
Rating Action: Moody's upgrades CMS and Consumers, outlook stable

Global Credit Research - 18 Apr 2017

Approximately $9.8 billion of debt and credit facilities affected

New York, April 18, 2017 -- Moody's Investors Service upgraded the ratings of CMS Energy Corporation (CMS,
senior unsecured to Baa1 from Baa2), and its electric and gas utility subsidiary Consumers Energy Company
(Consumers, senior unsecured shelf to (P) A2 from (P) A3), and revised the outlook for both issuers to stable.
Concurrently, consistent with the improved credit quality of Consumers, we have upgraded its short term rating
for commercial paper to P-1.

RATINGS RATIONALE

"Today's upgrades recognize the continued strong financial performance that has been demonstrated by both
Consumers and CMS as the companies invest meaningfully in their systems while controlling costs and
benefiting from a supportive relationship with their regulator" said Laura Schumacher, Vice President - Senior
Credit Officer. The upgrades consider ongoing modest deleveraging that is slowly reducing CMS consolidated
debt and bringing its holding company debt to a level that, while still substantial, is commensurate with some
other utility families with similar ratings. The upgrades also consider the relative position of credit metrics and
ratings of both CMS and Consumers vis-à-vis those of their peer companies, including the other major rated
Michigan utility family, DTE Energy Company (Baa1, stable) and its subsidiaries DTE Electric Company (A2,
stable) and DTE Gas Company (A2, stable).

The ratings of CMS and Consumers reflect the above average regulatory environment in which Consumers
operates and the resulting stable and predictable consolidated cash flows that are produced by the
consolidated entity. The ratings recognize the limited business risk that exists within the family as over 90% of
CMS' earnings and cash flow is generated by Consumers. A combination of supportive regulation and a
continued focus on cost containment and efficiency has resulted in cash flow credit metrics that have been
consistently strong. For example Consumer's ratio of cash from operations excluding changes in working
capital (CFO pre-WC) to debt is around 25% while CMS's ratio is around 17%. These metrics are squarely
within the respective "A" and "Baa" scoring ranges for these factors in our rating methodology for regulated
electric and gas utilities. In calculating the CMS ratio we have excluded the debt (certificates of deposit) and
cash flow associated with EnerBank, CMS' relatively small, self-funding, FDIC insured, industrial bank
subsidiary that does not contribute meaningfully to its consolidated financial performance.

The upgrades reflect CMS' progress in slowly reducing its consolidated leverage position, and our expectation
that this trend will continue. As of year-end 2016, we calculate CMS' consolidated debt to capital ratio at about
59%. The ratio has been declining by about 1% per year, and by 2021 we expect it will move into the 55%
range. The percentage of parent holding company debt in CMS consolidated capital structure has also been
slowly moderating. As of December 2016, including our standard analytical adjustments, we estimate CMS'
holding company debt represented about 26% of its consolidated capital structure (inclusive of EnerBank
obligations), or about 29% of total Consumers and CMS holding company debt. While this level of parent
company debt is still significant, and a key driver of the two notch rating differential between CMS and
Consumers senior unsecured ratings, it is in line with some other, similarly rated utility families.

Outlook

The stable outlook for CMS and Consumers reflects our expectation of a continued steady financial
performance due in large part to a constructive legislative and above average regulatory environment in
Michigan. The outlook also incorporates our view that the companies will maintain prudent financial policies
with a focus on cost containment such that, at CMS, the ratio of CFO pre-W/C to debt will remain in the mid-to-
high teens; and at Consumers, the ratio of CFO pre-W/C to debt will remain in the range of 25%. We also
expect that consolidated debt to capital will continue to trend modestly downward.

Factors that Could Lead to an Upgrade

An increase in sustainable cash flow or a reduction in leverage resulting in strengthening credit metrics, for



example at Consumers, a ratio of CFO pre-WC to debt remaining above 25%, and at CMS, above 20%; a
reduction in CMS' parent holding company debt; or if the Michigan regulatory environment were to become
even more formulaic, transparent or timely with its suite of recovery mechanisms.

Factors that Could Lead to a Downgrade

A material deterioration in Michigan's regulatory support, or a reduction in cash flow or increase in leverage
that results in a sustained decline in credit metrics. For example, at Consumers, CFO pre-WC to debt falling to
the high-teens, at CMS, CFO pre-WC to debt falling below the high-teens. An increase in CMS holding
company debt could also put pressure on the ratings.

Upgrades:

Issuer: CMS Energy Corporation

....Senior Unsecured Shelf, Upgraded to (P)Baa1 from (P)Baa2

....Senior Secured Bank Credit Facility, Upgraded to A3 from Baa1

....Senior Unsecured Regular Bond/Debenture, Upgraded to Baa1 from Baa2

Issuer: Consumers Energy Company

....Senior Unsecured Shelf, Upgraded to (P)A2 from (P)A3

....Senior Secured Shelf, Upgraded to (P)Aa3 from (P)A1

....Underlying Senior Secured Regular Bond/Debenture, Upgraded to Aa3 from A1

....Senior Secured Regular Bond/Debenture, Upgraded to Aa3 from A1

....Pref. Stock Preferred Stock, Upgraded to A3 from Baa1

....Senior Secured Bank Credit Facility, Upgraded to Aa3 from A1

....Senior Secured First Mortgage Bonds, Upgraded to Aa3 from A1

....Senior Unsecured Commercial Paper, Upgraded to P-1 from P-2

Outlook Actions:

Issuer: CMS Energy Corporation

....Outlook, Changed To Stable From Positive

Issuer: Consumers Energy Company

....Outlook, Changed To Stable From Positive

CMS Energy Corporation (CMS) is an energy holding company whose principal subsidiary, Consumers Energy
Company (Consumers), is a Michigan regulated electric and gas utility representing over 90% of CMS'
earnings and cash flow. In addition to Consumers, CMS holds interests in 1,177 gross MW of unregulated,
primarily natural gas-fired, generation located mostly within Michigan, and EnerBank, a FDIC-insured industrial
bank providing unsecured consumer installment loans for financing home improvements.

The principal methodology used in these ratings was Regulated Electric and Gas Utilities published in
December 2013. Please see the Rating Methodologies page on www.moodys.com for a copy of this
methodology.

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this



announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
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