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Research Update:

PNG Cos. LLC Outlook Revised To Positive From
Stable On Improving Financial Measures; 'BBB-'
Ratings Affirmed

Overview

« W expect U. S. -based internediate hol ding conpany PNG Cos. LLC s
profitability and financial neasures to inprove and expect managenent to
maintain its focus on the utility operations.

W are affirming our 'BBB-' issuer credit rating on PNG and revising the
outl ook to positive from stable.

» The positive outlook reflects the potential for higher ratings over the
next 12 months if the consolidated group's financial and profitability
measures inprove and it nmaintains its focus on the regulated utility
operati ons.

Rating Action

On March 27, 2017, S&P G obal Ratings affirned its ratings on PNG Cos. LLC
(PNG, including the "BBB-' issuer credit rating, and revised the outlook to
positive from stable.

Rationale

The positive outlook on PNG reflects the potential for higher ratings if the
consol i dated group's financial and profitability measures inprove and it
continues to focus on its regulated utility operations.

PNG i s an internediate hol di ng conpany that operates utility subsidiary
Peopl es Natural Gas Co. in Pennsylvania and regul ated natural gas distribution
subsidiaries that serve in West Virginia and Kentucky. Regul ated gas
operations contribute al nost 100%to PNG s EBI TDA, of which Peopl es Natural
Gas operations in Pennsylvania contributes about 98% PNG s ultimte owner

LDC Funding LLC, is wholly owned by two funds that are affiliated with

Steel River Infrastructure Partners (not rated), an investnment nmanagenent firm

PNG s excell ent business risk profile reflects the | ow operating-ri sk,

U. S. -based gas distribution operations, a credit-supportive regulatory
environnent, a relatively small service territory with nodest custoner grow h,
and a | ack of geographic or operating diversity. Peoples Natural Gas serves
roughly 640, 000 custoners in Pennsylvania. Residential custoners contribute
about 90%to total custoners, providing stability to revenues and cash fl ow.
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Qur financial risk profile for PNG reflects our base-case forecast in which we
expect funds fromoperations (FFO to total debt to range from 16% 18% over
the next few years. This incorporates primarily steady cash flow fromthe
regul ated operations and financing for the Delta transacti on. Qur base-case
forecast assumes that PNG will continue to pursue additional rate increases
and cost-recovery mechanisns that reflect tinmely recovery of capital spending
and manage distributions in a way that does not adversely affect the capita
structure. W gauge financial risk based on slightly eased financial
benchmar ks conmpared with standard corporate issuers due to the nore stable,
regul ated utility operations such as those of PNG

Liquidity

We assess PNG s liquidity as adequate since we believe the conmpany's liquidity
sources are likely to cover its uses by nore than 1.1x over the next 12 nonths
and to neet cash outflows even with a 10% decline in EBI TDA. The liquidity
assessment also reflects the conpany's generally prudent risk nanagenent,
sound relationship with banks, and a generally satisfactory standing in the
credit narkets.

Principal liquidity sources:
* Cash FFO of about $185 million; and
* Available revolving credit facility of $300 million

Principal liquidity uses:

e Debt maturities of about $280 nillion

 Capital spending (naintenance) of about $90 nillion; and
« Dividends of roughly $65 nillion

Group influence

We consider PNG to be a core subsidiary of LDC Funding LLC, reflecting our
view that PNGis highly unlikely to be sold, has a strong | ong-term comi t nment
from seni or managenent, is successful at what it does, and contributes

nmeani ngfully to the group. At the sane tinme, we consider PNG to be insul ated
from LDC Fundi ng t hrough provisions that, along with PNG s stand-al one credit
profile, support a one-notch differential between our issuer credit rating on
PNG and the consolidated profile of LDC Funding. These provisions for PNG

i ncl ude separateness of operations and funds and an i ndependent director whose
vote is required for asset sales and to voluntarily file PNG into bankruptcy.

Outlook

The positive outlook reflects the potential for higher ratings over the next
12 nonths if the consolidated group's financial and profitability measures

i mprove and the conpany continues to focus on its regulated utility
operations. Under our base-case scenario, we expect PNG woul d nmaintain
adjusted FFO to debt of 16% 18% over the next few years. The base case al so
i ncl udes our expectation that the current insulation nmeasures at PNG wil |
remai n intact.
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Downside scenario

We could revise the outlook to stable if the inprovenent in the credit quality
of the group does not materialize as we expect or if the conpany expands into

non-utility operations such that business risk materially increases. W could

also lower ratings if the group's credit quality does not inprove and, in our

opinion, there is nmaterial degradation in the current insulation measures that
currently support a one-notch difference at PNG

Upside scenario

We could raise ratings if the consolidated group's financial and profitability
neasures inprove and if those of PNG as the |largest contributor to the group
remai n consi stent with our base-case expectations. W could also raise ratings
if we consider nanagenent's strategic focus on growing utilities in a
credit-supportive manner as sustainable, with a limted risk of expansion in
non-regul at ed operati ons.

Ratings Score Snapshot

Corporate Credit Rating: BBB-/Positive/--

Busi ness risk: Excellent

e Country risk: Very |ow

e Industry risk: Very Low

» Conpetitive position: Strong

Fi nanci al risk: Significant
* Cash flow Leverage: Significant

Anchor: a-

Modi fiers

» Diversification/Portfolio effect: Neutral (no inpact)
e Capital structure: Neutral (no inpact)

 Financial policy: Negative (-1 notch)

e Liquidity: Adequate (no inpact)

* Managenent and governance: Satisfactory (no inpact)

e Conparable rating analysis: Neutral (no inpact)

St and-al one credit profile: bbb+
e Goup credit profile (GCP): bb+
* Entity status within the group: Insulated (+1 above the GCP)

Issue ratings

We rate PNG s senior notes (secured by the stock of subsidiaries) the sane as
the seni or unsecured debt. Therefore, we rate these notes the sanme as the

i ssuer credit rating because priority liabilities are |less than 20% of tota
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assets.

Related Criteria

e Criteria - Corporates - General: Methodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |Issuers, Dec. 16, 2014

e Criteria - Corporates - Ceneral: The Treatment O Non- Conmon Equity
Fi nanci ng I n Nonfinancial Corporate Entities, April 29, 2014

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ustments, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013

e Criteria - Corporates - Utilities: Key Credit Factors For The Regul ated
Uilities Industry, Nov. 19, 2013

* General Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

e Ceneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e CGeneral Criteria: Country R sk Assessment Methodol ogy And Assunpti ons,
Nov. 19, 2013

e CGeneral Criteria: Methodol ogy For Linking Short-Term And Long- Term
Rati ngs For Corporate, |Insurance, And Sovereign |ssuers, My 07, 2013

* Ceneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

e Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each
| ssue, April 15, 2008

Ratings List

Ratings Affirmed; Qutl ook Action

To From
PNG Cos. LLC
Corporate Credit Rating BBB-/ Posi tive/ - - BBB- / St abl e/ - -
Rati ngs Affirned
PNG Cos. LLC
Seni or Secured BBB-

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further

i nfornation. Conplete ratings information is available to subscribers of

Rati ngsDi rect at wwww. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on the S& d obal Rati ngs'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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