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Connecticut Natural Gas
Ratings Placed On
CreditWatch Negative;
Southern Connecticut Gas
Co.Outlook Revised To
Negative
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— On Oct. 4, 2024, Connecticut's utility regulator, the Connecticut Public
Utilities Regulatory Authority (PURA) published its draft decision on
Connecticut Natural Gas Corp.'s (CNG) and Southern Connecticut Gas
Co.'s (SCQG) rate cases, where it recommended material base rate
decreases for both utilities.

— Though the final order is still pending and could result in better rate
outcomes, we believe the utilities' financial measures are likely to
weaken significantly from current levels.

— Therefore, we placed our ratings on CNG, including our 'A' issuer credit
rating on CreditWatch with negative implications. This indicates that
we could lower our ratings on CNG by one notch, pending PURA's final
order.

— At the same time, we revised our outlook on SCG to negative from
developing. This reflects that we no longer expect SCG to attain
financial measures that would lead to a higher rating. The negative
outlook also reflects our view that we could lower our assessment of
Connecticut's regulatory construct.

TORONTO (S&P Global Ratings) Oct. 24, 2024—S&P Global Ratings today
took the rating actions listed above.

PURA's draft rate case decisions suggest a material base rate decrease for
CNG and SCG.

PURA published its draft decision for both utilities rate cases. It includes
material base rate decreases of about $38.8 million for CNG and about
$36.6 million for SCG. While there is a possibility of better rate outcomes in
the final order, the preliminary order was sufficiently negative as to
indicate that there is a higher likelihood that the financial measures of
both utilities will weaken significantly. We expect a final order on Nov. 18,
2024.The main elements of the draft order are:
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— Avreduction to rate base, because PURA allowed investments up to
2022 with some pro forma adjustments, as opposed to the utilities
filing rate cases on future test years.

— Areduction to CNG's depreciation expense due to rejection of how the

utility calculates salvage values.

— CNG to implement an $8 million annual credit to ratepayers over three
years as a result of surplus revenues from gas sales and hardship
revenues.

— SCG to implement a $29 million annual credit to ratepayers over three
years reflecting refunds of regulatory liabilities associated with the Tax
Cuts and Jobs Act (TCJA) of 2017.

— The continuation of the Distribution Integrity Management Program
(DIMP) rider for both utilities.

CNG's funds from operations (FFO) to debt will most likely fall below 25%.

The current base rate decrease in the draft order would resultin a large
downward trend for CNG, where we expect FFO to debt will be 16%-18% in
2025 and 2026 compared to the company's current financial measures
that have been consistently above our downgrade threshold of 25%. This

would not be consistent with our current ratings on CNG.

The recommended base rate decrease would limit upside for SCG's

ratings.

Our previous developing outlook on SCG reflected our expectation that its
stand-alone financial performance could continue to improve, primarily
due to consistent application of capital tracker mechanisms and generally
consistent capital spending, leading to higher ratings. However, based on
the preliminary PURA order we no longer believe that the company could
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attain funds from operations to debt above our upgrade threshold of FFO
to debt of 25% given the increasing likelihood of material base rate
decrease.

We continue to monitor Connecticut's regulatory environment.

We believe the signing of Senate Bill 7 into law is negative for credit quality
because it discontinued the use of the electric system improvement
charge in future rate proceedings and allows PURA to have discretion
regarding the consistent implementation of decoupling. We believe these
developments decrease cash flow predictability. While we believe CNG's
and SCG's rate cases had issues specific to these utilities, most rate
orders in Connecticut over the past 18 months significantly deviated from
our base case. In general, we expect utilities in regulatory jurisdictions that
are supportive of credit quality to fully recover all operating and capital
costs and to operate under a consistent framework that demonstrates
regulatory and cash flow stability. Accordingly, we expect to continue to
closely monitor further regulatory developments, including PURA's future
rate case orders and how the performance-based regulatory framework
will be implemented.

-CNG

We aim to resolve the CreditWatch within the next 60 days once the final
order is published by PURA, which could potentially weaken financial
measures, resulting in a downgrade.

- SCG

The negative outlook reflects that we could downgrade SCG over the next
12-18 months pending our review of Connecticut's regulatory jurisdiction.
Under the current draft order, we assume the company's stand-alone
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funds from operations (FFO) to debt will be 23%-25% in 2024 and
18%-21% in 2025 and 2026.

We could lower our ratings on SCG over the next 12-18 months if we revise
downward our assessment of Connecticut's regulatory jurisdiction or
SCG's ability to manage regulatory risk is diminished relative to peers We
could also lower our ratings on the company if we maintain our current
assessment of Connecticut's regulatory jurisdiction and its stand-alone
FFO to debt weakens consistently below 16%. We could also lower the
ratings if the final order is materially worse than the draft order.

We could affirm our ratings on SCG and revise our outlook to stable over
the next 12-18 months if we maintain our current assessment of
Connecticut's regulatory jurisdiction and SCG's stand-alone FFO to debt
remains consistently above 16%.

https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/type/HTML/id/3274508 5/10



Docket No. 23-11-02

Connecticut Natural Gas Corporation
The Southern Connecticut Gas Company
Written Exceptions - Attachment 2

Page 6 of 10
10/25/24, 2:14 PM Connecticut Natural Gas Ratings Placed On CreditW | S&P Global Ratings

Related Criteria

—  Criteria | Corporates | General: Sector-Specific Corporate Methodology,
April 4,2024

—  Criteria | Corporates | General: Methodology: Management And
Governance Credit Factors For Corporate Entities

,Jan.7,2024

—  Criteria | Corporates | General: Corporate Methodology, Jan. 7, 2024

— General Criteria: Environmental, Social, And Governance Principles In
Credit Ratings

,0ct. 10,2021

— General Criteria: Group Rating Methodology, July 1, 2019

—  Criteria | Corporates | General: Corporate Methodology: Ratios And
Adjustments

, April 1,2019

—  Criteria | Corporates | General: Reflecting Subordination Risk In Corporate
Issue Ratings

, March 28,2018

— General Criteria: Methodology For Linking Long-Term And Short-Term
Ratings

,April 7,2017

—  Criteria | Corporates | General: Recovery Rating Criteria For Speculative-
Grade Corporate Issuers

,Dec.7,2016

—  Criteria | Corporates | General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers

,Dec. 16,2014

— General Criteria: Country Risk Assessment Methodology And Assumptions
,Nov. 19,2013

— General Criteria: Methodology: Industry Risk, Nov. 19, 2013

—  General Criteria: Principles Of Credit Ratings, Feb. 16, 2011
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Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings
ascribed to them in our criteria, and should therefore be read in
conjunction with such criteria. Please see Ratings Criteria at
www.spglobal.com/ratings for further information. Complete ratings
information is available to RatingsDirect subscribers at
www.capitalig.com. All ratings affected by this rating action can be found
on S&P Global Ratings' public website at www.spglobal.com/ratings.

European Endorsement Status
Global-scale credit rating(s) issued by S&P Global Ratings' affiliates based
in the following jurisdictions [

To read more, visit Endorsement of Credit Ratings] have been endorsed

into the EU and/or the UK in accordance with the relevant CRA regulations.
Note: Endorsements for U.S. Public Finance global-scale credit ratings are
done per request. To review the endorsement status by credit rating, visit
the spglobal.com/ratings website and search for the rated entity.

No content (including ratings, credit-related analyses and data, valuations,
model, software, or other application or output therefrom) or any part
thereof (Content) may be modified, reverse engineered, reproduced, or
distributed in any form by any means, or stored in a database or retrieval
system, without the prior written permission of Standard & Poor’s
Financial Services LLC or its affiliates (collectively, S&P). The Content shall
not be used for any unlawful or unauthorized purposes. S&P and any third-
party providers, as well as their directors, officers, shareholders,
employees, or agents (collectively S&P Parties) do not guarantee the
accuracy, completeness, timeliness, or availability of the Content. S&P
Parties are not responsible for any errors or omissions (negligent or
otherwise), regardless of the cause, for the results obtained from the use

of the Content, or for the security or maintenance of any data input by the
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user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM
ANYAND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT
LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A
PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE
ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE
UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties
be liable to any party for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs,
expenses, legal fees, or losses (including, without limitation, lost income or
lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of

such damages.

Credit-related and other analyses, including ratings, and statements in the
Content are statements of opinion as of the date they are expressed and
not statements of fact. S&P’s opinions, analyses, and rating
acknowledgment decisions (described below) are not recommendations to
purchase, hold, or sell any securities or to make any investment decisions,
and do not address the suitability of any security. S&P assumes no
obligation to update the Content following publication in any form or
format. The Content should not be relied on and is not a substitute for the
skill, judgment, and experience of the user, its management, employees,
aavisors, and/or clients when making investment and other business
decisions. S&P does not act as a fiduciary or an investment advisor except
where registered as such. While S&P has obtained information from
sources it believes to be reliable, S&P does not perform an audit and
undertakes no duty of due diligence or independent verification of any
information it receives. Rating-related publications may be published for a
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variety of reasons that are not necessarily dependent on action by rating
committees, including, but not limited to, the publication of a periodic
update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to
acknowledge in one jurisdiction a rating issued in another jurisdiction for
certain regulatory purposes, S&P reserves the right to assign, withdraw, or
suspend such acknowledgement at any time and in its sole discretion.
S&P Parties disclaim any duty whatsoever arising out of the assignment,
withdrawal, or suspension of an acknowledgment as well as any liability
for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other
in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of S&P may have information
that is not available to other S&P business units. S&P has established
policies and procedures to maintain the confidentiality of certain
nonpublic information received in connection with each analytical

process.

S&P may receive compensation for its ratings and certain analyses,
normally from issuers or underwriters of securities or from obligors. S&P
reserves the right to disseminate its opinions and analyses. S&P's public
ratings and analyses are made available on its Web sites,

www.spglobal.com/ratings (free of charge), and www.ratingsdirect.com
(subscription), and may be distributed through other means, including via
S&P publications and third-party redistributors. Additional information
about our ratings fees is available at www.spglobal.com/usratingsfees.

Any Passwords/user IDs issued by S&P to users are single user-dedicated
and may ONLY be used by the individual to whom they have been assigned.
No sharing of passwords/user IDs and no simultaneous access via the

https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/type/HTML/id/3274508 9/10



Docket No. 23-11-02

Connecticut Natural Gas Corporation
The Southern Connecticut Gas Company
Written Exceptions - Attachment 2

Page 10 of 10
10/25/24, 2:14 PM Connecticut Natural Gas Ratings Placed On CreditW | S&P Global Ratings

same password/user ID is permitted. To reprint, translate, or use the data
or information other than as provided herein, contact S&P Global Ratings,
Client Services, 55 Water Street, New York, NY 10041; (1) 212-438-7280 or
by e-mail to: research_request@spglobal.com.

Contact the analysts:

Omar El Gamal,CFA Matthew L O'Neill

Primary Credit Analyst, Toronto Secondary Contact, New York

P. +14165072523 P +1(212) 4384295

E. omar.elgamal@spglobal.com E. matthew.oneill@spglobal.com
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