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What is a Credit Rating? 

Fitch Credit Rating Defined:  
An opinion on the relative ability of an entity to meet financial commitments, such as interest, 

preferred dividends, repayment of principal, insurance claims or counterparty obligations 

What Ratings Are: 

 Letter representation of the likelihood of 
full and timely repayment over the life of a 
specific financial obligation 

 AAA, AA, A, BBB … 

 “+” and “-” to refine 

 Based on issuer’s ability and willingness 
to pay on time 

 Ability to pay – quantitative 

 Willingness to pay – qualitative 

 Ratings are FORWARD looking 
 

What Ratings Are Not: 

 Recovery value in the event of 
default/bankruptcy 

 Buy/sell or pricing recommendation 

 Judgment or statement regarding any 
aspect of public or corporate policy 

 Political statement in favor of or against a 
particular person, management or 
administration 

 Dictate of what should be done or how a 
matter should be handled  
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California Publicly Owned Utility Credit Ratings 

Sector-wide vs. California 
 Water & Sewer Utilities 
 Sector-wide average rating = ‘AA’ 
 California average rating = ‘AA’ 

 Public Power 
 Sector-wide average rating = ‘A+’ 
 California average rating = ‘AA-’ 

 Both sectors recorded more upgrades than 
downgrades in recent years 

Source: Fitch Ratings 
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Strong Credit Fundamentals Distinguish Publicly 
Owned Utilities 

Key Credit Fundamentals 

-Autonomous ratemaking authority 

-Essential service 

-Serve defined area with monopolistic 
characteristics 
 

Reliable Cash Flow 

Potential Advantages vs. IOUs 
-Relative capital cost advantage over 
investor-owned utilities 
-Potentially less restrictive/prescriptive 
regulation from the state 
-Ratepayers are owners 
-Potential tax revenues 

Improved 
Competitive 
Position 
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Key Rating Drivers—Overview 

  

  

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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Fitch considers demand and pricing characteristics in its assessment of 
revenue defensibility. Details for retail power systems below. 
• Revenue Source Characteristics 

• Systems with more than 95% of operating revenue from business lines with stable demand have 
very strong revenue source characteristics; between 80% and 95%, strong; between 50% and 79%, 
midrange; and less than 50%, weak. 

• Business lines with stable demand and low volatility include retail electric, natural gas, water, 
wastewater, transmission and certain contracted off-system sales; volatile business lines include 
non-utility services, telecommunications, competitive energy supply and merchant sales. 

• Service Area Characteristics 
• Customer growth, income levels and unemployment rates and income levels will be assessed; 

markets with positive customer growth and average to slightly below average demographic trends 
are considered strong. 

• Rate Flexibility 
• A system’s legal ability to set rates is balanced against the practical limitations of rate 

competitiveness and affordability; systems with autonomous rate-setting authority and average bills 
< 2.5% of median household income have strong or very strong rate flexibility. 

• Asymmetric Risk-Additive Considerations 
• Customer or industry concentration. 

 
 
 

 
 

 

Key Rating Driver—Revenue Defensibility 
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Revenue Defensibility—Service Area Characteristics 

• Most retail systems largely reliant on retail 
sales; uncontracted wholesale sales are 
generally limited. 

• Few systems maintain operations that 
increase business risk (e.g. 
telecommunications, etc.).  

• Economic growth solid with California 
outpacing nation since 2011. 

• Economic gains spread unevenly 
throughout state, but recent trends 
generally positive. 

• Higher incomes and lower unemployment 
supports rate flexibility. 

• Stable to growing customer bases for 
most systems. 

 
 

 

Source: Bureau of Economic Analysis, updated Nov. 14, 2018 

Source: Bureau of Economic Analysis, updated September 18, 2018 
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Revenue Defensibility—Rate Flexibility & Affordability 

• Decreasing demand trend—significant for 
some utilities—from mandated 
conservation, efficiency gains, and 
distributed generation. 

• Recent trend of rate increases, particularly 
for water systems due to drought. 

• Affordability concerns increasing for some 
utilities. 

Source: EIA & Fitch Ratings 
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The operating risk assessment focuses on operating cost burden, operating 
cost flexibility, and capital planning and management.  
Operating Cost Burden 

• Fitch will calculate a system’s operating cost — including transfers— per kWh to determine operating 
cost burden. The benefits and challenges related to operating decisions, and the effect of 
macroeconomic factors and external restrictions are most commonly captured in operating costs. 

• Fitch believes retail systems with an operating costs below 10 cents/kWh have very strong cost burdens; 
between 10 cents/kWh and 15 cents/kWh, strong; between 15 cents/kWh and 20 cents/kWh, midrange; 
and more than 20 cents/kWh, weak. 

Capex Requirements 
• High lifecycle investment needs are insufficiently addressed if average age of plant > 20 years and 

capital spending as a percent of depreciation is < 80%. Moderate lifecycle investment needs are 
anticipated if average life of plant is < 10 years. 

Operating Cost Flexibility (Asymmetric Risk Factor) 
• Fitch assesses a system’s ability to manage operating costs through resource diversity and 

management (i.e. fuel mix, reserves, contract management). Flexibility is most likely to constrain 
operating risk when a system has low operating costs, but limited ability to preserve or manage 
costs as operating conditions change.  
 

 
 

 

Key Rating Driver—Operating Risk 
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Operating Risk—Macro Themes 

Low Interest Rates Positive; Upward 
Pressure Eases 

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

• Replacement and refunding of debt reduce revenue 
requirements; 21% of issuances in 2018 earmarked 
for refunding, around 40% annually 2011-2017.  

• 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, and 10-year U.S. Treasury yields to reach 
3.7% (vs. 4.1%) over the same period. 

• Higher short-term rates should not pose a material 
risk to issuers; 96% of debt issued 2009-2018 was 
fixed rate; Low percentage of short-term debt and 
unhedged variable rate exposure (4.9%); majority 
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. 
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Operating Risks—Supply and Delivery (Water) 

Pressures on Water Supply Costs 
• Variability in annual 

snowpack/precipitation 
• Regulation 

• TCP rules 
• Sustainable Groundwater Management 

Act (2014) 
• Need to diversify supply 
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Operating Risks—Fuel & Supply (Power) 
Lower Fuel Cost Broadly Positive for Power 
• Low fuel costs and energy prices should remain 

broadly positive through 2019. 

• Fitch 2019 base case natural gas price has 
increased to $3.25/mcf, but the long-term price 
remains at $3.00/mcf; continued shale oil  and 
gas  production growth.  

• AEO 2018 Reference Case forecasts increasing 
gas prices in mid 2020’s through 2030 driven by 
growing demand in domestic and export 
markets and production expansion into more 
expensive-to-produce areas. 

• Given the sector’s growing reliance on natural 
gas generation at ~35% in 2018, a sudden 
unexpected rise in cost remains a concern.  

• Hydropower variability plays significant role in 
power supply costs for several utilities in 
Northern California 

 

  

  

Source: Utility Power Content Labels 
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Operating Risks—Regulatory Issues 

Higher RPS Compliance Costs Offset Other 
Gains 

• RPS compliance costs increased to $3.0 billion 
in 2015; 1.8% of average retail electricity bills; 
as high as 11% in California. 

• RPS targets managed well to date, but 
operating risks could increase with higher 
requirements through 2030; need for storage; 
potential new/emerging technologies. 
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Operating Risks—System Costs 

Rising Transmission and Distribution Costs 
• 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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Operating Risks—Capital Spending (Power) 

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 increase by 5.5% during 2018-2022, 
reversing an expected decline of 2.9% during 
2017–2021. 

• New capacity additions of wind and solar 
resources will exceed 53 GW or 47% of new 
additions. 

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

• Potential buy out provisions in some renewable 
PPAs could increase investment, but not 
expected to return to previous levels. 

• Some utilities deferring/eliminating previously 
planned investments in natural gas-fired 
resources. 

 

  

  

Source: Fitch Ratings 

Source: EEI; DOE 
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Operating Risks—Capital Spending (Water) 

• Capital spending expected at or slightly 
above 2018 levels for the sector. 

• California systems expected to exceed 
sector averages due to asset 
renewal/replacement, regulatory 
requirements, efforts to increase storage 
and diversify supply. 

• Delta Project could represent major 
investment 
 



16 

Financial Profile (Public Power) 

  

  

Liquidity Profile 

Leverage Profile 
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Rating Positioning Table (Public Power) 

Public Power Exposure Draft Rating Positioning Table 
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Fitch Regional Median Snapshot—Public Power 

  

  

All Retail
2011 2012 2013 2014 2015 2016 2017 5 Year CAGR

Total Retail Revenue / Total Operating Revenue (%) 97.82 97.87 97.91 98.00 98.02 97.93 97.48 -0.1%
Total Electric Operating Expenses / Total Electric Sales (¢/kWh) 10.14 9.96 10.22 10.68 10.40 10.35 10.31 0.7%
Debt Service Coverage 2.36 2.24 2.17 2.24 2.28 2.41 2.49 2.1%
Debt / FADS (x) 5.10 5.20 5.39 5.26 4.91 4.77 4.49 -2.9%
Net Adjusted Debt / Adjusted FADS 6.28 6.15 6.18 5.93 5.51 5.34 5.00 -4.1%

California
2011 2012 2013 2014 2015 2016 2017 5 Year CAGR

Total Retail Revenue / Total Operating Revenue (%) 96.15 95.58 93.62 93.01 95.51 95.59 94.30 -0.3%
Total Electric Operating Expenses / Total Electric Sales (¢/kWh) 11.97 12.00 12.49 12.03 12.27 12.65 13.29 2.1%
Debt Service Coverage 2.14 2.32 2.22 2.43 2.31 2.73 2.64 2.6%
Debt / FADS (x) 6.41 5.85 5.56 5.46 4.97 4.56 4.89 -3.5%
Net Adjusted Debt / Adjusted FADS 7.27 6.52 6.48 5.92 5.53 4.67 4.08 -8.9%
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Medians Comparisons (Fitch-Rated Water/Sewer Retailers) 
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Growing Challenges to the Power 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 the 
relatively 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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Wildfires and POUs 

• Wildfire risks 
• Inverse condemnation rules 
• Credit risks for POUs compared with IOUs in the state 
• Ratings do not include event risks 
• Wildfire mitigation plans, insurance, prudent practices  
• PG&E bankruptcy 
• Potential state and/or regulatory changes in light of recent 

events? 
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Fitch Ratings Public Power Team 

• Dennis Pidherny 
 +1 212 908-0738 

dennis.pidherny@fitchratings.com 

• Kathy Masterson 
+1 512 215-3730 
kathryn.masterson@fitchratings.com 

• Andrew DeStefano 
+1 212 908-0284 
andrew.destefano@fitchratings.com 

• Rebecca Meyer 
+1 512 215-3733 
rebecca.meyer@fitchratings.com 

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

 

• Nicole Wood 
 +1 212 908-0735 

nicole.wood@fitchratings.com 

• Tim Morilla 
 +1 512 813-5702 

tim.morilla@fitchratings.com 

• Parker Montgomery 
 +1 212 908-0356 

Parker.montgomery@fitchratings.com 

• Lina Santoro 
 +1 212 908-0522 
 lina.santoro@fitchratings.com 

• Ryan Arawwawela 
 +1 415 732-5620 
 ryan.arawawella@fitchratings.com 
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33 Whitehall Street 
New York, NY 10004 
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