BEFORE THE
STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

In the Matter of
Case 07-M-0906

Joint Petition of Iberdrola, S.A., Energy East Corporation, RGS Energy Group, Inc., Green
Acquisition Capital, Inc., New York State Electric & Gas Corporation and Rochester Gas
and Electric Corporation for Approval of the Acquisition of Energy East Corporation by

Iberdrola, S.A.

January 31, 2008

Exhibit __ (SMF - 6)



My Credit Profile Page 1 of 6

STANDARD

&POOR'S

My Credit Profile
Energy East Corp., NY - ‘BBB+/Negative/A-2’

Table of Contents

+ Major Rating Factors
+ Rationate

» Quticor

< Accounting

Energy East Corp.

Publication date: 16-Nov-2007

Primary Credit Analyst: Johin Kennedy, New York (1) 212-438-7670;
john_kennedy@standardandpoors.com

Major Rating Factors

Strengths:
e Low-risk distribution business;
s Minimal competition;
» Limited unregulated business; and
o Scmewhat supporiive regulatory regimes.

Weaknesses:
& Limited growth opporiunities;
« lLarge capital program; and
s High debt to capital ratio.

Rationale

On June 26, 2007, Standard & Poor's Ratings Services affirmed its 'BBB+' corporate credit rating on Energy East Corp. and its affiiates on the
announcement that lberdrota S.A. will acquire the company for about $8.5 bitlion, including the assumption of about $4 bitlion of debt. The outk
remains negative. fberdrola has targeted a closing date for the second half of 2008.

The ratings affirmation incorporates our view of the strategic importance of Energy East to the lberdrola farnily. Upon the consummation of the
transaction, Energy East will account for about 16% of pro forma revenue and 11% of pro forma EBITDA. Thus, the ratings on Energy East wik
primarily reflect its stand-alone profile, which is presently af the 'BBB+' corporaie credit rating. The negative outlook indicates that the ratings ¢
be lowered by one notch depending on [berdroda’s uitimate financing structure and potential regutatory outcomes that couid impinge on cash fic

metrics.

The ratings on Energy East and its regulated subsidiaries, Central Maine Power Co., NYSEG, Southem Connecticut Gas Co., Connecticut Nat
(as Corp., and Rochester Gas & Electric Corp. {RG&E), reflect a strong business profile and a consolidated financial profile that is intermediat
the rafing. Energy Eastis a holding company that owns regulated electric and gas utiliies in the northeastern U.S. serving nearly three million

customers.

Central Mains Power Co. {CMP), headquartered in Augusta, Maine, is primarily a reguiated electric and gas transmission and distribution comy
and serves about 560,000 slectric customers in southem Maine. New vork Siate Electric & Gas Corp. (NYSEG), headguartered in Rochester,

i5 primarily a reguiated electric and gas fransmission and distribution company, and serves 860,000 electric and 254,000 gas custorners in Ne
state. Southern Connesticut Gas Co. is a natural gas distribution compary with approximately 175,000 customers. Connecticut Natural Gas Cc
(CNG) delivers natural gas to about 185,000 customers in central Conneclicut and Greenwich. Rochester Gas & Electric Corp. (RG&E;) is prim
an integrated electric and gas transmission and distribution utility, and has approximately 360,000 elactric and 298,000 natural gas customers

centerad in the Rochester, N.Y . area. RGEE's owned electric generation is fimited to one 257 MW coal plant, three smialter gas turbines, and

hydroelectric facifities.

https:f/www.mycreditproﬁ1e.standardandpoors.com/mysp!myspse-rvlet?requestName:Login 1/28/2008



. My Credit Profile Page 2 of 6

‘The business profiie is characterized by the low operating risk and geographic diversity of the company's predominantly electric and gas
transmission and distribution (T&D) subsidiaries. Standard & Poor's Ratings Services characterizes Energy East's business profile as strong, v
score of '3, primarlly because the utiliies are Jess exposed fo operating risk than inlegrated uiilities. (Utifity business profiles are categorized fr
'1' (excellent) to "10' (vulnerable,) Energy East's service territories span from cenfral New York to sotthern Maine. The market diversify
encompasses the densely populated and affluent Connecticut markets as well as the fimited-growih rural upstate New York markets. Despite
compefition, Energy East's regulated utiiiies often benefit from being the incumbent service provider in many of its markels.

| The offsetting factors are a weaker regulatory environment for NYSEG and Energy East's consolidated financial profile that is likely to be prass
over the intermediate term. This is exacerbated by the addition of off-balance-sheet debt obligations due to the purchase-power agreement wit
owners of the Ginna nuclear power plant and some reguiatory lag in the capital program.

Energy East's financial performance is likely to deteriorate in the intermediate term due to the NYPSC's adverse rate decision. NYSEG contribi
about 57% of Energy East's eamings in 2006, so the rate decrease materially affects the company's overall financial health. The authorized 9.!
ROE is considerably lower than its previously allowed 12.5% ROE and the 11% NYSEG had requested. Therefore, the 536.2 milfion annual
reduction of defivery rates beginning in 2007 will result in weaker credit measures than expected for the rating.

The order also has the following effects:

« NYSEG's authorized equity ratic would decrease to 41.6%, based on Energy East's consolidated capital structure, as opposed lo the n
50% equity ratio at NYSEG on a stand-alone basis.
» The company had to refund $77 million to customers in early 2007 from its asset sale gain account.

s NYSEG's commadity option program would be modified to include the use of a variable-rate supply option, as opposed to the current fi.
price default option for ail customers not making.a supply efection.

Outside of this decision, Energy East's electric and gas companies have operated under generally supportive reguiatory schemes in some sen
areas. For example, regulators alfow all of Energy East's natural gas operations to pass through gas cosis in rates. Southern Connecticut Gas,
RG&E, and NYSEG's gas operations operate under a multiyear agreement reached with the NYPSC and other interveners {approved in May 2
 that covers the five years ending Dec. 31, Z008. The agreement also includes an earnings sharing mechanism that allows RG&E to retain earr
ranging from 12% to 12.5%, provided that specific incentive benchmarks are met. Rates remain flat through the rate period, and surcharges ar
other mechanisms are implemented to recover certain efectric and gas costs.

Average adiusted funds from operations (FFO) interest coverage was at about 2.7x for the 12 months ended June 30, 2007, and is projected t
remain below 3x for the rest of 2007. Adiusted FFO to total debt was adequate for the rating at 16.8% in the same period. Standard & Poor's e
the $2 billion capital spending program (2007-2011) to require modest external financing.

Shott-term credit factors
The short-term rating on Energy Eastis 'A-2". As of June 30, 2007, the company had about $200 riiftion of cash and short-term investments.

Additional liguidity is provided by its bank credit facilities at the parent and operating company fevel.

'Energy East has two committed bank facifities totaling $776 million, which mature in 2011. The $300 million facility is available to Energy East,
the $475 million facflity is available to the utilities, with various limits. The agreements don't contain material adverse change clauses or rating
triggers, but a default with respect to any other debt in excess of $50 million is considered a defauft under its revolving credit facility.

Outlook

The negative outlook indicates that ratings could be lowered one notch depending on tberdrofa's ultimate financing structure for the acquisition
Moreover, potential regulatory outcomes that could hurt cash flow metrics would precipitate lower ratings. Ratings stability at the current level i
highly dependent on a bafanced capital approach at Energy East, consistent cash flow metrics, and supportive regulatory outcomes. Higher ra’

are limited by the company's persistent high debt.

Accounting

Energy East reports its consolidated financial statements in accordance with U.5. GAAP. These statements received an ungqualified opinion by
Energy East's independent auditor, PricewaternouseCoopers LLP, in the most recent annual audited period.

Energy East prepares its consolidated financial statements in accordance with the provisions of Statement of Financial Accounting Standards
("SFAS" No. 71, "Accounting for the Effects of Certain Types of Regulation,” (SFAS No. 71). SFAS No. 71 racogrizes that accounting for rate-
requlated enterprises should reflect the economic effects of regulation. As a result, a regulated entity is required to defer the recognition of cos
income if it is probable that, through the rate-making process, thete will be a corresponding increase or decrease in future rates, Accordingly. £
£ast has deferred certain costs and income that will be recognized in earnings over various future petiods. Energy East's consolidated balance
sheet as on Dee. 31, 2006 contains total regulatory assets of $1.5 billion and total regulatory labilities of $1.3 billien.

| On Dee. 31, 2008, Energy East adopted SFAS 158 which relates fo the way emplovers’ account for defined benefit pansion and other posiretir
iplans. SFAS 158 requires companies o recognize the funded status of a benefit plan for years ending after Dec. 15, 2008, The adoption of this
i statement increased assets and fiabifities, but had no effect on the company's results of operation of cash flows.
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Gtandard & Poor's has made certain analytical adjustments to Energy East's reported financial information to reflect off-balance-sheet obligatic
(OBS), such as purchased power commitments and operating leases, when calculating its adjusted financial ratios.

To analyze the financial effect of purchased-power contracts, Standard & Poor's calculates the net present value of future annual capacity pay!
(discounted at the company's average costs of debt in 2006 of about 6%). Standard & Poor's then adds {o the balance sheet only a portion of t
amount, recognizing that such contractual afrangements are not entirely the squivalent of debt. The percentage that is added (the risk factor) &
function of Standard & Poor's qualitative analysis of the specific contracts and the extent to which market, operating, and regulatory risks are b
by the utility. Standard & Poor's has assigned a risk factor of 25% to Energy East's PPA contracts, which translates into a debt equivalent of $1
roittion.

“The present value of the company’s operating leases is determined using the company's average cost of debt as the discount rate and is treal
a debt equivalent. Operating lease interest expense and depreciation expense are also compitted. The amounts relating to operating leases th
‘were included in Energy East's adjusted ratios for 2006 were $68.2 million for OBS debt, $3.5 million for imputed interest, and $5.5 million for
depreciation.

Standard & Poor's also makes an analytical adjustment for allowance for funds used during construction (AFUDC) charges capitalized by the
cornparty and treats the charges as a part of operating expenses. The AFUDC charge is backed out to amive at cash flows from operations.
Adiustment for AFUDC debt in 2006 was minimal at about $2.3 million.

The company has asset retirement obligations of $57.3 million as on Dec. 31, 2006. Standard & Poor's imputes a debt of $37.2 million to the
reported debt of the company on account of these asset retirement obligations. This amount is derived by deducting 35% from the liability on &
‘East's balance sheet, representing the tax benefit the company will receive as it incurs the expense,

Energy East does not amortize goodwill or intangible assets with indefinite lives. The company tests both goodwill and intangible assets with
indefinite tives for impairment at least annually. The company amortizes intangible assets with finite lives and reviews them for impairment.
impairment lesting includes various assumptions, primarily the discount rate and forecast cash flows. Impairment testing was conducted using
range of discount rates representing the company's marginal, weighted-average cost of capital and a range of assumptions for cash flows. Che
in those assumptions outside of the ranges analyzed could have a significant effect on the company's determination of impairment. The comps
not have any impairment in 2008 of its $1.5 billion of goodwill or intanglble assets with indefinite fives,

Tble 1 | De
Energy East Corp

industry Sector: Utilities

Energy East Corp. Consolidated Edison inc. CH Energy Group Inc.

(ML, §)

Net income from cont. oper. 251.4 o 673.0 - 43.3

Capital expenditures N 369 8

Debt 4,413.7 . 8.889.3 463.2

Adjusted ratios

FFO interest coverage (x) ‘ o o 3 4.8

Discretionary cash flow/debt (%) (1.6) (10.5) (6.4)
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Common dividend payout ratio (un-adj.) (%) 60.2 783

*Fully adiusted (inciuding postretirement obiigations). NR—Not rated.

Tbg'g 2 | Downigad Table
Corp. - Financial Summa

Net income " os08 2568 2378 2074 1
“from cont.

Capital 4549 3207 324.8 294 4 2

Discretionary | (5.1) 1.7 e 2.0
cash
ﬂowfdept (%)

L R e,

_ %’i S
Debt/debt
and equity
(%)

S
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“Common 64.4 58.5 57.4 61.7
dividend

payout ratio

(un-adj.) (%)

*Fully adjusted (including postrefirement obligations).

Tabte 3 | Downioad Tabl

Operating Operating Operating' " Cash flow Cash fI;:»w
incoms (before income {before income (after Interest from from e
Debt D&A) D&A) D&A) expense operations operations expend

Postretirement benefit (33.8) (33.8) (33.8) 33.9 33.9

obiigations

Share-based - - 12.0 - - - -
compensation expense

i

Asset refirement 372 1.5 15 15 15 (13.7) (13.7)
obligations

assification of 2085

'Recl

working-capital cash flow
changes

Standard & Poor's adjusted amounts

Adjusted 4,321.2 971.8 o783 7107 3252 4028 6123 4

*Energy East Corp. raported amounts shown are faken from the companyis financial statements but might include adjustments macde by data providers or rectassificatio
made by Standard & Poor's analysts. Pleage note that two reported amounts (operating income before D&A and cash flow from operations) are used to derive more than
Standard & Poor's-adjusted amound (operating income before DA and EBITDA, and cash flow from operations and funds from operations. respectively). Consequentty. -
first sechion in some {ables may feature duplicate descriplions and amounts.

Corporate Credit Rafing  +
Commersiat Paper

- bLopai Currency
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Loce! Cume ‘“

Senior Unsecursd

Local Currericy . : imeBs
Rochester Gas&Ehctm: Gorp S
fssuer Credit Rating - -BBB+/Negative/-
Senior Secured o

Locaf Cumenay

LocaiCuner:cy_ ‘ ‘ o T
“Unless otherwise noted all ratmgs in this report are global scale ratmgs Standard & Poor's credit ratings

the global scale are comparable across countries. Standard & Poor’s credit ratings on a national scaie are
relative to obligors or obligations within that specific country.
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