
U.S. PUBLIC FINANCE

CREDIT OPINION
3 July 2018

Contacts

Nathan Phelps +1.214.979.6853
Analyst
nathan.phelps@moodys.com

Edward (Ted)
Damutz

+1.212.553.6990

VP-Sr Credit Officer
edward.damutz@moodys.com

CLIENT SERVICES

Americas 1-212-553-1653

Asia Pacific 852-3551-3077

Japan 81-3-5408-4100

EMEA 44-20-7772-5454

Lubbock (City of) TX Electric Enterprise
Update to credit analysis

Summary
The City of Lubbock Electric Enterprise, TX's (“Lubbock Power and Light”; A1 stable) credit
profile is anchored by its large service area and stable customer base, that includes Texas
Tech University (Texas Tech University System, TX; Aa1 stable). The institutional presence of
the university provides customer base stability, a relatively steady base demand profile and
offsets the system's below median service area wealth indices. The system's credit profile
is further strengthened by strong management and planning practices, including a history
of frequent and timely rate adjustments and multiyear financial forecasting, which have
consistently provided satisfactory debt service coverage and solid liquidity levels. However,
the system's strengths are tempered by the execution risk stemming from its transition to
the Electric Reliability Council of Texas, Inc. (“ERCOT”; Aa3 stable) as the system’s current
purchased power contract expires May 31, 2021. The transition will require significant
capital spending to upgrade and expand the system's electric transmission and distribution
infrastructure, however, its debt profile should provide ample capacity to accommodate
the additional borrowing over the next several fiscal years to facilitate the integration with
ERCOT. The A1 rating also factors in adequate legal provisions.

Credit strengths

» Large service area and stable customer base

» Additional customer base stability from the institutional presence from Texas Tech
University

» Strong and proactive management team

» Stable financial metrics

» Below average rates compared to the statewide average

Credit challenges

» Execution risk relating to transition to ERCOT in 2021

» Additional near-term borrowing to upgrade existing transmission and distribution
infrastructure

Rating outlook
The stable outlook is based on our expectation that the system’s strong management and
planning practices will provide for a successful and timely transition to ERCOT on May 31,
2021 upon expiration of the two-year bridge contract with Southwestern Public Service

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1132012
https://www.moodys.com/credit-ratings/Lubbock-City-of-TX-Electric-Enterprise-credit-rating-809015616
https://www.moodys.com/credit-ratings/Texas-Tech-University-System-TX-credit-rating-600026379
https://www.moodys.com/credit-ratings/Electric-Reliability-Council-of-Texas-Inc-credit-rating-600054411
https://www.moodys.com/credit-ratings/Southwestern-Public-Service-Company-credit-rating-704000
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Company (“SPS”; Baa1 negative). The stable outlook also reflects our expectation that management will continue to adjust rates, as
well as timely secure regulatory approval to implement transmission cost of service charges, to ensure adequate financial metrics are
maintained as the system incurs additional debt to facilitate the transition to ERCOT.

Factors that could lead to an upgrade

» Materially improved debt service coverage and liquidity

» Notable expansion of the customer base

» Successful execution of integration with ERCOT

Factors that could lead to a downgrade

» Mismanagement of ERCOT transition, resulting in elevated costs that are not fully recovered on a timely basis and weaken the
system’s financial profile

» Significant additional borrowing that outpaces operating revenue growth, resulting in significantly higher leveraged debt profile

» Increased exposure to power supply markets

Key indicators

Exhibit 1

Lubbock (City of) TX Electric Enterprise                                 

System Characteristics

Asset Condition (Net Fixed Assets / Annual Depreciation) 13 years

System Size - O&M (in $000s) $195,200 

Service Area Wealth: MFI % of US median 84.2%

Legal Provisions

Rate Covenant (x)                    1.00 

Debt Service Reserve Requirement DSRF funded at less than 3-prong test OR springing DSRF (A)

Management

Rate Management  Aa 

Regulatory Compliance and Capital Planning  Aa 

Financial Strength

2013 2014 2015 2016 2017

Operating Revenue ($000) $212,656 $227,245 $221,215 $222,952 $243,928 

System Size - O&M ($000) $169,616 $186,021 $176,975 $176,381 $195,200 

Net Revenues ($000) $30,023 $28,013 $28,354 $30,719 $31,944 

Net Funded Debt ($000) $104,838 $110,422 $108,791 $100,667 $102,217 

Annual Debt Service ($000) $21,282 $16,622 $17,775 $18,325 $18,016 

Annual Debt Service Coverage (x) 1.4x 1.7x 1.6x 1.7x 1.8x

Cash on Hand 113 days 123 days 134 days 133 days 125 days

Debt to Operating Revenues (x) 0.5x 0.5x 0.5x 0.5x 0.4x

Source: City of Lubbock Electric Enterprise, TX's audited financial statements (FYs 2013-2017)

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Profile
The City of Lubbock Electric Enterprise was established in 1916 and is a member of the West Texas Municipal Power Agency (WTMPA).
The system provides electric generation, transmission and distribution to more than 105,000 customers within the City of Lubbock
(Aa2 stable), including Texas Tech University.

Detailed credit considerations
Service area and system characteristics: large service area and stable customer base supported by Texas Tech University
The City of Lubbock Electric Enterprise will benefit from a stable customer base that includes a diverse economy and institutional
presence from Texas Tech University. Lubbock is the 10th largest city in the State of Texas (Aaa stable) and benefits from a diverse
economic base including education, health care, hospitality and retail trade. The area's strong economy has resulted in a dynamic
employment base with a March 2018 unemployment rate of 3.5% compared to 4.1% for the state and nation.

The system's customer base is primarily residential (85%) though there remains above average concentration among top 10 customers,
which accounted for 22% of total megawatt hours (MWHs) billed and 16% of total operating revenues in fiscal 2017. Texas Tech
University is among the system's largest customers and the institutional presence is a key source of additional customer base stability
by providing a steady base demand profile and offsets the service area's moderate median family income level of 84.2% of the US.

The system's net fixed assets of $221 million are moderate as indicated by a useful life of 13 years. However, the system's asset
condition is expected to improve significantly over the next three fiscal years from various capital improvements of its transmission and
distribution infrastructure.

In March 2018, the system received approval from the Texas Public Utility Commission (PUC) to become a member of ERCOT on June
1, 2021. The transition to ERCOT will secure the long term power supply needs of the customer base, although, the system anticipates
opting-in to the competitive retail market in ERCOT providing customers the option to choose retail electric providers while the
system's role shifts to maintaining the electric transmission and distribution infrastructure.

The system's total requirements contract with SPS, which is a member of the Southwest Power Pool (SPP) market, expires on May
31, 2019. However, the system executed a capacity and scheduling contract (“bridge contract”) with SPS providing Lubbock with
400 megawatts (MW) of energy through May 31, 2021 at a considerable cost savings to customers and the system. The bridge
contract, as well as a separate partial requirements contract with SPS (170 MW), 100 MW from Elk City Wind Energy, and the system's
self-generation assets (111 MW) are expected to fulfill the balance of its forecasted total demand until the integration to ERCOT is
complete.

The system's strong management and robust planning practices are expected to significantly mitigate execution risk of this transition.
The bridge contract may be extended should the system's integration to ERCOT encounter delays.

Debt service coverage and liquidity: strong management provides adequate debt service coverage and liquidity
The system's strong management and planning practices, including conservative budgeting and multiyear forecasting, should provide
stable financial metrics for the next several years. The system increased its base rate 5.75% in fiscal year 2017, which, combined with
higher purchased power recovery factor revenues due to an increase in purchased power costs, the system's total operating revenues
increased by 9% to $244 million. Fiscal 2017 adjusted net revenues (after transfers and payments in-lieu-of-taxes) provided 1.77 times
coverage of total annual debt service, which is consistent with the rating and includes revenue bonds and general obligation limited tax
(GOLT) bonds that are legally secured by the City of Lubbock's limited property tax pledge, but funded various improvements to the
electric system. Maximum annual debt service coverage is lower, but adequate at 1.64 times (parity revenue debt) and 1.34 times (total
debt) and occurs in fiscal 2019. MADS coverage excludes additional revenues from a 5.0% base rate increase implemented October 1,
2017.

Rates are comprised of several components, including a fuel cost recovery factor, a customer charge, as well as applicable taxes and
fees. Rates are reviewed annually as part of managements five-year financial model. Despite frequent adjustments, the system's rates
are competitive compared to the statewide average retail rate.
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Fiscal 2018 projected net revenues are expected to provide an estimated 1.8 times coverage of total annual debt service. Although
the fiscal 2019 budget does not include a base rate increase, management anticipates operating cost controls will provide a sufficient
level of net revenues to maintain consistent coverage of annual debt service. The PUC's approval to join ERCOT, requires the system to
make a $24 million hold harmless payment to SPS in fiscal 2021 which the system anticipates funding through cost savings and other
efficiencies gained in fiscal years 2019 and 2020. Additionally, the system must make hold harmless payments to ERCOT of $22 million
per year from June 2021 through May 2026, however, the payments are expected to be offset by a reduction in the system's annual
purchased power costs, as well as transmission cost of service (TCOS) revenues.

LIQUIDITY
The system's unrestricted cash and investments are expected to remain stable in the near term. The system's liquidity position held
steady at year-end 2017, totaling $67 million, or 125 days cash on hand compared to 133 days in fiscal 2016. The system anticipates
cash funding roughly $13 million of capital expenditures annually over the next three years on a pay as you go basis as management
continues reduce operating expenses, providing additional cash flow for capital expenditures.

Debt and legal covenants: manageable debt profile despite significant near term capital needs
The system's debt position is low and should remain manageable in the near term despite significant capital needs to facilitate the
ERCOT transition. In 2017, total debt represented 0.4 times operating revenues, which includes $33 million of GOLT bonds supported
by the system. The system's five-year capital improvement plan consists of $388 million of annual capital expenditures from fiscal
2019 to fiscal 2024 and roughly $290 million will be debt financed (primarily in fiscal years 2018 through 2020). Despite plans for
additional borrowing, the system's debt profile provides sufficient capacity to accommodate the new debt reflecting our expectation
management will continue to implement timely revenue adjustments and control costs to accommodate increasing annual debt
service requirements and ensure the system's financial metrics are maintained.

Legal provisions are adequate. The bond resolution includes a sum sufficient rate covenant and 1.10 times maximum (1.25 times
average) proposed annual debt service additional bonds test. The resolution requires a debt service reserve fund, which must be funded
at average annual debt service.

DEBT STRUCTURE
The system's debt profile consists of $178.7 million of outstanding parity revenue bonds and $29 million of general obligation limited
tax (GOLT) bonds. Repayment of the system's revenue debt begins descending in fiscal 2020 and average annual debt service is $8.5
million (average annual debt service of all debt is $9.8 million) and all debt matures in fiscal 2048.

DEBT-RELATED DERIVATIVES
The system is not party to any derivative agreements.

PENSIONS AND OPEB
The system participates in the Texas Municipal Retirement System (TMRS), a multi-employer defined benefit retirement plan
sponsored by the State of Texas. The system contributed $3.2 million to the plan in 2017, representing a manageable 1.1% of 2017
operating revenues.

Management and governance: strong management and planning practices
The system is governed by a 10-member board, consisting of nine voting members and the mayor in an ex offico capacity. The voting
members are appointed by the city council and serve a maximum of three, two-year terms. The board has the full authority and
power to govern, manage, and operate the electric enterprise system. The city council approves the system's budget, establishes rates,
exercises eminent domain on the system's behalf and authorizes the issuance of debt.

The system's management is strong, characterized by formal financial policies. By ordinance, the system must maintain a general
reserve fund equal to the greater of three months gross retail electric revenues. The estimated reserve for fiscal 2018 is $70.1 million.
Also codified by ordinance, the system annually transfers to the city's General Fund an amount equal to 5% of gross revenues
generated from electric sales (franchise fee) and an amount equal to 1% of gross revenues generated from electric sales (payment-
in-lieu-of-taxes). However, these payments may only occur after all legal covenants in the bond resolution are satisfied. A 5% base
rate increase was approved for fiscal 2018. Cost savings from the two-year bridge contract with SPS, as well as other cost savings and
operating efficiencies are expected to eliminate the need for a base rate increase in fiscal 2019.
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