American Public Power Association
Accounting and Finance — Spring Meeting

Dennis M. Pidherny, Managing Director

April 25, 2019

FitchRatings




Sector Outlook: Key Issues

Affordability at Prerecession Levels

» Strong growth in household income has contributed
to affordability that has returned to prerecession
levels, easing rate pressure.

* Real household income rose 1.5% to record levels
in 2017, after rising by 3.2% in 2016; Continued
growth estimated in 2018 (1.2%) given GDP growth
of 2.9% and tight labor market.

 Affordability ratio of 2.25% in 2017 and 2.30%
estimated in 2018, versus 2.77% in 2010:;
Improvement has eased rate setting pressures and
contributed to stronger financial performance.
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Sector Outlook: Key Issues

Affordability at Prerecession Levels
» Fitch’s forecast is that growth will moderate to

US - Wage and Job Growth

(% yoy) — Mominal VWages

——Employment

2.3% in 2019 and 1.9% in 2020 on weaker °
external demand, the incoming data and a small 3
drag on GDP from the government shutdown,; 1
Prospect for further tax cuts has evaporated _‘1} ™N ' '
following mid-term elections. -
-4
 However, economic momentum still looks .
resilient supported by robust household income % % % E % % g E %
growth, and accelerating wages and job growth. Source. Fich Ratings, B4, Datastrean
United States — Forecast Summary
(25) Ann. Av.2014-1 2017 2018 2019f 2020fF
GDP 2.4 232 2.9 23 1.9
Consumer Spending 29 2.5 2.6 25 2.2
Fixed Investment 4.3 4.8 53 28 1.8
MNet Trade (contribution pps.) -0.4 -0.4 -0.3 -0.4 -0.2
CPl Inflation (end-year) 15 21 1.9 22 2.3
Unemployment Rate 4.9 4.4 3.9 3.6 3.6
Policy Interest Rate {(end-year) 0.83 1.50 2.50 2.75 3.00
Exchange Rate, USDEUR (end-year) 0.86 0.83 0.87 0.88 0.88

Source: Fitch Ratings
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Sector Outlook: Key Issues

h H El ici 3] 1
Affordability at Prerecession Levels B Ot (e olling average) (
 Lower electric costs tied more to declining 5 histo,;“" 2 rojections .
consumption than lower electric prices; 4 I _ ;
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» Demand growth rates have slowed as efficient 3 I Growth 1
. . eference
devices and production processes replace less S : Low
efficient uses and equipment. : Growth
1
» Residential consumption declined approximately o . .

5% 2008-2017;
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have risen approximately 2% in 2018 (after U.S. Energy Information Administration

falling 2% in 2017) on normalized weather

conditions; millon Kiowatthours per 8ay millon Kiowathours per day
14,000 350 ! forecast

« Retail sales are expected to fall in 2019, led by a 2000 o maaed

3.1% reduction in residential sales as a result of roce0 TTUTVTVTZET 20 aneciune M

milder expected summer temperatures. :z ot o) o0 |
PR ———— 50

-100
-150
-200

2,000

0 r T T T T
2016 2017 2018 2019 2020

Source: Short-Term Energy Outlook, January 2019

FitchRatings 3



Sector Outlook: Key Issues

Affordability at Prerecession Levels ResidentialElectriy Pricss

Values

* Real prices virtually unchanged since 2010.

* Prices fell in 2018, likely as savings from lower
taxes are passed through to users, but modest
increases are expected to 2019 and 2020.

« Improved affordability should support rate setting - o
strategies. e o m.m -
== Real == Nominal

C1a) Source: U.S. Energy Informafion Administration
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Sector Outlook: Key Issues

Lower Fuel Cost Broadly Positive

U.S. Average Cost of Fuel and Interest Rates

» Low fuel costs and energy prices should remain ——"No_2 Diesel Fuel —Coal
broadly positive through 20109. (géMMBtU} === Bond Buyer Rev Index a=10-Year Treasury g/g
. . 20 s
« Fitch 2019 base case natural gas price has - m 35
increased to $3.25/mcf, but the long-term price 5 18
. . . 0 00
remains at $300/me’ Contlnued Shale gaS 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

pl’Od uction g rowth. MMBtu — Million British thermal units.

Source: U.S. Energy Information Administration, U_S. Federal Reserve.

* AEO 2018 Reference Case forecasts increasing
gas prices in mid 2020’s through 2030 driven by
growing demand in domestic and export markets

MNatural gas price at Henry Hub
2018 dollars per million British thermal unit

higher costs for Alaska and Lower 48 reserves
and slower technology improvement.

Low Qil Price
High Oil and Gas
Resource and
Technology

. . . . 2018 Low Qil and Gas
and production expansion into more expensive-to- history! projections Resource and
produce areas. I Technology

» Gas prices highly sensitive to domestic resource :
and technology assumptions; Low case assumes | Reference

I

I

[ B T & N« -

» Given the sector’s growing reliance on natural gas
generation at ~35% in 2018, a sudden

unexpected rise in cost remains a concern. 0 . .
2010 2I]2D 203{) 2[}4{) 2050
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o — — —

Source: EIA 2019 AEO
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Sector Outlook: Key Issues

Low Interest Rates Positive; Upward Pressure  Municipal Bond Issuance - Electric Power Sector
Eases %) I Refunding NN New Money B Combined === unicipal Rate (RHS) (%)

- Low interest rates and robust access to the capital " 60

markets have been positive. 24,000 45

16,000 3.0

* Replacement and refunding of debt has reduce
revenue requirements; Over 70% of 2017-2018 8,000
electric power debt earmarked for refunding;

15

0 0.0

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Source: Fitch Ratings, The Bond Buyer.

« Fitch has revised its forecast for further rate _
increases; the Fed is now expected to raise interest

rates gradually to 3.0% (vs. 3.5%) by the end of 2020, P R e Taract e (Uoper B
and 10-year U.S. Treasury yields to reach 3.7% (vs. Thenforecast
4.1%) over the same period. 40
» Higher short-term rates should not pose a material 22
risk to issuers; 96% of debt issued 2009-2018 was g 25
fixed rate; Low percentage of short-term debt and 20

unhedged variable rate exposure (4.9%): 58% of '

. . 1.0
issuers have no variable rate exposure.

0.5
0.0

 Higher long-term rates may limit headroom created in 2015 2016 2017 2018 2019 2020
recent years and could result in upward pressure on Source: Bloomberg, CBOT, Fitch Ratings
rates.
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Sector Outlook: Key Issues

Proposed Environmental Regulations
Manageable; Carbon Pressures Remain

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
benefits are expected to be short-lived.

Legacy regulations related to the disposal of coal
combustions residuals, mercury and air toxins,
and effluent guidelines will continue to frustrate
economics for coal-fired generation.

Electricity generation from selected fuels
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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.

« Twenty states and territories have adopted renewable standards or goal that apply to public
power and cooperative utilities.

Renewable Portfolio Standards or Voluntary Targets

States and territories with
Renewatle Portfolio Standards.

States and temitories with & voluntary
renewable energy standard or target.

States and territories with
no standard or target.

Source: National Conference of State Legislatures.
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Sector Outlook: Key Issues

INVESTOR INVESTORS
...but Carbon Pressures Remain AGENDA STEP UP
A LOW-CARBON WORLD CL|MATE ACT'ON
« State-led initiatives, together with proposals
and policies aimed at limiting investment in erical 1o tacking climate change and schieving the goals of the baris Agreement. 1198
. . . prek i genda for in to ge climate risks and capture low-carbon
thermal Coal, are Ilkely to drlve |Ssuers oppurttunities.amil %mechanismtorepon.and showcase their action:ip four key focus
. . areas: . Corporate Engag 1t, Investor Disclosure and Policy Advocacy.
toward strategies promoting reduced
emissions. Nearly 400 US $32
. . - investors trillion
« 421 global investors representing $32 trillion accelerating climate action* in assets under management
in assets have urged all governments to Source: The Investor Agenda
iImplement actions needed to achieve the
PaI’IS Ag reement goals . Insurers' Responses to Thermal Coal Divestment Request

700 -

« The California Department of Insurance
Climate Risk Initiative continues to assign
high risk to investment in thermal coal and
request voluntary divestment.

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

No Coal to Divest Divested or Will Divest Some or All Coal Did Not Agree To Divest Coal

EN2016 2018
Source: California Dept. of Insurance
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Sector Outlook: Key Issues

Subdued 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.

Retail Electric Trends

Capex/Depreciation and Amortization
Indicates whether annual capital spending keeps pace
with depreciation.

A A BBB
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Source: Fiteh Ratings.

Wholesale Electric Trends

Capex/Depreciation and Amortization
Indicates whether annual capital spending keeps pace
with depreciation.
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Source: Fitch Ratings.
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Sector Outlook: Key Issues

Subdued 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.

Total LS. Electricity Sales (TWh)
5,500

5,000
4,500
4,000

3,500

3,000

2,500

——
2,000 r|T|-||-|a||:|||||-||||-|I-|||I|-||I L e e |

1980 1985 19490 1995 2000 2005 2010 2015 2020 2025

— AEQ 2001-2005 — ARD 2006-2010 — AEDQ 2011-2014
— AEQ 2015-2016 == Actual Sales
Source: EIA; DOE

Figure 3.5. Operating Generation Capacity, Additions, Retirements, and Announced Retirements
by Region for All Generation Types, January 2002-December 2022%
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Sector Outlook: Key Issues

Subdued Rates Of Cap|tal Investlng ;;:::Iﬂzleclricitygeneratingcapacityadditiunsandretirements(Re‘ferencecase)
« Fitch expects the rate of investment to remain 50 msmnf“iapmjemons addifons
depressed over the near term. “ |
30 wind
. i | oil and gas
» EIA forecasts electric power generating net # I nuclear
capacity will increase by 5.5% during 2018-2022,  ° | ot

reversing an expected decline of 2.9% during 0 |
2017-2021. |
I

2005 2010 2015 2020 2025 2030 2035 2040 2045 2050

retirements

* New capacity additions of wind and solar resources
will exceed 53 GW or 47% of new additions. USS. Energy Information Administration #AEO2019 | wwweia goviaeo

Planning and anticipated reserve margins in select NERC regions, summer 2018

» Tax credits and incentives will continue to make
renewable resource purchase agreements } |
attractive for not-for-profit utilities further limiting Western Electricity

Coordinating Council

investment. - B New York 150

Midcontinent

ISO New
England

 Virtually no additional coal or nuclear resources are
anticipated. e

reference margin

SERC Reliability
Corporation

» Regional excess capacity should remain robust; All

=

Coordinating Council cia’

N ERC I‘eglonS eXpected tO ma'nta'n reserve zo;!rg?;Q}JAS. Energy Itnformation Administration, based on North American Electric Reliability Corporation 2018 Summer
margins above resource adequacy targets, but
signs of weakness appearing. FITCH: TEXAS POWER CLOSURES MAY

MEAN HIGHER WHOLESALE PRICES

FitchRatings 12



Sector Outlook: Key Issues

Subdued 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.

Peer Group Median Analysis

Based on the peer group selected in the Peer Group Selector sheer this sechion offers historical medians for a chosen metric cs
represendation of a specific melfric, sefect i in one of the dropdowns undemesth.

Medians Summary

Peer Group Medians

Coverage of Full Obligations (x) 127 128 128 137 138

Days Cash and Investments on Hand 132 123 132 151 i

Days Liquidity on Hand 200 198 212 237 255

Met Adpusted Debt / Adjusted FADS 71 68 6.3 6.2 6.2

Equity / Capitalization (%) 381 302 388 30.4 1.1

Debt / Electric Customers (3) 3851 3.857 3.830 4,044 3.808

Metric Selection

Nt Adpsted Dabt § Adusted FADS L 4 WMetric

Net Adjusted Debt / Adjusted FADS

.50
.40
620
6.00
5.80
550

2m3 2015

W Peer Group M Porifolio

FitchRatings
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Sector Outlook: Key Issues

Growing Challenges to Traditional Utility Model Buildings solar istributed generation

gigawatts direct current

150 2018
hisloryl projections

120 I

e Customers are increasingly demanding more

|
|
- - - QO I
options to buy renewable energy; tax subsidies, : R
falling costs and customer preferences are driving o R
increased distributed generation. 0
. . . . . 1 commercial
* Distributed PV competes against higher retail 0 . — ‘ — ‘ —
electricity prices, which do not necessarily reflect t
. . . . U.S. Energy Information Administration #AEO2019 | www.eia.gov/aeo
time-of-day or seasonal variation in cost. ’
e Not a key rating driver in the near term, given a low Levelized cost projections by technology, 2022 additions. 2015.2022
base, but a worrisome long-term trend for utilities. Dispatchabletechnologies 1o gt
Coal with 30% sequestration — ] 0.0
e Development of affordable storage solution could Combined cycle — p— o>
H Advanced nuclear (| | i 22
spark customer defections over the longer term SRR
further upending the traditional utility model. Nendispatchabletechnologies |
Wind I 12 5
¢ Trend requires rate design solutions to minimize e | —
revenue loss and cross subsidization; Constructive ! 0
net metering Supportlve. I Levelized cost of electricity (LCOE) %27 LCOE including tax credits [ Levelized avoided cost of electricity (LACE)
U.S. Energy Information Admmistration #AEO2018 | wwweia.goviaeo G

FitchRatings 14
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Fitch Releases Revised Public Power Rating Criteria

e Comprehensive review and
assessment of obligor
creditworthiness

- Revenue Defensibility
— Revenue Source Characteristics
— Rate Flexibility
— Purchaser Credit Quality
— Operating Risk
— Operating Cost Burden
— Operating Cost Flexibility
— Capital Planning and Management
- Financial Profile
— Leverage Profile
— Liquidity Profile
— Asymmetric Risk Factors
— Management and Governance

E‘itch Ratings

~ Public Finance

Public Power [ 1.5.A

U.S. Public Power Rating Criteria

Sector Criteria
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Scope

This criens report detalls Flich Rabngs' methodclogy for assigning Issusr Defaull Rabings,
(IDRs) and Issue- anad obilgation-specific abngs io LS. public power uBes, inchuding slecinic
systerms that are municipally or federally owned, and slechic cooperatives. This rating
methodology a5 applies o cerain manicipally owned comibined utiity systems whens slecinic
reyenue accounts for the (ampest share of ol revenue and Caradian govermrmeni-owned
power syshems. The oriteria apply fo both new and surveilance ratings.

Munidpaly owned gas sysiems and thermal energy Tysiers wil be mied using Fich’s Raing
Criteria fior Public-Zeclor, Revenue-Sunporied Dedf, bat aspeck of the amalysis may be
Irriormad by these criteda.

Key Rating Drivers

Fiich eapiiciEy does not weight the assessmenis of individual key raing drivers In coming 1o an
owverall rating conclusion. There Is no skandand Sormuks io ink the Soliowing Inputs i an exact
rafing: the Indvidual assessments infor but do not dictale the 9nal rating cubrome. The

refationship beteeen indivicual and apgregabe Qualiative and guanitative faciors varies
betwmen entiles In the Sector, a5 well as ower Ime.

Revenue Dedencibilffy: This enials an assessment of a public power WIEY'S exposure 50
demand volatily and the fizxbilty within s rai=-setiing framewort io recover costs of senios
and maintain operating proftablity.

Oparating Rick: This entails an assessment of a publc utity system's operating cost burden
and operating cost Sexbilty, as well as s curent capfal spending and fubure capital
requirements.

Finsnoial Profla: Metrics are used 10 svakalke the issuers Iqusdty profie and everage in the
confext of e lssusr's overall risk profiie. These melics are evaluaded on bofh & Risioncal and
forwanHooking baests, which considers an individual utiby's overal fnancial flexbilty o
witstand a siress scenario through a five—year horizon,

Acymmetrio Rick Facfors: Risk factors such as debt stuciune, management and povermance,
and isgal and neguiaiony nsks ans oo Considensd WREN BSSigRing 3 rating. Thes: Rk BSCors
are not scied, and oniy weaker-Fan-standard dramcerisics afact e final ratng.

wawTichratings.com

Aprl 3, 2015
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Fitch Releases Revised Public Power Rating Criteria

Key Rating Factors — Retail Public Power Systems

Revenue Defensibility aa a bbb bl

Revenue Source Nearly all revenue is derived A significant portion of total A majority of total revenue is Less than S0% of total revenue is

Characteristics from services or business lines  revenue is derived from derived from services or derived from services or business
exhibiting monopoly senvices or business lines business lines exhibiting lines exhibiting monopoly
characterstics. Reliance on exhibiting monopoly monopoly characteristics. characteristics. Reliance on

Service Area Characterstics

Rate Flexbility

Asymimetric Rating Factor
Considerations

Operating Risk
Operating Cost Burden
Operating Cost Flexibility
{Asymmetric Risk Factor)

Capex Requirements

Other Asymmetric Rating
Factor Consideration

Financial Profile
Leverage Profile

Liquidity Profile

revenue from competitive sources characteristics. Reliance on
revenue from competitive sources competiive sources is

Is insignificant

Very favorable demographic
trends characterized by strong
customer growth, above-
average income levels and low
unemployment rates.
Independent legal ability to
increase service rates without
extemnal approval.

Average retail rates are solidly
below the state average.
Electric cost affordability is very
high.

is manageable_

Favorable demographic trends
characterized by average
customer growth, with average
income levels or average
unemployment rates.

Legal ability to increase service
rates is subject to approval of
extenal authorities. History and
expectation of operating and
capital costs being recovered
on a timely basis is strong.

Average retail rates reasonably
approximate the state average.

Electric cost affordability is high.

Reliance on revenue from

mieaningful .

Stable demographic trends
charactenzed by little or no
customer growth, and below-
average income and above-
average unemployment rates.
Legal ability to increase service
rates is subject to approval of
extemnal authorities. History
and expectation that operating
and capital costs may not be
recovered on a full or timely
basis.

Average retail rates are solidly
above the state average.

Electric cost affordability is
midrange.

revenue from competitive sources
is significant.

Weak demographic trends
charactenzed by a declining
customer base, well below
average wealth levels and high
unemployment.

Legal ability to increase service
rates is subject to approval of
extemnal authorities. History and
expectation that operating and
capital cost recovery will be
neither full nor timedy.

Average retail rates are well
above the state average.

Electric cost affordability is low._

The analysis of an issuer's revenue defensibility also considers the effect of customer concentration, customer mix, industry

concentration, wholesale contract structure and counterparty risk on the ulility's revenue defensibility.

Very low operating cost burden.

Low operating cost burden.

Midrange operating cost burden.

High operating cost burden.

The analysis of an issuer's operating cost flexdbility is an asymmetric risk factor, where weaker elements can constrain the overall
assessment of operating risk. Fitch will consider available reserve margin, regional energy markets, fuel concentration, asset

concentration, environmental standards, regulatory restrictions and contract structure.
Elevated lifecycle investment High lifecycle investment needs  High lifecycle investment needs

Moderate lifecycle investment
needs supported by adequate:
historical and manageable
planned capital investment.

needs and supported by
adequate historical and
manageable planned capital
invesiment.

that are sufficiently addressed
by planned capital investment.

insufficiently addressed by
planned capital investment.

Resource management, project completion nsk and counterparty risks can also constrain the assessment.

Refer to the Rating Positioning ~ Refer to the Rafing Positioning  Refer to the Rafing Positioning  Refer to the Rating Positioning

table on page 21.

table on page 21.

table on page 21.

table on page 21.

Liquidity profile iz based on coverage of full obligations and liguidity cushion. A weaker liquidity profile can constrain the financial profile

asgessment.

FitchRatings
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Fitch Releases Revised Public Power Rating Criteria

Key Rating Factors — Wholesale Public Power Suppliers

Revenus Defensibility

aa a bl bix

Revenue Source
Characteristics

Rate Flexbility

Purchaser Credit

Cuality (PCLQ)
Azymmetric Rating Factor
Considerations

Operating Risk
Operating Cost Burden
Operating Cost Flexibility
(Asymmeiric Risk Factor)

Capex Reguirements

Cther Asymmetric Rating
Factor Considerations

Financial Profile
Leverage Profile

Liquidity Profile

Required revenues are derived  Required revenues are derived  Reguired revenues are derived Mot applicable.
from unconditional wholesale from unconditicnal wholesale from wholezale confracts that
contracts that provide for full cost contracts that provide for full cost may include some degree of

recovery, and the unlimited recovery, but include limited conditionality or no reallocation of
reallocation of costs among reallocation of costs among costs among contracted
contracted purchasers. contracted purchasers. purchassrs.
Independent legal ability to Leqal ability to increase service  Legal ability to increase service  Legal ability to increase senice
increase service rates without rates is subject to approval of rates is subject to approval of rates is subject to approval of
external approval. extenal authorities. History and  external authorities. History and  extemal authorities. History and
expectation of operating and expectation that operating and  expectation that operating and
capital costs being recovered on  capital costs may not be capital cost recovery will be
a timely basis is strong. recoversd on a full or timely neither full nor timely.
basis.
Very strong purchaser credit Strong purchaser credit guality.  Midrange purchaser credit Weak purchaser credit quality.
quality. quality.

The analysis of revenue defensibility also considers the term, tenor and conditionality of relevant supply contracts, and any reliance on
non-utility revenue.

Very low operating cost burden. Low operating cost burden. Midrange operating cost burden.  High operating cost burden.
The analysis of an issuers operating cost flexibility is an asymmetric risk factor where weaker elements can constrain the overall
assessment of operating risk. Fitch will consider available reserve margin, regional energy markets, fuel concentration, asset
concentration, environmental etandards, regulatory restricions and contract structure.

Moderate lifecycle imvestment Elevated lifecycle investment High lifecycle investment needs  High lifecycle investment needs

needs supported by adequate nesds and supported by thiat are sufficientty addressed by insufficiently addressed by
historical and manageable adequate hiztorical and planned capital investment. planned capital investment.
planned capital investment. manageable planned capital

invesiment.

Resource management, project completion risk and counterparty risks can alzo constrain the assessment.

Refer to the Raling Positioning  Refer to the Rating Positioning  Refer to the Rating Positioning  Refer to the Rafing Positioning
table on page 21. table on page 21. table on page 21. table on page 21.

Liguidity profile is based on coverage of full obligations and liquidity cushion. & weaker liquidity profile can constrain the financial profile
assessment

FitchRatings
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Fitch Releases Revised Public Power Rating Criteria

Service Area Characteristics
Metrics to Support Assessment

(%) Stronger Midrange Weaker
Median Household Income/

U.S Average Median Household Income > 125 75-125 <75
Unemployment Ratio/U.S Unemployment Ratio <75 75-125 > 125
Five-Year Average Annual Customer Growth Rate >15 0.0-1.5 <0.0
Residential Revenue/Total Revenue >55 35-55 <35
° Systems that exhibit characteristics that are all considered midrange, or exhibit an equal number of stronger and weaker characteristics, are considered to be

consistent with an ‘a’ assessment; systems that exhibit a greater number of stronger characteristics than weaker characteristics are considered to be consistent
with an ‘aa’ assessment; systems that exhibit one or two more weaker characteristics than stronger characteristic would be assessed as ‘bbb’ and ‘bb’,
respectively.

Rate Competitiveness

Metric to Support Assessment

° Utility systems with retail rates less than 90% of the state average have rate competitiveness consistent with an ‘aa’ factor assessment; between 90% and 120%,
‘a’; between 121% and 150%, ‘bbb’; and greater than 150%, ‘bb’. However, systems where rate affordability exceeds 3% cannot be assessed higher than ‘a’.

Net Margin and Cash Cushion

Metrics to Support Assessment

° Fitch calculates the net margin and cash cushion as: (net margins + unrestricted cash and investments) /
(average daily cash operating expenses).
° Utility systems that have a net margin and cash cushion of 170 days or more have an ‘aa’ factor assessment; between 70 days and 169 days, ‘a’; between 30

days and 69 days, ‘bbb’; and less than 30 days, ‘bb’. However, systems with debt/FADS in excess of 7.0x cannot be assessed higher than ‘a’.
FADS — Funds available for debt service.

- Fitch Ratings: U.S. Public Power Rating Criteria
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Fitch Releases Revised Public Power Rating Criteria

Rating Positioning
Financial Profile Assessment Leverage
(Net Adjusted Debt/Adjusted FADS) (x)

Revenue Defensibility Operating Risk

Assessment Assessment aa a bbb bb
aa aa <10 10-12 12-15 =15
aa a <8 810 10-15 =15
a aa <8 a-10 10-15 =15
aa bbb <7 7-9 9-13 =13
a a/bbb <6 68 612 =12
aa bb <5 o7 7-11 =11
bbb aa/a <4 4-6 6-10 =10
a bb <4 4-6 6—10 =10
bbb bbb <0 04 41-6 =6
bbb bb <0 0-2 2-4 =>4
bb alaa — <1 1-3 =3
bb bbb — =0 0-2 =2
bb bb — < (3) (30 =)
Suggested Analytical Outcome AA A EBB EB

FADS — Funds available for debt service.

Fitch Ratings: U.S. Public Power Rating Criteria
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Fitch Ratings’ credit ratings rely on factual information received from issuers and other sources.

Fitch Ratings cannot ensure that all such information will be accurate and complete. Further, ratings are inherently forward-
looking, embody assumptions and predictions that by their nature cannot be verified as facts, and can be affected by future
events or conditions that were not anticipated at the time a rating was issued or affirmed.

The information in this presentation is provided “as is” without any representation or warranty. A Fitch Ratings credit rating is
an opinion as to the creditworthiness of a security and does not address the risk of loss due to risks other than credit risk,
unless such risk is specifically mentioned. A Fitch Ratings report is not a substitute for information provided to investors by the
issuer and its agents in connection with a sale of securities.

Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch Ratings. The agency does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS AND THE TERMS OF USE OF SUCH RATINGS AT WWW.FITCHRATINGS.COM.
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