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Whatôs Changed
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A Degree Of Normalcy Has Returned

üMarkets Have Begun To Demonstrate A Degree Of Stability

üThe Dow Closed At 10,270 On November 13, 2009, Up From 6,547 On March 9, 

2009 (+57%)

üThe UTY Is Up 24%

üStandard & Poorôs Investment-Grade Bond Index Peaked In Late 2008 At A 578 

Basis Point Risk Premium But Has Declined More Than 270 Basis Points Through 

2009 As Liquidity Premium Melted Away

üJPMorganôs BBB Utility Yield Index Is 5.3% Vs. 8.6% One Year Ago

üPJM Power Prices Have Dropped 46% To $32 In One Year

üCorporate Credit Downgrades Have Dropped Significantly While Utility Ratings 

Have Remained Highly Stable During The Financial Crisis At óBBBô To óA-ô

üBut Many Concerns Simply Never Went Awayé
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Whatôs Looming
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A Reconfigured Bank Market

üCapacity Of The Bank Market Has Shrunk

üPricing Of Bank Facilities Has Skyrocketed

üFewer Resources + Reduced Risk Appetite = Higher Pricing

üRevolving Credits Are Shorter In Term, More Expensive, And 

Smaller In Size

üAbsence Of Some Funding Sources Such As CLOs/CDOs And 

Hedge Funds
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Upcoming Long-Term Debt Maturities

üSubstantial Maturities In The 2010-13 Period Coinciding With Large 

Capex Needs

üAbout $90 Billion Of Maturing Utility Bank Facilities
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Several Old Chestnuts

Capital Spending Programs / Climate Legislation / Renewable 

Integration / Costs / Allocation Of Responsibility / Technology

Capital Spending Programs

1. To Satisfy Demand And Assure Reliability Of Service

ü Uncertainty Around Demand Recovery Post Economic Downturn 

ü Declining Reserve Margins --- In Some Regions More Than Others

ü Increasingly Inefficient/Outmoded Transmission

ü Long-Term Upward Cost Pressures --- Materials, Fuel, Labor

ü 50,000 MW Needed By 2014 and 258,000 MW by 2030, Or About $412 billion 

through 2030 (EIA).

ü $1.5 Trillion Through 2030 (Brattle Group)

ü RESULTING IN A SIGNIFICANT FUNDING GAP

ü Underfunded Pension Obligations
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Production Material Costs Decline But Remain Elevated
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Distribution Of Funding Ratios
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Several Old Chestnuts

2. To Satisfy Evolving Yet Highly Uncertain Environmental Mandates

ü Centrality Of Greenhouse Gas Restrictions

ü Consequential ñTraditionalò Clean Air Act Mandates

ü Prospect of Cutting Back Too Much On Investment Only To Have 

To Play Catch Up Later

ü High Levels Of Delinquent Accounts
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Climate Change --- THE Overarching Concern

üThe Tie That Bindsé

üNew Generation (Choice Of Technology) Toé

üRenewables Toé

üT&D (Smart Metering, AMI)

üEvolving Federal Carbon Legislation

üPossibility Of Companies Being Held To A 20/20 Hindsight Standard

üReconciliation With State Initiatives Like AB 32 And RGGI

üRenewable Portfolio Standards

üSubsidies For Specific Technologies

üThe Power And Auto Sectors Are The Largest Source Of CO2
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80-Foot Thick Coal Seam at North Antelope Rochelle Mine

A Quarter Of The Worldôs Coal Is In The United States
Source: Peabody Energy


