercforr, & mxssecton Senecen 18 economic generation cxmpsny ead
m cnnd uget will pew by widexsined by mflated wherling fres. Alwo i the ULS., carieet powns psues sre =il be-
ing sored aut. FERC may probibit mergers wheee bufkisg up on genecasion resulty in 2 wiilicy being able m
axyt rrachst power ower its compesicon:. As & tesulr, peguleers may limic siee and restricr certsin concracteal
srraopemcry. Repaisioes mey aho st prodencs requiseseeews (financis] credicwordiness) for exerones o the
magites, Quustings aceed iockede: How wnil prices be esablished? Will dere be s power pool or bitaterad con-
eracs caly? Bilastra] contracs s whete buyers sd efiers atgotiar: dae weems, incladiag coct, of dw cransec-
s Often times 3 pool rmmacion cam bx brdged to Gasaciadly simuize 4 bilaers! coomag direcgh
“conteacss foy differnmos,” The rype of regulaneplegs] coviemens can impace erediz qualizy. For exsmple,
I oo jttrnutional gyseont, shope-arem trpinal cost is deterwsioed by s paol, bus the tariff also faciedes o
chorge wo covx the koog-cmm macgingd cost 5f the aexy cepinl addition. This pricg sysvan offcrs some
eeaT wacrmwe £o t rrowery of xed cows god teadtee lowen ritk 00 the generseoe.

Markas. Miarkess for graceators ase vasty differon tna for tbome mxiicies with defined, francheed sarvice
wxtitatiet. A goaerator’s maskes expemds a5 far 3 it o trantpare ks tlecrons wichin plryrical (ransmimion)
v coomonsc (raemportaan leed) consrrasrs., b oypically hay no vhitgation o meve and may be free w hod
pick i cuntomnss tad megrxine iy own conraas, While i is anvicipared thax in the LLS. a cooners will be
aida m chouae their mmppiier (seoil wheskog), some coustrics permic roeal] accent 1 oaly the very lapes io-
dwstxin] entivies, ke fn thoae tountrics are primarily wholesaie, [s & saciipazed in che LLS. chat wcridela!
sad snyall cutromers will initially mad o stiek wich theit loesl wiliy duedintion commpeny for supply. Hemw-
ver, i piog propres m devr, sy costomen heve exsyciad their oxion 10 chooss sad left their maditiona!

mm.igw.-.:s-@uummewn-umdm
F botmdexies e, IF the genersme sl dieeely to aud coers, wha 1 die owromer wix is weems

I -4
" of reshdenti€), comimerchel, #7d industria! segmeees? A diversy castores bese wichin & scabie, growing ecn-

otuy would be positive from a credit risk perypective, An eoonomy that is doiwen by oaly 2 hasdful of prod-
men or iedusyics would istrodece coneentradon tisk, At ciecariciry marias berome more kassid, prces will
becoene crope ressepares, kad sserpy madoeers and Bnancia] derivatives will begin to dovelop., & comains ©0
W pore ¥ maarterers caw agprepEm stmall cuscomer foads clfocrively to talee them ccotomecnlly desicable.

Furchyee puagker cvabmnion wonld encompess & Macreoconemic sracsanene of elecriciry supply snd de-
mand. ln 2oy of depend, whee are the scopeenic peatpeery, inflatioasry pressoees, sod therviciey commenp-
dos paxssr withie tet coensy or fgicn where tha gasnrsting company operaon? s developing coumries,
gromnh prospocs woukl be igher thea in o matwre coomy sech 83 the US. Howeser, twong growth could
be puljers w0 sxtreme valarlivy dis ® nxcessicetry or iaflariemary presyaes. UF one or 3 frw adustics domi-
et rogion, prowdh progpecss conld be ted w0 the b of thas indusary.

T bexxixs of eupply, who aoe the ether players in the srarkm, sud hag 25z the barriers to antry? How mnch
copecicy i thre yeiative 10 dapand? Serplos cepmtity conid sedues mies sadior put pratset on margies, A
seficir cxpecity sirmerion would inflas margins over due shore mxm, bar encoursgr other croants W the mar-
EMﬂuMhmmuuwmdmhﬁd::m
w oating grocreeoci, highey would soberes e gearnsting compeny’s competicisr position) ince
ol foad meineined cesswres balance, or crestod o sacplns sitescion. In addicion, | momeostion coe-
seroines oni mefieved, cither through copgrverion or wrhnoiogy, the suppiyklemand belese will cingr-
Cemersssts raey hawe scoem m 8 benader mariver, Sue scher rupplies will byve st 1 theie cusonits
wnll. Ako, & is prcetsary © cxumine the sealshiity sad ccliabilicy of power supply.
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Operstions. A mbysiy of eprrasions overdaps somewhet with exsetination of markets and comperitve-
ottt The tnaricer within which 3 generacing compzoy is 2 plryer (lasul, regiond!, macenaal, o¢ semenonal)
bas iemplicagiors for how i opecumes. Trazsmission interconnosions nd conseeing, 2s =i 33 t locesioo of
& plosr eedaive  cotaemers, provides operasing limitdoos sod eppornmides. Haviog 2 sretegic kordon
might sacomivere ther the plase be ron consmo©dy th provide ryscem vaioage suppore. And vhe efficiency of s
mm&ﬁ-ﬂnh_qu&Rw

Mannging producrian inpus effecriwely is crucis! eo comperitivensss. Sapphers of fudd, babior, 20d srpplics
e towsess of oconoeic YK 10 § praceame’s shility ro prodoce lowscor: power, The generowsr aun be at rigk
if mppkrs are disreperd or prics srz sl Stapdasd & Poor'y will txamior the cxaxns o which # gencmtr
diwersifies 2ick a5 oppased m relying aa & few ampplicrs. Whar has been the hizreic growth of operanng xud
mEinerane expemdiures, and howe will they be conmolied (or redaced) prospectively? Effiaox ase of teh-
nology will cuzhie & geavation company W ssnage io coxs mote cficently.

Foel typically represenzs abos haif the cast per wh, Generasors will pred to become sophiwicansd in phys-
onf and fipancial hedging of fuel cocsnodicy tisk. To the sxmnt the & genmrsnon comparry hat cooizacted @
oed) irs oupues 31 a fiaend price, i will be soemary w0 mstch e kongsh of fud coneacts and hedger w msure
thoae argins are focked i Somee coneracss permit 3 pas throagh of fue) price changes, whach might matigas:
the ity of hapiey.

Comtoaess to 121l & porrion of prodncrion output at segotasd prives csf provec: penceatoty from price sad
weskwre tick. Electriciry csarioms are qrire wolseile, witk: pricey Bucrsting as mech as 300% daily in U.S. mer-
ken. Concraces for ditioronoes gre & commen way 1 heve peice ssrdement ancand an ervatic tagker doaring
puice. The mechumics very simplisically az 23 follows: A buyer and selier agree on 2 prics for powes, for e
sample, 4 atnes pry jreeh, If the murierr clesys 02 5 comts pex kwh, the seiler sells ineo the pool snd receives §
s Put the buyer tanst buy from e pool for § cean, which is 1 cesr bigher than hls ercangemens. To e
oncile dhcir 4 cent opresmerx, the scller puys the buyer 1 mnt. Clearly, sromgies will vaty dependieg on bow
copmacs sz squcowd, aad bow murh of production is sald wnder contraer wersus on the spox market. There
sirgrght ase indwertive of macagemend's risk sppexice.

T sddicion 10 these consideranons, Saxndard & Poor's wil) examine kry ssdscical efficiency messuses, such
ax cuputiey facror, avallabilicy ferver, and hest paze of individos! plaots a5 compared o indusery peere.
Clenly, it is peefrrahln wo schicvs prrnmaress which aomed inducry siyndacds. Capacty facsor ctasuzes the

0 which 2 plase is acrusly ram over 2 eernain period of dme, while svalability indicases whar peroex
of the tiane ir wenid have boen svalishle m opreate. Hexy rans mesaste ¢ power pliot's fod cificieay. A low
bt xte would indicsx: ke el inpur per unie af utpuz. The avenape ape of the faalities in dhe pordolic is
sl isrporoant; malaeeasser cxpotrs tends o xrests oy plans ags. _

The mchaologics waikired by a gosersring compuyy siso ipacy Sandsrd 82 Poor's ssecesmen of risk.
Clearly 2 sew rechoology it ritkier than proves dexign. Morcower, madioer facilitics preseny greater-than-sver
gz siek in light of complex weimology, sdditions! eperating dhallengey and conces, 20d decommassioning
ogsa. Al exunined is amer concmteation risk, which is prassne where g7y 0 moit reprevenss 3 dispropor

. thematr share of expital or ovtpr fn the pordalio. Constwction ik will be considered in toney of the bred of

cxpin) expundinres, abilicy to complese peojacTs om time and on briger, apd seerexsiol sarr up. Turkey pro-
jorn conld ansicr thest conmrocrion ricks fram the groerstor © the engiaccring Erm. Lascly, enviropmenml
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pemceason,
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Exhibig I
Toble CPKA

Etfacts of Enron Pian Propnool an Ksy Finsnclal Criterls
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