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Garland Power & Light's (Garland (City of) TX Electric Enterprise/GP&L; A1 stable)
credit profile considers the substantial new debt to finance costs stemming from the
unprecedented winter storm in February 2021, also known as Winter Storm Uri. A portion of
the extraordinary costs are the result of elevated exposure to the wholesale market. While
owned capacity and power purchase agreements typically provide a physical hedge for peak
demand in the summer months, all but two of GP&L’s generation units were unavailable due
to planned seasonal maintenance and two units on extended outage unrelated to the winter
storm. Consequently, GP&L incurred $38.3 million of net ERCOT purchases and ancillary
service expenses and another $23.3 million in additional bilateral energy purchases from
third-parties during the storm. The system also incurred a $72.2 million natural gas expense,
resulting in a total $133.7 million of net extraordinary costs. In that regard, the credit profile
incorporates GP&L’s heavy reliance on third party purchases and the ERCOT market to
satisfy the energy requirements for its end-use GP&L customers as well as for its wholesale
customers, specifically in events where demand greatly exceeds forecast or historical peaks.
We consider the winter storm event in Texas as an environmental and social risk under our
ESG framework, given customers throughout the state had intermittent and in some cases
lost access to basic services such as electricity, water or heat during the winter storm. The
Series 2021A and B bonds, adding a combined $208 million, will result in total post-sale
debt of approximately $713.4 million, a 41% increase. The adjusted debt ratio, including
Moody's adjusted net pension liability for GP&L, will increase to a more elevated level above
80%. The adjusted debt ratio was 64% in fiscal 2020. That said, we note that while the
planned bond offering will raise GP&L’s leverage, GP&L is expected to generate a debt service
coverage ratio of at least 1.4x, after governmental transfers, over the next several years,
owing in part to the permanent decline in fuel and coal decommissioning costs following the
sale of the Gibbons Creek Generating Station this year.
Proceeds from the $55.2 million of Series 2021A bonds will repay GP&L’s commercial paper
that had been drawn to finance planned system improvements. The $152.8 million Series
2021B bonds will repay the outstanding balance of the subordinate lien taxable notes that
had been issued to replenish amounts drawn from the Rate Mitigation Fund (RMF) to cover
the storm-related costs. The RMF is maintained by city charter to reduce debt obligations in
connection with providing electricity or to mitigate future electric utility rate requirements.
The credit profile reflects the system’s position as an effective monopoly service provider
with unregulated rate setting authority. GP&L's intra-year rate setting flexibility is a credit
strength given the ability to adjust monthly rates to recover general costs in addition to fuel
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and purchased power. The rating is further supported by robust liquidity including $76 million of unrestricted cash and investments and
$217 million in the RMF. GP&L will restructure its short-term borrowing program by replacing its $80 million tax-exempt commercial
paper program with a $150 million revolving note purchase agreement that allows for both tax-exempt and taxable uses, providing
added flexibility to supplement existing liquidity.
Weak bondholder protections constrain the credit profile with a rate covenant that requires net revenues provide sum sufficient
coverage of annual debt service requirements and a springing debt service reserve in lieu of a sector standard 12-month cash funded
debt service reserve. The lack of a cash funded debt service reserve is mitigated to an extent by the strong liquidity.

Credit strengths
» Ability to adjust rates on a monthly basis to recover total revenue requirements not covered by base rates without need for
approval by city council via the Recovery Adjustment Factor (RAF)
» Strong liquidity profile with 453 adjusted days liquidity on hand on average between 2018 and 2020. Changes to GP&L's short-term
borrowing program will provide greater flexibility to supplement existing liquidity.
» Generation diversity through gas fired and hydro plants, and various renewable PPAs

Credit challenges
» Significant unbudgeted expense from natural gas and net power purchases during the February 2021 winter storm that will increase
leverage
» Weaker bondholder protections including sum sufficient rate covenant and a springing debt service reserve; any transfers from the
Rate Mitigation Fund (RMF) count as revenues in the coverage ratio thresholds

Rating outlook
The stable outlook reflects our expectation that GP&L will maintain its strong liquidity and that debt service coverage ratios will
average at least 1.4x based on the current debt being issued and considering GP&L plans to issue subsequent debt to fund its capital
plan.

Factors that could lead to an upgrade
» Substantial economic expansion and increase in median household income levels
» Adjusted debt ratio below 70% and maintenance of robust liquidity and coverage metrics on a sustained basis

Factors that could lead to a downgrade
» Deterioration of financial metrics such as liquidity falling below 250 days cash on hand and debt service coverage ratios averaging
below 1.2x on a sustained basis
» Significant increase in leverage resulting in an adjusted debt ratio of over 100%

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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Key indicators
Exhibit 1

Garland Power & Light
2016

2017

2018

2019

2020

1,924,485

1,887,188

2,000,326

1,953,691

1,956,371

Operating Revenue ($'000)

278,970

280,453

288,523

301,684

298,420

Debt Outstanding ($'000)

390,720

458,685

497,930

524,685

548,120

Adjusted Debt Ratio (%)

65.2

67.5

70.3

65.6

64.0

Fixed Obligation Charge Coverage/DSCR (x)

1.02

1.04

0.98

2.08

1.63

Total Days Cash on Hand (days)

478

452

388

454

516

Total Sales (mWh)

Source: Annual comprehensive financial report; Moody's Investors Service

Profile
Garland Power & Light was created in 1923. The utility currently serves 80% of the electric customers within the City and provides
wholesale power to other cities and cooperatives as the fourth largest municipal utility in Texas. The remaining 20% are served by
other retail providers.
The City owns and operates two natural gas power plans, Ray Olinger (406 MW capacity) and Spencer (118 MW capacity), and one
hydro facility, Lewisville Hydro (1.8 MW capacity) with additional power purchase agreements for wind and solar energy.

Detailed credit considerations
Revenue generating base: Limited reliable generation capacity in excess of GP&L's retail and wholesale customer demand
results in elevated risk during extraordinary power market events
Garland Power & Light serves a bedroom community to the City of Dallas, located about 14 miles northeast of downtown, with a
predominantly residential customer base that is very stable. Management forecasts little to no load growth over the next several years.
The estimated 2020 population of the city is 242,504. Residential sales represented 53% of operating revenue in fiscal 2020, followed
by 40% commercial and 7% industrial (see Exhibit 3 for a breakdown of the retail customer base). The ten largest businesses in the city
are primarily oriented around manufacturing.
GP&L's Recovery Adjustment Factor (RAF) is a credit strength. Standard public power rates are comprised of base rates, transmission
recovery rates, and a fuel/purchased power cost adjustment rate mechanism. GP&L, however, has the ability to adjust rates on a
monthly basis via the RAF to recover any costs that are not covered by base rates. Use of the RAF is at the discretion of the GP&L
general manager and does not require city council approval. GP&L has not had a rate increase since January 2006. All five rate
adjustments since 2006 have been decreases, most recently in 2015. The current forecast does not assume any additional rate
increases despite the significant additional leverage related to extraordinary costs from the February 2021 winter storm. All-in retail
rates are about 7.15% above the state average, although rates for residential customers are 12.36% below the state average.
GP&L's owned and purchased capacity is greater than peak demand, providing some cushion when market prices are high to hedge
customer demand and perhaps generate additional revenue from selling excess power, but not to an extent that would have fully
hedged unprecedented demand during the winter storm. In the Texas ERCOT market, public power utilities do not generate to directly
supply their own load. GP&L is required to offer its generation into the ERCOT market which then competes with all other generation.
Likewise, power for customer use is purchased from the ERCOT market. Utilities hedge market risk by investing in generation and
through firm power purchases. GP&L's owned generation combines to provide 525.8 MW of capacity. Supply additionally consists of
a mix of wind and solar power purchase agreements (PPAs) and bilateral agreements. Generating units consist of Ray Olinger Power
Plant (406 MW) and Spencer Power Plant (118 MW), fueled by natural gas, and the Lewisville Hydro Facility (1.8 MW). The natural gas
plants are peaker units and are economically dispatched when market prices exceed the cost of running the plants. Otherwise, GP&L
will purchase low cost power from the day ahead and real-time ERCOT market (see Exhibit 7 for FY2020 power supply by source).
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During the February winter storm, Olinger Units 3 (146 MW) and 4 (75 MW) were available and producing. After a similar, though
less severe, winter storm in 2011, GP&L invested in weatherization that enabled these units to continue dispatching throughout the
2021 winter storm. GP&L's other units were on outage for scheduled maintenance. Olinger Unit 2 had an extended unplanned outage,
however, starting in December 2020. GP&L responded by purchasing additional bilateral energy for the winter to offset the loss of
Unit 2.
In addition to serving its retail load, GP&L supplies power to wholesale customers (see Exhibit 2) via multi-year bilateral arrangements
with varying expiration years as well as Qualified Scheduling Entity (QSE) services. Wholesale services fall into three product types:
1) Partial and full requirement energy sales, 2) block sales, and 3) renewable PPAs (see Exhibit 3). In the QSE role, GP&L submits bids
and offers and financially settles in the ERCOT market on their behalf. These customers continued to pay GP&L on time and in full for
financial settlements in the immediate aftermath of the February winter storm.
GP&L provides full load requirements to the City of Farmersville and partial load requirement services to the City of College Station,
Fayette Electric Cooperative, San Bernard Electric Cooperative, the City of Weatherford, and Central Texas Electric Cooperative.
Farmersville, the one full requirements customer, is relatively small with a population of under 4,000. Margins from the wholesale
customers are not included in the GP&L budgets and multi-year financial forecasts unless an agreement has been executed. These
contracts are fixed price but volume will fluctuate based on weather and load growth. GP&L procures energy for partial and full load
requirements based on forecast and average historical demand and uses its own generation as a physical hedge to volume and price
risk. However, serving the wholesale load in addition to GP&L's retail user base incrementally added to the vulnerability during the
winter storm, when demand was about 40% above the historical norm.
Block sales are consistent sales of energy at a fixed price. GP&L procures a block of power matching the term and volume and sells
with a markup. Given its stronger buying power, GP&L has entered into several renewable resource PPAs and sells a portion of the
output through matching PPAs to other municipal and electric cooperatives. Similar to block sales, renewable PPAs are fixed price but
only energy that is generated gets sold. If a facility does not perform, no energy and no corresponding charge is passed to GP&L and
subsequently the wholesale customers. The customers have the same buyout provisions as GP&L's PPAs with the generators. Provisions
in the agreements include credit rating thresholds or a requirement by GP&L for collateral posting depending on GP&L's internal
assessment of credit quality.
Exhibit 2

Exhibit 3

GP&L derives a large share of revenue from its wholesale business
in addition to retail sales

GP&L provides a mix of wholesale products; primarily serves
commercial and residential customers within its retail base

FY2020 retail and wholesale sales as a % of total electric revenue

FY2020 retail and wholesale sales as a % of total combined MWh
2,000,000
7%
Industrial

1,800,000
1,600,000
Wholesale
36%

Sales (MWh)

1,400,000

Retail
64%

1,200,000

24%
Wholesale
renewable PPAs

21%
Commercial

1,000,000
800,000
600,000
400,000
200,000

7%
Block sales

16%
Partial and full
requirements

25%
Resdiential

-

Wholesale

Source: GP&L
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Financial operations and position: DSCRs to average at least 1.4x; GP&L will maintain robust liquidity
We expect GP&L's debt service coverage ratios (DSCRs), calculated on Moody's net revenue basis, will continue to average at least 1.4x
after governmental transfers based on management's multi-year financial forecast including current and planned debt issuance. The
winter storm's impact on DSCRs and customer rates is limited mainly for two reasons. First, the long 30-year amortization of the debt
related to the extraordinary costs from the winter storm extends the cost impact over many years. Second, operating costs will also
be lower than expected through fiscal 2024 owing to the recent sale of the Gibbons Creek Steam Electric Station, owned by the Texas
Municipal Power Agency (TMPA; A1 stable), of which GP&L is a member. The sale, finalized in February 2021, eliminates GP&L’s share of
the decommissioning cost that had been previously assumed in the financial forecast.
Overall fixed costs will also remain below pre-2019 levels, despite the new leverage, because the sizeable take-or-pay obligation to
TMPA matured in fiscal 2018. Projected debt service requirements are higher than what we expected before the winter storm, but
are still well below historical fixed obligations, thereby limiting cost pressures to rate payers (see Exhibit 4). Management's ten-year
financial forecast does not anticipate any new base rate increases.
Exhibit 4

Higher than previously expected debt service requirements will remain below historical fixed obligations, limiting cost pressures to
ratepayers

Millions

Historical fixed obligations

Previous estimates for debt service

Current estimates for debt service

$100
$90
$80

$70
$60
$50

Historical Fixed Obligations ($000)

$40

100,000

$30

Total Fixed Obligations ($000) Pro Forma as of TODAY

$20

90,000

$10
$2015

2016

2017

2018

2019

80,000
2020

2021

2022

2023

2024

2025

2026

Fiscal Year

70,000

Historical fixed obligations include annual revenue bond debt service as well as debt service on utility supported general obligation bonds and annual take-or-pay payments to TMPA. The
final take-or-pay payment was in fiscal 2018. Future debt service requirements include debt service on the 2021A and B bonds and estimated debt service on planned debt issuance over
the next five years.
Source: Annual comprehensive financial report; preliminary official statement; GP&L

Liquidity

We expect GP&L will maintain its robust liquidity over the next several years including a sizeable balance in the charter-established
RMF. GP&L will also restructure its short-term borrowing program by replacing its $80 million tax-exempt commercial paper program
established in 2018 with a $150 million revolving note purchase agreement that allows for both tax-exempt and taxable uses, providing
greater flexibility to supplement existing liquidity.
GP&L's strong liquidity is an important risk management consideration in the credit profile and was highly valuable in the immediate
aftermath of the February winter storm. Going into the storm, GP&L's RMF balance totaled $205 million. Management withdrew from
the fund to pay the extraordinary costs. On March 12, 2021, GP&L closed on a $150 million five-year taxable note, which was then
used to replenish the RMF. Proceeds from the Series 2021B bonds will fix out the five-year taxable note. As of June 30, 2021, GP&L had
$76 million of unrestricted cash and cash equivalents and investments and $217 million in the RMF. At fiscal year-end 2020, GP&L had
516 days cash on hand with $265 million in available cash and investments, including the RMF.
GP&L’s debt service reserve fund is a springing reserve that is required to be funded if the revenue debt service coverage dips below
1.50x. This is weak relative to the standard bondholder protection of 12-months of dedicated cash reserves, though mitigated to an
extent by the strong liquidity.
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Debt and other liabilities: Significant additional leverage after February winter storm
The Series 2021A and B bonds, adding a combined $208 million, will result in total post-sale debt of approximately $713.4 million,
a 41% increase. The adjusted debt ratio, including Moody's adjusted net pension liability (ANPL) for GP&L, will increase to a more
elevated level above 80%. The adjusted debt ratio was 64% in fiscal 2020 (55% unadjusted excluding the ANPL).
The current capital plan through 2025 totals $399 million. Of this amount, $146 million (36%) does not have a funding or
financing source identified at this time but we expect GP&L will continue aiming for a 60%/40% debt versus equity approach. The
improvements are primarily oriented around transmission and distribution.
Legal security

The bonds are payable from net revenues of the electric utility system and are subordinate to the system’s prior lien bonds but superior
to the system’s commercial paper notes. By ordinance, GP&L will not issue any additional bonds that are parity with the prior lien
bonds. When the prior lien bonds are no longer outstanding, the Series 2021 bonds and other similarly secured bonds will be secured
by a first lien on and pledge of the net revenues of the system. The rate covenant requires the establishment of rates that provide net
revenues that are sum sufficient with annual debt service and includes in net revenues any transfers from the rate mitigation fund
(RMF). GP&L’s debt service reserve requirement is a springing reserve that is not required to be funded unless revenue debt service
coverage dips below 1.50x (before governmental transfers), and the city may fund such reserve with a surety bond.
Debt structure

All of GP&L's long-term debt is fixed rate. Post-sale debt will total $713.4 million of revenue bonds. Of this amount, $5 million is
outstanding on the prior lien, which is senior to the new series bonds but is closed to new issuance.
Exhibit 5

Generally declining debt service structure
Millions

Outstanding Prior Lien

Outstanding New Series

New Series 2021A (CP takeout)

New Series 2021B ($150mm tax note fix out)

$60

$50

$40

$30

$20

$10

$-

Source: Preliminary official statement

Debt-related derivatives

None.
Pensions and OPEB

The City of Garland participates as one of the 887 plans in the nontraditional, joint contributory, hybrid defined benefit pension plan
administered by the Texas Municipal Retirement System (TMRS). Moody's calculates the city’s adjusted net pension liability (ANPL)
for fiscal 2020 to be $87 million, compared to the utility's reported net pension liability of $2.6 million. The difference between our
ANPL and the reported net pension liability is primarily due to our use of a lower discount rate of 3.22% compared with the reported
6.75%. Moody's adjusts the reported pension liabilities of entities that report under governmental accounting standards to enhance
comparability across rated issuers.
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ESG considerations
Environmental
The public power electric utilities with generation ownership exposure sector continues to face increasingly stringent environmental
mandates which require compliance with various laws and regulations. Compliance with these mandates can be costly and violations
could subject the utilities to substantial liabilities, as well as damage its reputation. Environmental regulations and the mix of
generation sources, as well as the utilities' ability to recover related costs can vary by entity. Restrictions on air pollutants and carbon
emissions and the extent to which the utility can cover such costs might play a role can affect the credit quality of sector participants,
particularly those dependent upon coal-fired generation. That said, the amortizing nature of public power electric utilities debt capital
structure combined with the their unique monopoly position reduce to some extent, exposure to carbon-related stranded costs.
GP&L’s environmental risk as it relates to carbon transition are low. Since fiscal 2019, coal is no longer a part of GP&L’s fuel mix.
Renewable PPAs have taken up a greater share of the generation portfolio. These assets are located throughout the state to take
advantage of geographic diversity and help balance intermittency. Some wind facilities are located in the Panhandle region of Texas
while others are coastal. Solar facilities are located in West Texas. The utility previously had been making take-or-pay payments to
TMPA for debt related to the Gibbons Creek power plant, which was mothballed in 2019 and sold in February 2021. The final TOP
payment was made in fiscal 2018. With the sale, GP&L is no longer required to pay for its share of decommissioning costs.
Exhibit 6

Exhibit 7

GP&L's carbon transition risk has fallen after the Gibbons Creek
coal plant was mothballed in 2019 and sold in 2021...

…and the lost capacity was replaced with renewables
FY2020 power supply by source

FY2015 power supply by source
FY2020

FY2015

Spot Market
26%

Coal
0%

Gas
1%

Wind
30%

Coal
44%

Spot Market
48%

Solar
6%
Gas
3%
Power Purchase
Agreement
(PPAs)
5%

Source: GP&L

Other
Renewable
0%

Wind
0%

Power Purchase
Agreement
(PPAs)
36%

Solar
0%

Other
Renewable
1%

Source: GP&L

The recent winter storm is viewed as an environmental risk under the ESG framework, given the ERCOT market was substantially
impacted by the storm and the frigid temperatures. GP&L invested in weatherization after the 2011 winter storm that allowed its
units that proved valuable during the February 2021 event. Units that were expected to be available remained available and producing
throughout the storm.
Social
The US public power electric utilities with generation ownership sector has moderate social risks. While certain specific social risks
may be considered high, the extent of the risk and its impact on the credit profile is mitigated through extensive internal and external
controls, regulations and legislation. The safety and reliability of essential utility services are extremely important to customers and is a
key focus of the sector.
We consider the weather events in Texas a social risk, given customers throughout the state had intermittent, and in some cases, lost
access to basic services such as electricity, water or heat during the winter storm. Customers are also potentially facing several years of
higher electricity bills, compounding the effects from the pandemic in 2020. While we do not expect the additional leverage will result
in a rate hike to customers, the addition of a substantial amount of 30-year debt reduces long-term flexibility.
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Governance
The US public power electric utilities with generation ownership exposure sector faces relatively low governance risks as these issues
have not typically been a material factor affecting issuers credit quality. Weak governance in the rate setting process can directly
impact credit quality.
GP&L is an enterprise of the City of Garland (not rated). The city operates under a council/manager form of government with a city
council comprised of the mayor and eight councilmembers. The term of office is two years. The city manager is the chief administrative
officer for the city. City council approval is required for adjustment of base rates. However, the Recovery Adjustment Factor (RAF) can
be adjusted on a monthly basis at the discretion of GP&L's general manager, without city council approval, in order to generate total
revenue not covered by base rates. This flexibility has enabled GP&L to adjust rates in accordance with its ten-year financial forecast
while adapting to market changes without the need for a base rate increase in many years. GP&L has not had a rate increase since
January 2006. All five rate adjustments over that period have been decreases, the most recent occurring in fiscal 2015.
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Rating methodology and scorecard factors
The principal methodology used in this rating was US Public Power Electric Utilities With Generation Ownership Exposure published in
August 2019.
The grid indicated outcome is A2, which is one notch below the assigned rating of A1. The difference primarily reflects GP&L's strong
rate setting flexibility and ample liquidity.
Exhibit 8

Garland Power and Light Scorecard
Factor

Subfactor

Score

1. Cost Recovery Framework Within Service Territory

A

2. Willingness and Ability to Recover Costs with Sound Financial Metrics

Aa

3. Generation and Power Procurement Risk Exposure

A

4. Competitiveness
5. Financial Strength and Liquidity

Metric

A
a) Adjusted days liquidity on hand (3-year avg)
(days)
b) Adjusted Debt ratio (3-year avg) (%)
c) Adjusted Debt Service Coverage or Fixed
Obligation Charge Coverage (3-year avg) (x)

Preliminary Grid Indicated Outcome from Grid factors 1-5

Aaa

453

A

66.6%

A

1.56

A1
Notch

6. Operational Considerations

7. Debt Structure and Reserves

8. Revenue Stability and Diversity

Grid Indicated Outcome:

We consider construction risks and whether the
utility is a vital service provider to a very large
economic region.
Considerations incude debt service reserves,
special borrowing arrangements and debt
structure.
Considerations include exposure to wholesale
power markets and other higher risk businesses,
customer concentration and diversity from
combined utility operations.

0.0

-0.5

-0.5

A2

Source: Moody's Investors Service
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