U.S. Electric Utility Creditworthiness--Why the Regulatory Framework Matters
By Lynne Holt

February 9, 2016

I Background

The U.S. electric utility sector faces many challenges posed by federal and state environmental
requirements, aging generation plants and distribution systems, transmission capacity constraints,
emerging and changing technologies, increasing cyber threats, and in many regions, anemic growth in
the customer base, and declining customer demand. The pressure on electric utilities to meet those
challenges affects their decisions on capital expenditure which are far from insignificant. According to
Edison Electric Institute (EEI), U.S. investor owned electric utilities spent $98.1 billion in 2014 to acquire
and upgrade their physical assets, with projections to exceed $100 billion in each year, 2015 -2017.*
Like their investor-owned counterparts, U.S. public power utilities face similar challenges as they seek
funding for capital projects. For both U.S. investor-owned and public electric utilities, debt issued for
capital expenditures is affected by credit ratings provided by three dominant, internationally recognized
credit rating agencies (CRAs): Standard & Poor’s (S&P), Moody’s, and Fitch. Downgrades in the
creditworthiness of an electric utility could result in higher borrowing costs. For example, if a
hypothetical electric utility sought to borrow $15 billion and its credit outlook was downgraded from an
A rating to a BBB rating, that utility might have to pay $195 million more for money borrowed on
January 31, 2016.2

The regulatory framework is a key factor in credit ratings. Traditionally, utilities in the US have used a
cost-of-service methodology to determine rates, particularly in Florida and the Southeast. It is the
model CRAs used to evaluate the creditworthiness of electric utilities for most of the 20th century.
However, in recent years certain segments of the electric utility industry have undergone some degree
of deregulation and restructuring along with changes to technology, all of which have contributed to the
emergence of new electric utility business models. These new business models have resulted in changes
to the analytical methods used by CRAs.

This paper discusses how the evolving utility business models characterized by different levels and
modes of regulation may prompt changes in how CRAs evaluate the creditworthiness of electric utilities
and the importance of regulation for such evaluations. While these changes affect electric utilities in all
regions of the nation, the focus of this paper is on Florida and the Southeast.

Il. Credit Rating Agencies and Their Concerns

CRAs determine an electric utility’s creditworthiness based on several major considerations: an electric
utility’s regulatory framework, its ability to recover costs and realize returns on investments, its financial
viability, the nature and diversification of operations and assets and, if it generates power, its fuel
source diversity.

For all three of the major CRAs, the regulatory framework plays a critical role in its rating
determinations. Moody’s formula for assessing creditworthiness of a regulated electric utility assigns
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25% of the total weighting to the electric utility’s regulatory framework — equal to the portion of the
weighting allocated to considerations related to cost recovery.? A utility’s creditworthiness is a function
of its capacity to recover its costs. CRAs see the relationship between the regulatory framework and
cost-recovery as separate but inter-related. According to Moody’s:

Broadly speaking, the Regulatory Framework is the foundation for how all the
decisions that affect utilities are made (including the setting of rates), as well as the
predictability and consistency of decision-making provided by that foundation. The
Ability to Recover Costs and Earn Returns relates more directly to the actual
decisions, including their timeliness and the rate-setting outcomes. *

S&P explains its considerations related to the regulatory framework as follows:

We base our assessment of the regulatory framework's relative credit
supportiveness on our view of how regulatory stability, efficiency of tariff setting
procedures, financial stability, and regulatory independence protect a utility's credit
quality and its ability to recover its costs and earn a timely return.

Our view of these four pillars [regulatory stability, tariff-setting procedures and
design, financial stability, regulatory independence and insulation] is the foundation
of a utility's regulatory support. We then assess the utility's business strategy, in
particular its regulatory strategy and its ability to manage the tariff setting process,
to arrive at a final regulatory advantage assessment.’

Each CRA describes the regulatory framework differently but the unifying theme appears to be the
framework’s capacity to provide regulatory stability by promoting “transparency, predictability, and
consistency,” to quote S&P.° Features of the regulatory framework that may be impacted by those
three characteristics include the stability of the regulatory body, the way rate cases are handled, and
regulatory risk for the utility. Regulatory risk can increase if rate regulation is perceived as constraining
a utility’s flexibility to manage its cash flow. For example, Fitch expressed concerns with a bill that was
proposed but not enacted during the 2015 Florida legislative session. The bill would have authorized the
Florida Public Service Commission to regulate the wholesale rates of the Florida Municipal Power
Agency, thus potentially constraining its ability to raise rates.’

Even with the challenges confronting the industry during the Great Recession, electric utilities seem to
have been buffered, in part because of their regulated status. In its analysis of third quarter 2014 credit
ratings, EEl noted that “credit outlooks remain stable to positive due to de-risking of business models
through renewed focus on regulated activities and improved industry regulation.”®

In November 2015, Moody’s gave the regulated portion of the utilities industry a stable outlook for 2016
“underpinned by a continued expectation of a supportive regulatory environment.”® According to EEl,
the average credit ratings for the electric industry were stable from 2004 to 2014. In 2004 the average
credit rating rose from BBB- to BBB. In 2014, the credit ratings of U.S. investor-owned electric utilities
improved on average by one notch from BBB to BBB+. *° Overall, there were 103 upgrades and only
three credit downgrades for utilities nationwide from all three CRAs in 2014. The major cause of the
cumulative upgrades in that year was Moody’s decision in November 2013 to upgrade by one notch



most of U.S. regulated utilities on the basis of improving regulatory trends, better cost recovery
measures, shorter regulatory lag, and more favorable regulator-utility relationships.™

The overall direction of rating actions from the three CRAs for 2015 through September 30, 2015 is
similar to the direction of all rating actions in 2013 when 75% of the actions for the year were upgrades
(the portion of actions resulting in upgrades through Q3 2015 is 74% of a total of 50 ratings actions
through that point of the year).”® Due largely to Moody’s actions, as noted above, 2014 was an
anomaly because credit rating actions were more numerous than in any year since 2007 and upgrades
as a portion of the actions — at over 97% -- far exceeded any year since 2002.™ Even disregarding the
anomalous 2014, the number of downgrades seem to have abated in the aftermath of the recession as
shown in Table 1:

Table 1
Cumulative Credit Downgrades by Fitch, Moody’s, and S&P, by Year and at Subsidiary Level

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

48 43 48 26 34 51 21 39 20 3

Source: Edison Electric Institute, Electric Utility Industry Financial Data and Trend Analysis: 2015 Q3 —
Financial Updates, Credit Ratings.

lll.  Credit Ratings Overview in Context of Evolving Utility Regulatory and
Business Models

Regulated markets offer greater certainty for cost recovery than deregulated markets and are therefore
inherently advantaged in the CRA calculus. In contrast to regulated electric utilities, unregulated electric
power companies must recover their costs without the comfort and assurance of a franchise customer
base. Restructuring in electricity markets which started in the mid-1990s resulted from deregulation,
but only in some regions of the country and in some aspects of generation and supply. With respect to
generation, unregulated Independent Power Producers (IPPs) were authorized in some states to
produce electricity. Their share of output is greatest in the Northeast and Illinois with significant output
in California, Texas, and Montana and relatively little output in the Southeast.™

The credit rating outlook for the unregulated generation segment of the electric industry is typically not
as positive, because unregulated generation is not price-regulated and thus is a riskier proposition.
According to Moody’s, for the entire unregulated electric power sector, weaker demand growth, energy
conservation efforts, and a sluggish economy also have been constraining factors.® In contrast to
Moody’s, S&P reported a stable outlook for IPPs, attributing that outlook to IPP hedging strategies. S&P
noted, however, that if natural gas prices and demand do not increase, IPP hedging strategies are not
likely to keep their earnings potential stable in the long term."’

Many electric utilities are currently a mix of regulated and unregulated operations and many comprise
holding companies with subsidiaries operating in more than one state. Regardless of corporate
structure, electric utilities are in the midst of navigating a changing business model which has far
reaching implications for the regulatory framework. As a recent report by the California Public Utilities
Commission found, fixed costs have been rising more rapidly recently than has historically been the case
while electricity sales have remained flat or have actually declined.’® Meanwhile the cost-of-service
business model (still used in states with vertically integrated utilities, as in Florida and other states in the



Southeast) has encouraged infrastructure investments. The California report included the observation
that as long as the customer base grew, infrastructure expansion propelled by cost-of-service
ratemaking succeeded in keeping customer and utility investor interests fairly well aligned. However,
according to the report, that alignment has declined, even in states with vertically integrated utilities,
and the regulatory framework will be under growing pressure to find ways to manage those diverging
interests.*®

The CRAs have been evaluating credit worthiness based largely on the utility model where the utility,
spurred by cost-of-service ratemaking, has sought to expand its customer base. Although the
restructuring movement which started in the mid-1990s largely stalled in 2002 with the implosion of
Enron, technological developments in the electricity sector have prompted consideration of other utility
business models.

In addition to the traditional cost-of-service, vertically integrated utility business model characteristic of
Florida and the Southeast, two other utility industry models, largely conceptual at this time, are
discussed in the California PUC report. In the second model, electric utilities would facilitate
competition among electricity generating companies on the grid but not manage the grid or control
access to it. Distributed energy resources would be integrated into the planning and operation of
electric distribution systems with utilities assuming the role of integrating diverse resources but not
controlling them. This model is being considered in New York and may be more compatible with
restructured markets. The third model is the most limited in terms of regulation in that the electric
utility essentially owns only its poles and wires and operates the distribution grid but neither sells
electricity to customers nor generates electricity. Texas’ electricity market is an example of the third
model.

Other challenges for regulatory frameworks emerge from at least six trends in the electric utility
industry. These trends may negatively affect an electric utility’s prospect of being assigned a stable or
positive credit rating from the three major CRAs:

1. Increase in number of mergers and acquisitions, particularly involving unregulated businesses
and increased debt

Significant capital infrastructure plans involving new technologies

Increasing consumer adoption of distributed generation

Increasing consumer adoption of energy efficiency measures

Pressure to add renewable sources to the utility supply mix

Rising concern with cyber attacks

ok wnN

How, and the extent to which, the regulatory framework will be altered in the long-term in response to
these trends remains to be seen. CRAs are also wrestling with the same issues as policymakers and the
electric utility industry, as discussed briefly below.

A. Increase in the Number of Mergers and Acquisitions

As in other industries such as telecommunications and the airline industry, there is a trend in the electric
industry to consolidate operations through mergers and acquisitions. In the electricity sector, mergers
and acquisitions frequently involve holding companies and have tended to expand the parent company’s
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domain by adding more unregulated companies to its corporate structure. An electric utility might
decide to pursue merger and acquisition prospects with the intent of realizing cost savings in the longer
term, reducing risk and uncertainty and increasing synergies with its other operations.

CRAs do not appear to view mergers and acquisitions as inherently bad. However, according to
Moody’s utility holding companies increasingly rely on debt to finance these deals.”® For example,
Southern Company received a revised rating outlook of negative from stable after the holding company
agreed to purchase AGL Resources, a natural gas distribution company based in Atlanta, for
approximately S8 billion in cash. AGL Capital Corporation, AGL Resources financing subsidiary, is also
being acquired as part of the deal and was rated lower than three of the company’s other four
subsidiaries. Adding to this risk are fiscal pressures experienced by two subsidiaries, Georgia Power for
its construction of the new nuclear plant (Vogtle) and Mississippi Power for its construction of a new
IGCC coal plant (Kemper). The addition of the AGL plant was intended to “increase the scale, scope, and
diversity of Southern’s electric generating business by adding one of the largest local natural gas
distribution companies (LDC) in the country, with seven LDCs serving over 4.5 million customers in 7
states.””! In addition, the acquisition was intended to realize some cost savings through operational
synergies with Georgia Power and reduce risk through a more diversified energy portfolio.”> In this
example, the negative outlook for the parent company was not passed along to the subsidiary regulated
utilities.

Duke Energy and two of its subsidiaries likewise experienced a credit downgrade from Moody’s due, in
part, to Duke’s investments in two pipelines companies, the Atlantic Coast Pipeline and the Sabal Trail
Pipeline. Together these pipelines are projected to cost roughly $2.25 billion. The debt incurred for that
purpose is being treating as the parent company’s financial responsibility. * The intent of that
acquisition is to reduce the risk of price volatility and increase natural gas supply reliability for the
company and its subsidiaries. Duke Energy would own 40% of the Atlantic Coast Pipeline in a
partnership with Piedmont Natural Gas Co and purchase a 7.5% share of the Sabal Trail Pipeline which
will connect to the Transco Pipeline in Alabama and carry natural gas through Alabama and Georgia to
Florida. The largest customer would be Duke Energy Florida’s proposed combined cycle plant in Citrus
County and FP&L.?* As in the case of Southern Company, the regulated utilities that are held by Duke
are evaluated by the CRAs independently. In the Duke example, the financial situation of Duke Energy
Progress, one of the subsidiaries, has an impact on the rating of the parent company. Specifically, Duke
Energy Progress is expected to experience more financial pressure and does not plan to seek rate relief
until 2017.%

B. Significant Capital Infrastructure Plans Involving New Technologies

For vertically integrated electric utilities in the cost-of-service mold, cost overruns and schedule delays
can trigger CRA down ratings. For example, Moody’s downgraded Mississippi Power Company’s senior
unsecured rating to near junk bond status for, among other reasons, the company’s inability to secure
permanent rate relief to cover the costs of the Kemper IGCC plant.”®

As a recent article in Ecology Law Currents argues,”’ utilities have few incentives to invest in new

technologies because regulators have historically approved utility capital investments in least cost

options benefiting existing customers.  Deployment of smart grid technology, arguably critical to the

utility facilitation model, may be impeded when regulators are reluctant to approve smart grid projects

due to lack of evidence of benefits to existing customers. In addition, utility regulators have rejected
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projects where the technology was determined to be too expensive and unproven. For example, the
Virginia Public Utility Commission rejected a proposal for a “clean coal” project with capture and
sequestration capability.”® New technologies are therefore doubly risky for CRAs because they are
generally commercially untested and there is also a possibility that regulators will not authorize the
utility to recover its costs.

An article in the Electricity Journal explains the connection between rate cases and credit ratings. It also
makes the point that regulatory measures already exist to mitigate risks associated with modernizing
the grid: pre-approval measures which clarifies the policies and terms to be applied to a major capital
project prior to construction; inclusion of construction work in progress in the rate base with a cash
return; the use of asset trackers or riders; and the deployment of incentive rate of return regulation and
alternative regulation. Adoption of these measures may contribute to improvements in an electric
utility’s financial metrics such as the interest coverage ratio, a key indicator of creditworthiness,
considered in rate cases.”

C. Increasing Consumer Adoption of Distributed Generation

In the U.S. consumer adoption of solar PV electricity generation has increased in recent years.*® This
increase in take-up has not been uniform throughout the country and has been more pronounced in
regions of the country with higher electricity rates along with generous state RPS and net metering
policies. California leads the nation in distributed solar PV installed capacity with 40% of the nation’s
total capacity, followed by New Jersey, Arizona, Massachusetts, New York, Hawaii, Colorado, Maryland,
Pennsylvania and Connecticut which in sum account for another 44% of total capacity.>® States in the
Southeast tend to lag behind, perhaps because retail electricity rates tend to be lower on average.

The Edison Electric Institute viewed distributed generation, one form of which is solar PV, as a disruptive
technology which threatens to erode electric utilities’ capacity to recover costs.*> Certain developments
portend increased distributed generation, specifically the recent extension of the federal investment tax
credit and provisions in the Clean Power Plan which authorize states to comply with Plan requirements
by substituting new renewable energy sources for reduced generation from fossil fuel-fired plants.

At least at this juncture, CRAs have not been too concerned about the effects of distributed generation
on the electric utility’s creditworthiness. Moody’s expressed the following sentiments in April 2014:

With respect to DG [distributed generation], we consider the technology event risk
associated with various forms of distributed generation a longer-term risk factor,
which is not, at this time, materially affecting our ratings or rating outlooks. We think
the electric grid is efficient and reliable, and because it constitutes a critical
infrastructure asset necessary for a functioning economy, we expect a material
amount of political and regulatory support to maintain grid reliability. We also note
that most of the DG technologies or services currently being evaluated require a
connection to the existing grid.

From a credit perspective, we think today’s DG risks are more conceptual than
specific. To have a truly distributed generation electric network, a number of different
technologies would need to be synchronized, spanning all three components of the



traditional, vertically integrated electric utility rate base: generation, transmission and
distribution.®

Utility concerns with distributed generation have centered on the rate impact on existing customers if
customers with distributed generation and net metering are compensated at the retail rate and do not
pay their “fair share” of fixed costs. Moody’s overriding assumption is that the development of storage
battery technology is still in its infancy. Therefore, a death spiral of utility customers exiting the grid is
unlikely to occur in the foreseeable future. Under those circumstances electric utilities should have time
to develop appropriate cost recovery mechanisms to respond to changing technologies and thus
mitigate any potential adverse impacts on existing customer rates.>

Not all companies share Moody’s perspective on the role of regulation as a stabilizing force. In May
2014, Barclays Bank downgraded the bond market of the U.S. electric utility sector against the U.S.
Corporate Bond Index, on the grounds that the regulatory compact has hampered electric utilities from
responding quickly to changing technologies. Of particular concern was the movement toward greater
distributed generation with solar and battery storage.>

D. Increasing Consumer Adoption of Energy Efficiency Measures

Energy efficiency programs operate differently in restructured and non-restructured states. In
restructured states a systems benefits charge is reflected in the regulated distribution component of a
retail customer’s electric bill. Expenditures from such a charge are typically authorized for research and
development projects and energy efficiency programs. In states such as Maine, New York, and Delaware
energy efficiency services are not provided directly by the electric utility. In non-restructured states,
such as Florida and states in the Southeast, energy efficiency programs are typically provided by electric
utilities subject to the public utility commission’s approval. The affected utilities are authorized to
recover prudently incurred program-related costs from customers based on the assumption that these
costs would be lower than the construction of new generation facilities. However, if the assumption
proves inaccurate, the utility may be faced with potentially lower demand for supply than projected and
thus incur stranded assets.

In January 2013 the Edison Electric Institute raised the concern that the electric utility industry would be
exposed to significant forgone revenue with the growth of energy efficiency programs. At the time
spending on energy efficiency programs was projected to increase by 300% between 2010 and 2015
within the range of $6-$16 billion per year.® The most recent year for which an estimate of energy
efficiency spending was available at the time of writing is 2013. In that year electric utilities were
estimated to have spent $7.7 billion for energy efficiency programs, realizing a savings of 4.1%.in U.S.
electric consumption.37

Despite the potential for revenue losses and increased regulatory risk, utilities actually may not be
adversely affected in terms of their credit ratings if they invest in energy efficiency programs. In fact,
they may benefit. For example, Moody’s Investors Service upgraded Burlington Electric Department’s
credit rating a notch, citing the utility’s energy efficiency program as part of its justification.®® In yet
another example, Moody’s assighed a stable outlook to New York State Power Authority (NYPA) for S1
billion in revenue bonds based in part on the assumption that NYPA would manage its growing energy
efficiency programs in such a manner as to limit adverse credit exposure.*® In short, energy efficiency



programs may contribute to regulatory risk but they do not appear to be an automatic trigger for
downgrades in electric utility creditworthiness.*

E. Pressure to Add Renewables to the Utility Supply Mix

An assortment of federal and state policies and incentives have contributed to a growth in capacity of
utility-scale renewable generation assets, particularly wind and solar. In terms of added capacity, utility-
scale renewable generation accounts for a much greater proportion of supply than does distributed
generation.* Utility-scale renewable generation projects will likely be spurred by the extension of the
federal investment tax credit, as well as implementation of the Clean Power Plan with its emphasis on
renewables as one of the building blocks.

Electric utilities which have expanded their use of renewables do not automatically experience credit
downgrades provided they have defensible business models that reduce exposure to regulatory risk.
For example, Southern Power’s strategy of investing more money in renewables resulted in a stable
outlook from Moody’s as the company sought to assume $1.7 billion in debt securities. This credit
assignment was based on the company’s long-term contractual coverage for renewables which offsets
in large part what was considered to be a modest decline in the renewal of long-term natural gas
contracts.®

However, the inclusion of renewables in an electric utility company’s supply portfolio can result in credit
downgrades if the utility fails to contain costs. Such was the case with Gainesville Regional Utilities
(GRU) in Florida which entered into a long-term contract with a merchant biomass plant, Gainesville
Renewable Energy Center (GREC). Natural gas prices declined after execution of the contract to such an
extent that the GREC contract proved to be uneconomical so GRU has continued to pay fixed costs to
GREC while procuring power at a lower cost from other sources. The fixed costs have been passed on
to ratepayers, causing GRU’s retail rates to be among the highest in Florida. Because of concerns with
the adverse effects of the uneconomical GREC plant, S&P downgraded GRU’s credit rating from an AA to
an AA- in November 2015.* This downgrade translates to an additional $140,000 in fees.* Moreover,
high electric rates have caused consumer backlash, as reflected in past city commission elections and
proposed state legislation to change the nature of the utility’s regulatory oversight.*

F. Rising Concerns with Cyber Attacks

Cybersecurity is an ongoing source of concern for critical infrastructure owners, including electric
utilities. Both the electric utility sector and government have taken steps to defend against cyber
attacks. At the federal government level, a presidential executive order was issued in February 2013
with the objective of strengthening and protecting critical infrastructure and improving public-private
information sharing.* For its part, the electric utility industry has used information technology to
thwart cyber attacks. For example, in testimony to a U.S. house subcommittee, the CIO of FirstEnergy®’
reported that the utility uses a program called Threat Intelligence Management to analyze within the
company’s power systems the flow of information that might anticipate or detect threats. The program
also provides a platform for sharing data with government and private businesses.*

Cyber attacks are now on the radar screen of credit rating companies. Moody’s Investor Services does
not view cyber attacks as an explicit risk within a credit analysis, nor as a principal driver of ratings.
Rather, these attacks are viewed along the lines of major storms and natural disasters which are capable
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of triggering stress to the system, thereby impacting a utility’s creditworthiness. Yet, even if cyber
attack preparation is not an explicit factor in credit assessments, electric utilities may want to become
better positioned to manage such risks. As Moody’s explained, “This means the credit implications
associated with cyber defense, detection, prevention, and response should start to take a higher priority
within our credit assessments and analysis. From a credit perspective, we are still working towards fully
understanding the scale and scope of cyber risks, in part because the risk is evolving.”* Moody’s
assumes that if a cyber event were to occur and would result in widespread disruption, the government
would intervene immediately to restore operations, thereby reducing credit risk. S&P raised similar
concerns with respect to the preparation of the banking industry to respond to cyber events.®

Risks associated with cybersecurity may be increasing. For example, it was reported that in 2014 that
hackers tried to access Orlando Utilities Commission’s computerized operations millions of times a day,
up from around 30,000 a day in prior years.”®  Despite these growing cyber threats, however,
protections and vulnerability are not uniform across the electric industry. A recent report by the
Congressional Research Service (CRS), Cybersecurity Issues for the Bulk Power System, notes that existing
cybersecurity reliability standards are mandated for bulk electric power but only apply to distribution
systems that are considered critical for the operation of an interconnected transmission network.
Therefore, distribution systems not meeting those criteria are potentially more vulnerable.”® The CRS
report identifies other factors that contribute to electric utility vulnerability: the evolving nature of
cyber threats, the interdependence of the electric grid on other, potentially less protected critical
infrastructures and the deployment of new technologies such as smart grid systems.>® The CRS report
notes that “many utilities seem at present to view the potential for a major cybersecurity event as a low
probability concern and to balance cybersecurity efforts and expenditures with the perceived risks. . .
Cyber intrusions of the grid are believed to be happening, which may be seen as an indication that that
more needs to be done by electric utilities to make the system secure. Whether electric utilities can
make the investment financially (and recruit staff) for such a mission is also an issue.””

V. Conclusion

The creditworthiness of U.S. electric utilities is evaluated by credit rating agencies, the three largest of
which are Moody’s, Standard & Poor’s, and Fitch. Credit ratings matter because they can affect the
utilities’ borrowing costs. For each CRA, an electric utility’s regulatory environment is an important
component in the evaluation of an electric utility’s creditworthiness. Moody’s decision in November
2013 to upgrade its ratings a notch for most U.S. electric utilities reinforces that point. A favorable
regulatory environment could mitigate against other risks the electric utility may face. Regulated utilities
have an advantage over unregulated power companies in credit rating assessments because the latter
are exposed to competitive market forces and have no guaranteed customer base. Therefore, all
three CRAs evaluate them differently.

The electric utility business model has historically been based on cost-of-service and vertically
integrated utilities. While this model still characterizes electric utility operations in the Southeast,
including Florida, it is beginning to change elsewhere. Various trends in the industry may introduce
uncertainty for long-term cost recovery, such as increasing mergers and acquisitions, investments in
new technologies, growing consumer adoption of distributed generation and take-up of energy
efficiency measures, more pressure for electric utilities to add renewable sources to their supply
portfolios in response to government mandates, and the increasing focus on cybersecurity events. The
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challenges presented by those trends can be managed and therefore may not necessarily trigger credit
rating downgrades. However, CRAs consider a solid regulatory framework important for managing
those challenges effectively.
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