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As global credit markets contract, borrowing rates skyrocket, and otherwise fundamentally creditworthy lenders and 

borrowers eye each other with preternatural suspicion, liquidity and counterparty risk become the preeminent credit 

concerns. Regulated electric and gas utilities and power companies have not been immune to the devastatingly rapid 

consequences of negative market sentiment. Recent high-profile events like the almost overnight loss of investor 

confidence in Constellation Energy Group Inc. (BBB/Watch Dev/A-2) that coincided with the final days of Lehman Brothers 

Holdings Inc. (not rated) and the sudden termination of a "sleeving" arrangement (a guarantee by one party, including the 

posting of collateral, to support specific obligations of another party) between Reliant Energy Inc. (B+/Stable/B-2) and 

Merrill Lynch & Co. Inc. (A/Watch Dev/A-1) have raised concerns about the industry's overall ability to handle stress. 

However, the underlying credit fundamentals of the utility and power industry do not support these concerns, at least in the 

short to medium term. That's the conclusion Standard & Poor's Ratings Services reached after we reviewed the cash 

position, pending debt maturities, and available revolving credit capacity of the investor-owned electric, gas, and water 

utilities and the merchant power industry (for a discussion of the latter, see "U.S. Merchant Power Generators Appear To 

Have Adequate Liquidity, But Systemic Risks Do Exist," published Sept. 22, 2008, on RatingsDirect). 

The rated U.S. regulated utility and merchant power companies' total debt outstanding is $505 billion, with about $105 

billion maturing between 2008 and 2010. As of June 30, 2008, these companies' balance sheets contained an aggregate of 

more than $31 billion of cash and short-term investments. Moreover, the industry has about $110 billion of unused 

capacity under revolving credit facilities that the companies put in place, for the most part, in the past few years when 

exceptional liquidity and generous lending terms were the norm. (These revolvers generally mature between 2010 and 

2012.)

These fundamentals indicate that most, if not all, companies should be able to refinance pending maturities despite the 

currently unsettled credit markets. Investment-grade utilities and diversified power companies like Exelon Corp. (BBB+/

Stable/A-2) and PPL Corp. (BBB/Stable/--) have limited refinancing needs over the next one to three years. However, 

repricing risk (i.e., higher and uncertain interest rates when the rate resets) is likely to persist for a while. In this respect, a 

few utilities have tapped the debt markets since the Lehman bankruptcy on Sept. 15, including PECO Energy Co. (BBB+/

Stable/A-2; $300 million 5.6% 'A' first and refunding mortgage bonds due 2013), Wisconsin Electric Power Co. (A-/Positive/

A-2; $300 million 6% 'A-' unsecured debt due 2014), and South Carolina Electric & Gas Co. (A-/Negative/A-2; $300 million 

6.5% 'A-' first mortgage bonds due 2018). 
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As a point of reference, in June 2008 Duke Energy Corp. (A-/Positive/A-2) issued $250 million of senior unsecured debt due 

2013 at 5.65%. This is almost exactly the same coupon as PECO Energy's secured issue of September, but the Duke paper 

is rated 'BBB+'. Regarding speculative-grade companies, especially the merchant power generators, Standard & Poor's 

believes that risks associated with near-term refinancing requirements are manageable given ample sources of liquidity and 

limited maturities. 

In addition, several utilities successfully "tested" the availability of their bank facilities during Lehman's decline. Two 

companies have gone much further: Duke Energy drew down $1 billion off its $3.2 billion facility to ensure access to 

sufficient liquidity now rather than risk a further weakening of the markets generally; and American Electric Power Co. Inc. 

drew down $1.4 billion under its existing credit facilities to increase flexibility and provide a liquidity bridge until the capital 

markets improve. 

At the same time, however, capital expenditure projections are significant, perhaps unprecedentedly so. The regulated 

electric utility sector alone estimates capital spending needs in the range of $180 billion in 2009 and 2010. As noted in our 

September report, the merchant sector's capital expenditure plans are limited principally to maintenance and certain 

environmental commitments, which can all be funded from internally generated funds. Standard & Poor's expects that 

companies may adjust their current spending estimates, perhaps significantly, because of the current economic crisis. 

These adjustments will not be so much to reduce or eliminate the expenditures permanently as to defer them for some 

indeterminate period. In the meantime, the companies will instead direct expenditures, on a much lower scale, to 

maintaining what in many instances is a rapidly aging and increasingly unreliable infrastructure rather than on the more 

expensive option of building new plant.

 
Refinancing Requirements Are Significant, But Manageable

About 70% of the debt in the power sector is investment grade. Table 1 presents the amount of debt outstanding from 

year-end 2003 through year-end 2007 for companies rated by Standard & Poor's Utilities & Infrastructure practice. Since 

2005, total debt has increased by about 20% to the current $505 billion while EBITDA, too, has increased, reaching $120 

billion in 2007. The sector's unadjusted debt to capital ratio improved to 59% from 65% over the past five years, which, 

given the increase in debt, reflects a greater increase in total capital. Worth noting, too, is the modest improvement in the 

credit quality of the debt, with total investment-grade debt increasing to 71% from 69% over the five years. 

Table 1 

U.S. Utility And Merchant Power: Debt Outstanding By Rating Category

(Mil. $) --As of fiscal year-end--

Category 2007 2006 2005 2004 2003

AAA N/A N/A N/A N/A N/A 

AA 2,672 2,590 2,111 1,974 2,142 

A 111,050 76,679 49,659 65,800 76,572 

BBB 245,058 269,402 259,998 219,861 227,956 

BB 58,073 50,837 24,480 33,360 29,703 

B 72,674 43,405 68,607 88,229 98,712 

CCC N/A N/A 275 173 N/A 

D 15,360 16,374 16,497 N/A 10,933 

  Total 504,886 459,288 421,626 409,397 446,017 

https://www.ratingsdirect.com/Apps/RD/controller/A...pleSearch&pager.offset=&SIMPLE_SEARCH_TYPE=&CONID= (2 of 7)10/20/2008 3:45:50 PM



[14-Oct-2008] The U.S. Utility And Power Sector Appears Well Positioned To Manage Refinancing Requirements

  Summary

Investment-grade 358,780 348,672 311,767 287,635 306,670 

Speculative-grade 146,107 110,616 109,859 121,762 139,347 

% investment-grade 71 76 74 70 69 

% speculative-grade 29 24 26 30 31 

Note: Data is based on the debt outstanding over time for current rated companies. N/A--Not applicable. Source: Company's filings 
reported through Capital IQ.

Even with that improvement, refinancing needs exist. Table 2 provides refinancing requirements for the three years from 

2009 through 2011. These figures were taken from published financial statements and include consolidated debt 

obligations, but exclude all off-balance-sheet obligations except nonrecourse transition bonds (e.g., Exelon, FirstEnergy 

Corp. [BBB/Stable/--], Public Service Enterprise Group Inc. [BBB/Stable/A-2], and PPL). While refinancing needs at 

nonrecourse subsidiaries or projects account for anywhere from 0% to 100% of the total, for the sector generally they 

represent about 20% of the total. Refinancing needs are shown after aggregating subsidiary requirements at the parent 

level. 

Table 2 

U.S. Utility And Merchant Power: 25 Largest Refinancing Requirements (2009-2011)

(Mil. 
$) Debt maturing in…

Rank Company
Corporate credit 
rating* 2009 2010 2011

Total 
debt 

maturing 
in 2009-

2011

Total debt 
outstanding 
at year-end 

2007

Total capital 
outstanding 
at year-end 

2007

Total debt 
due at year-
end 2007/
total 
capitalization 
(%)

1 AES Corp. 
(The)

BB-/Stable/-- 1,094 1,513 1,857 4,463 17,994 24,399 74 

2 Exelon Corp. BBB+/Stable/A-2 730 1,421 1,794 3,945 13,687 23,911 57 

3 Calpine Corp. B/Stable/-- 971 601 1,887 3,459 15,360 10,711 143 

4 Entergy Corp. BBB/Negative/-- 1,066 895 1,053 3,014 11,343 19,297 59 

5 Public Service 
Enterprise 
Group Inc.

BBB/Stable/A-2 1,052 220 1,540 2,812 9,850 17,229 57 

6 American 
Electric Power 
Co. Inc.

BBB/Stable/A-2 445 1,715 601 2,761 15,654 25,794 61 

7 FPL Group Inc. A/Stable/-- 1,333 286 892 2,511 13,698 24,433 56 

8 MidAmerican 
Energy 
Holdings Co.

A-/Watch Neg/-- 655 329 1,281 2,265 19,823 29,405 67 

9 Spectra 
Energy Corp

BBB+/Stable/-- 919 828 306 2,053 9,400 17,061 55 

10 El Paso Corp. BB/Stable/-- 1,092 250 641 1,984 12,814 18,659 69 
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11 Duke Energy 
Corp.

A-/Positive/A-2 974 722 275 1,971 11,857 33,146 36 

12 DTE Energy 
Co.

BBB/Stable/A-2 364 680 922 1,967 8,550 14,410 59 

13 Energy Future 
Holdings Corp.

B-/Stable/-- 449 452 1,016 1,918 40,834 47,519 86 

14 Southern Co. A/Stable/A-1 608 291 953 1,852 16,468 30,058 55 

15 CMS Energy 
Corp.

BBB-/Stable/A-3 460 708 683 1,851 6,736 8,988 75 

16 Progress 
Energy Inc.

BBB+/Stable/A-2 398 404 994 1,795 10,293 18,653 55 

17 Dominion 
Resources Inc.

A-/Stable/A-2 407 781 465 1,652 16,469 26,160 63 

18 NiSource Inc. BBB-/Stable/-- 468 1,010 27 1,506 6,690 11,766 57 

19 CenterPoint 
Energy Inc.

BBB/Stable/A-2 289 289 709 1,287 9,911 11,721 85 

20 FirstEnergy 
Corp.

BBB/Stable/-- 244 244 792 1,281 11,790 20,763 57 

21 Sempra Energy BBB+/Negative/A-2 423 513 321 1,257 5,786 14,466 40 

22 Allegheny 
Energy Inc.

BBB-/Stable/A-3 105 150 995 1,250 4,127 6,637 62 

23 Consolidated 
Edison Inc.

A-/Stable/A-2 491 695 14 1,201 9,322 18,632 50 

24 PPL Corp. BBB/Stable/-- 686 - 500 1,186 7,660 13,536 57 

25 Xcel Energy 
Inc.

BBB+/Stable/A-2 561 545 54 1,160 8,068 14,474 56 

*Ratings as of Oct. 14, 2008. Source: Companies' filings reported through Capital IQ.

We make two observations. First, the top 25 companies account for about 70% of total 2009-2011 refinancing 

requirements. Second, very few speculative-grade companies are on this list, and only about 20% of the debt coming due 

by 2011 on this list of 25 is speculative. The reasons for the reduced number of speculative-grade credits from prior years 

vary from improved credit profiles to elimination of almost all near-term debt maturities to reorganization following 

bankruptcy. Most of the listed companies represent varying degrees of diversified regulated and unregulated activities. 

Standard & Poor's notes that corporations with obligations that rely on a more diversified cash flow that include regulated 

operations are generally likely to refinance with greater ease. 

Table 3 highlights those power companies with the largest short-term refinancing requirements. While in several cases 

these amounts are very substantial, we believe investment-grade companies, which consist of utilities and diversified 

energy companies, face few refinancing problems in either the bank or capital markets. Several investment-grade issuers in 

the power sector came to market immediately after the subprime problems arose in mid-2007, while others that we noted 

earlier have tapped the debt markets successfully since the Lehman bankruptcy. However, as expected in unsettled 

markets, there has been a marked repricing of risk. 

Table 3 

U.S. Utility And Merchant Power: 25 Largest Current Maturities Of Long-Term Debt
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(Mil. 
$)

Rank Company Corporate credit rating*

Current 
maturities of 

long-term debt 
and short-

term 
borrowings

Total 
balance 

sheet debt
Total 

capitalization

Current 
maturities/total 
capitalization (%)

1 Dominion 
Resources Inc.

A-/Stable/A-2 3,234.0 17,397.0 26,529.0 12.2 

2 FirstEnergy Corp. BBB/Stable/-- 2,917.0 13,719.0 22,940.0 12.7 

3 FPL Group Inc. A/Stable/-- 2,418.0 14,660.0 25,274.0 9.6 

4 MidAmerican 
Energy Holdings 
Co.

A-/Watch Neg/-- 2,330.0 19,644.0 29,821.0 7.8 

5 Southern Co. A/Stable/A-1 2,325.0 17,650.7 31,503.0 7.4 

6 Duke Energy Corp. A-/Positive/A-2 2,268.0 13,288.0 34,778.0 6.5 

7 Energy Future 
Holdings Corp.

B-/Stable/-- 2,231.0 44,293.0 46,385.0 4.8 

8 Xcel Energy Inc. BBB+/Stable/A-2 1,726.1 8,553.5 15,033.0 11.5 

9 Exelon Corp. BBB+/Stable/A-2 1,722.0 14,754.0 24,728.0 7.0 

10 Calpine Corp. B/Stable/-- 1,710.0 10,412.0 14,086.0 12.1 

11 Ameren Corp. BBB-/Stable/A-3 1,693.0 7,881.0 14,933.0 11.3 

12 Consolidated 
Edison Inc.

A-/Stable/A-2 1,667.0 9,499.0 19,373.0 8.6 

13 CenterPoint 
Energy Inc.

BBB/Stable/A-2 1,547.0 9,863.0 11,828.0 13.1 

14 DTE Energy Co. BBB/Stable/A-2 1,538.0 8,041.0 13,938.0 11.0 

15 American Electric 
Power Co. Inc.

BBB/Stable/A-2 1,452.0 16,458.0 27,150.0 5.3 

16 AES Corp. (The) BB-/Stable/-- 1,365.0 19,102.0 27,200.0 5.0 

17 Wisconsin Energy 
Corp.

BBB+/Positive/A-2 1,253.5 4,457.0 7,705.1 16.3 

18 Public Service 
Enterprise Group 
Inc.

BBB/Stable/A-2 1,188.0 10,035.0 16,689.0 7.1 

19 Entergy Corp. BBB/Negative/-- 1,174.4 12,055.2 19,401.4 6.1 

20 Sempra Energy BBB+/Negative/A-2 1,131.0 6,096.0 14,167.0 8.0 

21 PNM Resources 
Inc.

BB-/Stable/B-2 1,115.1 2,414.0 4,126.5 27.0 

22 NiSource Inc. BBB-/Stable/-- 1,094.9 6,609.0 11,419.9 9.6 

23 Progress Energy 
Inc.

BBB+/Stable/A-2 1,078.0 11,822.0 20,292.0 5.3 

24 Hawaiian Electric 
Industries Inc.

BBB/Stable/A-2 1,074.4 2,063.1 3,394.2 31.7 

25 Spectra Energy 
Corp.

BBB+/Stable/-- 1,053.0 9,746.0 17,235.0 6.1 
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*Ratings as of Oct. 14, 2008. Source: Companies' filings reported through Capital IQ.

Another effect of the turmoil in the financial markets has been the weakened demand for 'A-2' commercial paper (CP). We 

have seen the pricing of 'A-2' CP move meaningfully higher and maturities shortened compared with the recent past. 

Because of the reduced market access and higher interest rates, some companies have opted to replace maturing CP 

borrowings with draws under the revolving credit lines that have functioned as backup lines to the CP issues.

 
Near-Term Capital Budget Implications

Capital spending costs come into play as well. Rated companies in the sector spent $92 billion on capital programs in 2007, 

but 45% were able to fully finance these needs and still generate free cash flow, a phenomenon that occurred not just in 

2007 but for several years prior as well. However, current industry estimates of capital spending requirements for the 

sector as a whole escalate significantly in 2008 to 2010 and beyond, even without including environmental mandates. With 

the credit markets extremely rickety, however, these spending plans may be put on hold and funds that are available 

directed instead to elevated maintenance spending to sustain the existing and often rapidly aging infrastructure. However, 

this can only be a temporary measure. A 2007 survey by Black & Veatch LLP shows that perhaps as much as 60% of the 

generation, transmission, and distribution infrastructure is at least near the end of its service life, while in some cases 20% 

to 25% is past or well past its intended usefulness. 

 
Heightened Pressure On Regulatory Commissions

Another key reason for deferring capital plans is the uncertainty associated with timely recovery of capital costs. Increased 

capital spending will intensify the cost pressures that were plaguing ratepayers even before the current market upheaval. 

Indeed, many utilities have filed rate increase requests with their commissions, and at least one utility has two 

piggybacked rate filings outstanding. In jurisdictions such as California, which has particularly strict and near-term 

mandates that limit greenhouse-gas emissions, the burden on the ratepayer could be exceptionally harsh. The confluence 

of an economic crisis, rising costs--especially for labor and materials--and state environmental mandates augurs very 

poorly for future rate increases of material size. Regulatory commissions, which in some states have already indicated a 

strong apathy toward further rate increases, are likely to suppress or minimize rate hikes wherever possible. In addition, 

political pressure to re-regulate--or enable transmission and distribution companies to reenter the generation market and 

perhaps even purchase generating assets--could intensify, especially if the spread between marginal costs and average 

costs in deregulated states remains wide or even increases.

At the federal level, the push for climate change legislation appears highly unlikely under current conditions, and earnest 

debate on the topic could be deferred for a year or more. 

 
How Will Ratings Fare?

Although the utility industry's credit quality and that of diversified power companies like Exelon and PPL is solidly 

investment grade and our near-to-intermediate-term outlook is stable, continued deferral of costs coupled with the current 

recessionary economic conditions and the associated uncertainty of U.S. and global financial markets will erode financial 

metrics. If these conditions continue for an extended period, they could threaten ratings. 
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