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Sector Outlook: Key Issues

Affordability Returns to Prerecession Levels
• Strong growth in household income has 

contributed to affordability that has returned to 
prerecession levels, easing rate pressure.

• Real household income rose dramatically in 
2015, and again in 2016; Modest improvements 
forecast in 2017-2018.

• Affordability ratio of 2.31% in 2017 versus 2.83% 
in 2010.

• Fitch’s growth forecasts recently revised upward; 
2018 GDP, 2.8%; 2019, 2.6%; Recent fiscal 
policy changes will provide a large boost to 
growth in the near term; Tax cuts greater than 
anticipated.

• Real incomes are expected to benefit from an 
increasingly tight labor market; Consumer 
spending growth remains solid; Consumer 
confidence readings remain near highest levels 
since November 2000.
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Sector Outlook: Key Issues

Affordability Returns to Prerecession Levels
• Lower electric costs tied more to declining 

consumption than lower electric prices; 
Residential consumption declined 
approximately 5% 2008-2017; Real prices 
virtually unchanged.

• Total residential consumption declined 2.1% in 
2017; increase of 2% YTD in 2018; Per capita 
declines continue.

• Real price increased modestly (0.6%) in 2017; 
Forecast 2% decline for 2018; modest 
increase of .7% in 2019.

• Improved affordability should support rate 
setting strategies.
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Sector Outlook: Key Issues

Lower Fuel Cost Broadly Positive
• Low fuel costs and energy prices should remain 

broadly positive through 2018.

• Fitch 2018 base case ($2.75/mcf) and long-term 
($3.00/mcf) natural gas prices lowered in 
March; Storage levels have moved toward 
historical averages; Continued unit economics 
improvements and associated gas production 
growth. 

• AEO 2018 Reference Case forecasts increasing 
gas prices through 2030 driven by production 
expansion into more expensive-to-produce 
areas and increased export demand.

• Gas prices highly sensitive to domestic 
resource and technology assumptions; Low 
R&T case assumes higher costs for Alaska and 
Lower 48 reserves and slower technology 
improvement.

• Given the sector’s growing reliance on natural 
gas generation at ~32% in 2017, a sudden 
unexpected rise in cost remains a concern. Source: EIA 2018 AEO
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Sector Outlook: Key Issues

Low Interest Rates Positive; Upward Pressure 
Mounts

• Low interest rates and robust access to the capital 
markets have been positive.

• Replacement and refunding of debt has reduce 
revenue requirements; Nearly 70% of 2017-2018 
electric power debt earmarked for refunding; 
Further gains from refunding could be limited, 
particularly following tax reform.

• Fitch expects the Fed to raise interest rates four 
times in 2018, and three times in 2019; US 10-year 
Treasury yield of 4.10% by the end of  2020.

• Higher short-term rates should not pose a material 
risk to issuers; Low percentage of short-term debt 
and unhedged variable rate exposure (4.9%); 58% 
of issuers have no variable rate exposure.

• Higher long-term rates may limit headroom created 
in recent years and could result in upward pressure 
on rates.

Source: The Bond Buyer, Fitch
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Sector Outlook: Key Issues

Higher RPS Compliance Costs Offset Other 
Gains

• RPS compliance costs totaled 3.0 billion in 2015, 
up from $2.4 billion in 2014; 1.8% of average retail 
electricity bills; as high as 11% in California.

• Modest future impact under existing plans; Higher 
rate impact under more aggressive renewable 
energy growth scenarios. 
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Sector Outlook: Key Issues

Higher Transmission and Distribution Costs 
Offset Other Gains

• Over 24,000 miles of new transmission lines built 
in 2011-2015, twice the number of miles added in 
2006-2010.

• $92 billion of new transmission investment planned 
by investor owned utilities and transmission 
companies 2017-2020.

• Spending on electric distribution systems has risen 
54% over the last two decades; Annual capital 
investment; Nearly 43% higher since 2005.

Source: EEI
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Sector Outlook: Key Issues

Proposed Environmental Regulations  
Appear Manageable With Limited Near-term 
Impact….

• The EPA’s proposed Affordable Clean Energy 
(ACE) rule would replace the 2015 Clean 
Power Plan (CPP), which EPA has proposed to 
repeal.

• The ACE rule is expected to reduce carbon 
emissions in 2025 by between 13 and 30 million 
short tons, but provides a more manageable 
framework and relaxed timetable for 
compliance than the CPP.

• The new rule could provide some flexibility and 
near-term benefit for coal-dominant utilities as 
they pursue economic dispatch of resources, 
but overall near-term impact should be limited.

• Any benefits for coal-fired generation are 
expected to be short-lived…
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Sector Outlook: Key Issues

…but Carbon Pressures Remain
• State level renewable mandates as well as 

mounting pressure from consumers, local 
governments and investors alike are expected 
to affect resource planning for years to come. 

• Nineteen states have adopted renewable 
standards or goal that apply to public power 
utilities.

• These initiatives, together with proposals and 
policies aimed at limiting investment in thermal 
coal, are likely to drive issuers toward 
strategies promoting reduced emissions.

• Proliferation could significantly reduce liquidity 
or force consideration of premature retirement, 
resulting in financial strain and downward 
rating pressure.

Source: 2Dii
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Sector Outlook: Key Issues

Declining Rates of Capital Investing
• Rate of capital investment for public 

power issuers remained low in 2017, 
sustaining a trend begun earlier this 
decade.

• Since 2010, the median ratio of capital 
investment to depreciation has steadily 
declined from 166% to 123%. 

• ‘A’ rated wholesale systems reported a 
median capex/depreciation ratio of less 
than 100% for the second year in a row.
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Sector Outlook: Key Issues

Declining Rates of Capital Investing
• Low growth in electric consumption, 

particularly for residential users, has 
obviated the need for new generation 
build.

• Investment throughout the broader utility 
sector has continued, driven in part by tax 
credits and other incentives, offsetting 
retirements of coal and natural gas 
capacity.

• Renewal and replacement investment 
remains steady for public power utilities, 
and investment in transmission has 
grown.

Source: EIA; DOE

Source: EIA; DOE
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Sector Outlook: Key Issues

Declining Rates of Capital Investing
• Fitch expects the rate of investment to remain 

depressed over the near term.

• EIA forecasts electric power generating net 
capacity will decline by 2.9% during 2017–2021.

• New capacity additions of wind and solar 
resources will exceed 52 GW or 64% of new 
additions.

• Tax credits and incentives will continue to make 
renewable resource purchase agreements 
attractive for not-for-profit utilities further limiting 
investment.

• Virtually no additional coal or nuclear resources 
are anticipated.

• Regional excess capacity should remain robust; 
All NERC regions expected to maintain reserve 
margins above resource adequacy targets, but 
signs of weakness appearing.

Source: EIA; DOE

Source: EEI; DOE
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Sector Outlook: Key Issues

Declining Rates of Capital Investing
• Lower capital spending should support sector credit 

quality.

• Systems debt-funding capex should clearly benefit 
from lower debt levels.

• The effect on credit quality will depend on 
alternative use of excess cash.

• Credit effect for systems funding capex with funds 
from operations will depend on alternative use of 
cash. 

• Using funds to bolster reserves and reduce 
outstanding debt would be viewed as more 
supportive of credit quality than if funds are 
returned to end users through a reduction in rates.
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Sector Outlook: Key Issues

Growing Challenges to Traditional Utility Model

 Customers are increasingly demanding more 
options to buy renewable energy; tax subsidies, 
falling costs and customer preferences are driving 
increased distributed generation.

 Distributed PV competes against higher retail 
electricity prices, which do not necessarily reflect 
time-of-day or seasonal variation in cost.

 Not a key rating driver in the near term, given a 
low base, but a worrisome long-term trend for 
utilities.

 Development of affordable storage solution could 
spark customer defections over the longer term 
further upending the traditional utility model. 

 Trend requires rate design solutions to minimize 
revenue loss and cross subsidization; 
Constructive net metering supportive.
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Sector Outlook: Key Issues

2018 Public Power Peer Review Metrics Validate Stable Outlook
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Sector Outlook: Key Issues

2018 Public Power Peer Review Metrics Validate Stable Outlook
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Sector Outlook: Key Issues

2018 Public Power Peer Review Metrics Validate Stable Outlook
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Sector Outlook: Key Issues

Criteria Revision Will Have Limited Impact on 
Sector or Rating Outlook 
• Exposure draft launched June 14, 2018

• Comment period ended August 13, 2018

• Implementation following the consideration of 
comments, Fall 2018

• With the publication of revised criteria, all ratings 
that could incur changes as a result of the 
revised criteria will be designated, under criteria 
observation (UCO). The ratings and any existing 
Outlook or Watch status will remain unchanged 
by the UCO. 

• Fitch estimates fewer than 10% of the ratings 
covered by the criteria will be affected by the 
revision, with a roughly equal mix of upgrades 
and downgrades. 
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Criteria Revision: Why?

• To provide a more transparent analysis 
explicitly oriented towards expectations.

• Enhanced and consistent rating 
framework, which emphasizes the 
analytical areas that are most critical to 
the assessment of relative credit quality 
in the sector.

• Ability to communicate Fitch’s credit 
opinions more clearly.

• Introduction of forward looking tools with 
emphasis on Fitch’s through-the-cycle 
approach to ratings to better express the 
characteristics that affect an 
organization’s resilience.

• To provide greater context for evaluating 
performance metrics and conducting 
peer analysis.
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Criteria Revision: Why?
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Criteria Revision: What’s New?

Three Primary Key Rating Factors 
Assessed 
• Revenue Defensibility: An assessment of the 

organization’s exposure to demand volatility and 
flexibility within its rate-setting framework to 
recover costs of service and maintain operating 
profitability

• Operating Risk: An assessment of the 
organization’s operating cost burden and 
operating cost flexibility, as well as,  its current 
capital spending and future capital requirements.

• Financial Profile: An assessment of the 
organization’s liquidity profile and overall leverage 
in the context of the organization’s overall risk 
profile.    

• Asymmetric Additive Risk Factors: Includes 
risk factors such as debt structure, management 
and governance, and legal and regulatory issues 
that may impact the ability to repay debt.   These 
risk factors are not scaled and only weaker-than-
standard characteristics affect the final rating.
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Criteria Revision: Financial Profile

Liquidity Profile

Leverage Profile
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Criteria Revision: Financial Profile
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Criteria Revision: Fitch Analytical Stress Test (FAST)

Alameda Municipal Power (CA) FAST PUBLIC POWER - FITCH ANALYTICAL STRESS TEST - SCENARIO ANALYSIS

Scenario Analysis V 1.0.0

Key Financial Metrics
Net Adjusted Debt (Adj. for Purch. Pwr) + Adj. NPL / Adjusted FADS (COFO) 3.7 3.2 4.0 4.9 4.3 4.1 3.9 3.7 3.6 3.4 4.2 4.1 4.0 3.8 3.8 4.2 4.1 4.0 3.8 3.8
Net Adjusted Debt (Adj. for Purch. Pwr) / Adjusted FADS (COFO) 3.7 3.2 2.7 2.9 2.5 2.3 2.0 1.8 1.6 1.5 2.3 2.1 2.0 1.8 1.7 2.3 2.1 2.0 1.8 1.7
Coverage of Full Obligations 1.6 2.0 1.9 1.7 1.9 2.0 1.9 1.8 1.7 1.6 1.9 1.8 1.7 1.7 1.6 1.9 1.8 1.7 1.7 1.6
Days Cash & Investments on Hand 257 211 310 285 271 344 411 472 527 576 344 407 460 508 552 344 407 460 508 552
Debt Service Coverage 5.2 7.4 6.2 5.6 6.6 7.7 6.7 5.8 5.2 4.6 7.4 6.2 5.5 4.9 4.4 7.4 6.2 5.5 4.9 4.4

Year 1 Year 2 Year 3 Year 4 Year 5 Year 1 Year 2 Year 3 Year 4 Year 5 Year 1 Year 2 Year 3 Year 4 Year 5
Stress Assumption (GDP Standard Deviations) 0.3 0.3 0.3 0.3 0.3 -2.0 -1.0 1.0 0.8 0.3 -2.0 -1.0 1.0 0.8 0.3

Retail Electric Sales  Assumption (% Change) (0.3%) (0.3%) (0.3%) (0.3%) (0.3%) (3.0%) (1.8%) 0.7% 0.3% (0.3%) (3.0%) (1.8%) 0.7% 0.3% (0.3%)

Wholesale Electric Sales  Assumption (% Change)
Gas Sales Assumption (% Change)
Inflation Assumption (% Change) 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%

Analyst Overrides 2012 2013 2014 2015 2016 2017

Rating Case Rate Target:
Total Retail Electric Sales (% Change in MWh) - - - - -
Total Wholesale Electric Sales (% Change in MWh) - - - - -
Total Gas Sales (% Change in Mcf) - - - - -
Inflation Assumption (% Change) - - - - -

Retail Electric Revenue/KWh (% Change in ¢/KWh) - - - - - - - - - -
Wholesale Electric Revenue/KWh (% Change in ¢/KWh) - - - - - - - - - -
Gas Revenue Mcf (%Change in $/Mcf) - - - - - - - - - -
All Other Utility Operating Revenue ($) 5,340 8,556 7,969 7,792 7,523 - - - - - - - - - -
All Other Operating Expenses (% Change) 0.9% 2.6% 3.3% 18.9% 3.6% - - - - - - - - - -
Proceeds from Issuance of Debt ($) - - - - - - - - - - - - - - -
Proceeds from Issuance of Debt (Restricted Funds for Construction) ($) - - - - - - - - - -
Principal Refunding ($) - - - - - - - - - -
Principal Payments on Total Long Term Debt ($) 1,101 1,130 1,159 1,130 1,170 - - - - - - - - - -
Construction / Acquisition of Utility Capital Assets ($) 2,022 5,029 5,086 3,384 6,028 - - - - - - - - - -
Non-Operating Transfers Out, PILOT, Dividends ($) 4,110 4,137 4,163 4,191 4,218 - - - - - - - - - -
Other Components of Change in Cash & Cash Equivalents ($) (3,570) (13,999) (3,105) (4,402) (8,451) - - - - - - - - - -

NOTE: Dollar amounts ($) in thousands 2012 2013 2014 2015 2016 2017 Year 1 Year 2 Year 3 Year 4 Year 5 Year 1 Year 2 Year 3 Year 4 Year 5 Year 1 Year 2 Year 3 Year 4 Year 5
Total Retail Electric Sales (MWh) 363,444 353,913 342,202 348,820 343,765 342,871 341,980 341,091 340,204 339,320 333,463 327,526 329,662 330,810 329,950 333,463 327,526 329,662 330,810 329,950
Retail Electric Revenue/KWh (¢/KWh) 14.0 14.4 14.8 15.5 16.3 16.3 16.3 16.3 16.3 16.3 16.3 16.3 16.3 16.3 16.3 16.3 16.3 16.3 16.3 16.3

+ Total Retail Electric Revenue ($) 50,704 51,138 50,791 54,221 55,926 55,780 55,635 55,491 55,346 55,203 54,250 53,284 53,631 53,818 53,678 54,250 53,284 53,631 53,818 53,678
Implied Retail Electric Revenue/KWh as % of State Average (For Reference) 98% 95% 96% 99% 103% 103% 103% 103% 103% 103% 103% 103% 103% 103% 103% 103% 103% 103% 103% 103%

Total Wholesale Electric Sales (MWh) - - - - - - - - - - - - - - - - - - - -
Wholesale Electric Revenue/KWh (¢/KWh) - - - - - - - - - - - - - - - - - - - -

+ Total Wholesale Electric Revenue ($) - - - - - - - - - - - - - - - - - - - -
Implied Wholesale Electric Revenue/KWh as % of Portfolio Median (For Referen 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%

Total Gas Sales (Mcf) - - - - - - - - - - - - - - - - - - - -
Gas Revenue/Mcf ($/Mcf) - - - - - - - - - - - - - - - - - - - -

+ Total Gas Revenue ($) - - - - - - - - - - - - - - - - - - - -
Implied Gas Revenue/Mcf as % of State Average (For Reference)

Base Case Assumptions Unaddressed Case Assumptions Rating Case Assumptions

Interpretive Notes:
1) The scenarios depicted below incorporate certain placeholder assumptions about issuer behavior in the outyears. In practice, analysts will adjust the Base Case using actual issuer projections, where available, and that will, in turn, be the 
foundation for the final Unaddressed and Rating cases.
2) In certain cases, historical data displayed will differ from published audits due to analytical interpretations applied.

Base Case Unaddressed Case Rating Case
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Fitch Ratings Public Power Team

• Dennis Pidherny
+1 212 908-0738
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+1 512 215-3730
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• Andrew DeStefano
+1 212 908-0284
andrew.destefano@fitchratings.com

• Joanne Ferrigan
+1 212 908-0723
joanne.ferrigan@fitchratings.com

• Matthew Reilly
+1 415 732-7572
matthew.reilly@fitchratings.com

• Eva Rippeteau
+1 212 908-9105
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• Nicole Wood
+1 212 908-0735
nicole.wood@fitchratings.com

• Tim Morilla
+1 512 813-5702
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• Lina Santoro
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