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Overview
Paul J Dyson
e S&P Global Ratings raised its long-term rating and underlying rating (SPUR) to 'A' from 'A-' on Austin
Vernon, California's electric system revenue bonds, issued on behalf of Vernon Public Utilities 1-415-371-5079
(VPU; formerly Vernon Light and Power). paul.dyson

@spglobal.com
e The outlook is stable.
) ) ) ) S , , Secondary Contact
e The rating action reflects our view of the electric system's materially improved financial

metrics in fiscal 2024 and fiscal 2025, including fixed charge coverage (FCC), liquidity, and Lauren Hartman
debt, which we believe is sustainable given improved natural gas hedging and expense Englewood

. ) 3032175681
management, a recent 4% base rate increase, an absence of borrowing plans, and expected

lauren.hartman
load growth. @spglobal.com

Rationale

Security

Afirst lien on net revenue secures the revenue bonds. Bond provisions are adequate, in our view.
The bond rate covenant requires that adjusted net revenue equal at least 1.1x annual debt
service. The additional bonds test requires that adjusted net revenue before transfers equal at
least Ix adjusted maximum annual debt service and that adjusted net revenue equal at least 1.25x
adjusted maximum annual debt service. The flow of funds is closed. The indenture does not
consider the electric fund's payment-in-lieu-of-taxes to the city's general fund an operating
expense, and is subordinate to debt service, although we consider it an operating expense under
our calculation of net revenue and FCC. Total system debt outstanding as of fiscal year-end June
30, 2026, was $214 million.

Credit highlights

The rating reflects our view of VPU's improved power supply cost management, limited risks
related to wildfire liabilities (as a small urban system), and improved and robust financial metrics,
partly offset by the risks inherent to serving a customer base whose revenue and energy sales
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Vernon, CA Electric System Revenue Bond Rating Raised To 'A’' On Improved Financial Metrics; Outlook Stable

are sourced almost entirely from commercial and industrial customers, although diversified
across several industries.

The rating further reflects our view of the electric system's:

e Significantly improved coverage metrics, including S&P Global Ratings-calculated FCC that
was 1.9x in fiscal 2025 and 1.5x in fiscal 2024, up from 1.2x in fiscal 2023, with unaudited fiscal
2026 results indicating similarly robust FCC of 1.8x. Improved coverage metrics are largely the
result of rate increase and lower power supply costs;

e Ample and significantly increased liquidity and reserves, with fiscal 2025 unrestricted cash of
$181 million, or 609 days of operating expenses, up from $117.5 million, or 281 days of
operations, in fiscal 2023;

e Substantial decline in debt and lack of additional debt plans;

e Favorable market position as a result of rates that, despite escalation, are increasingly
advantageous versus those of local investor-owned utilities and public power utilities, and
ample cost recovery given routine base rate increases and the utility's power supply cost
adjustment factors; and

e Solid and diverse resource portfolio with a growing renewable energy component, and prudent
risk management practices, particularly with regard to natural gas hedging.

Partly offsetting factors include our view of the electric system's:

e Operating risks inherent in serving an almost 100% industrial and commercial customer base,
with the leading 10 customers representing a concentrated 49% of retail revenue;

e Climate transition risks related to reliance on natural gas resources, although the utility has
several options under consideration and has ample time to plan; and

e Ongoing pressure to keep rates low to attract and retain large industrial customers, which are
rate-sensitive.

Outlook

The stable outlook reflects our expectation that, over the next two years, the electric system will
maintain coverage and liquidity metrics near or above projected levels and continue to manage
power supply costs to offset the operating risks inherent to the system's almost entirely
commercial and industrial customer base. While we note that FCC could increase significantly in
fiscal 2029 as debt service requirements decline significantly, that is beyond our two-year
outlook horizon.

Downside scenario

Over the next two years, we could lower the rating if FCC or liquidity weaken significantly as a
result of weak expense management without a credible plan to promptly restore them, other
factors equal. We could also lower the rating in the case of a material increase in leverage or

degradation in operational factors, including the utility's competitive position or its ability to

manage its natural gas exposure and environmental mandates.

Upside scenario

We do not expect to raise the rating over the one- to two-year outlook horizon because we do not
anticipate material changes to financial and operational performance during that period.
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However, we could raise the rating in the longer term, as debt reserve requirements decline
significantly in fiscal 2029, when FCC could surge. In making this determination, we will also
consider the utility’s risks related to large loads as well as its climate transition risks, including its
updated strategy in reducing its reliance on natural gas resources.

Credit Opinion

VPU's electric system serves Vernon's 5.2-square-mile territory, centrally located about four
miles southeast of downtown Los Angeles and adjacent to key rail lines connecting to major local
ports and inland destinations. A five-member, supportive city council exercises oversight and
rate-setting authority, although we note the pool of qualified candidates is small by virtue of the
city's very small population base of around 330 residents.

Vernon, known as the "industry-only" city, has an electric system customer base consisting
primarily of 1,638 industrial customers (in addition to 73 residential accounts) and reports a
workday population of more than 40,000. While customer accounts declined by 11% from fiscal
2022 to fiscal 2025, and energy sales were down 12% over the same period, larger-load customers
have replaced smaller accounts and management expects significant load growth in fiscals 2029
and 2030 due to two additional data centers that are likely to come online (in addition to one
already served). Data center customers, with total demand forecasted at 62 MW by 2030, by
utility policy must pay a capacity reservation charge, fund infrastructure additions necessary to
connect, and pay for the power they reserve, whether or not used.

Approximately 65% of the system's customers are commercial and 26% are industrial, and
industrial load accounted for 61% of total energy sales and 55% of revenue in fiscal 2025. The
fiscal 2025 system load factor is 67%, reflecting the industrial nature of the customer base, with
many major customers operating 24 hours per day. The leading 10 customers account for a
moderately concentrated 34% of operating revenue, and the leading customer (a chemical
processor) almost 14% on its own, although many of the leading customers (including cold
storage, bottling, plastics, and food processing firms) are less sensitive to economic conditions,
as energy sales have been fairly stable across economic cycles. We view industrial and
commercial customers as generally having less stable and predictable demand patterns than
those of utilities, with more diversified customer bases that include a significant residential
component, and we factor this key risk into the rating. However, certain aspects partly offset
industrial and leading customer concentration, including a track record of annual energy sales
having not declined by more than 7% in any given year since at least 1997. In addition, the current
leading 10 customers have been operating in Vernon an average of 46 years and have made
considerable local investments.

Vernon's main baseload power resource is its owned, natural-gas-fired 139 MW Malburg
Generating Station (MGS), which accounted for about half of its power supply on an energy basis
in fiscal years 2019 to 2023 but just 36% in fiscal 2025 as lower market prices displaced MGS
generation. Owning MGS offers significant benefits to the city and electric system, including the
ability to meet resource adequacy and capacity requirements beyond 2028, retention of control
of the MGS site (including repowering and adding interconnections), operational flexibility and
ability to reconfigure the plant with peaking generation, and flexibility to import and integrate
renewable energy.

Prior to adopting an energy risk management policy in November 2022, the utility was unhedged
on its fuel procurement for MGS, and we viewed this as a risk and credit limitation given recent
more volatile and high gas prices. However, in 2022 Vernon adopted its energy risk management
policy, which in our view is robust and proactive and more credit-supportive. Generally, the policy
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is aimed at limiting spot market exposure; prompt month and nearby fiscal years are to be more
fully hedged versus outer years to reduce short-term risk and improve budget certainty. More
specifically, among other parameters, the policy requires hedging no less than 60% of natural gas
requirements at least one year in advance and 20% two years out (and as much as 80% in both
cases). Other objectives of the policy include providing stable rates, reducing market and
counterparty exposure, preserving business flexibility, and delivering the lowest-cost power
supply that also meets environmental compliance mandates. The policy included the formation
of an energy risk management committee that ensures compliance with the policy and approves
such aspects as internal control processes and risk tolerance parameters. This policy has helped
the utility control power supply costs, which were much lower in fiscals 2024 and 2025 versus
2023 and a large reason for the electric utility’s improved FCC and liquidity in fiscals 2024 through
2026.

More generally, we view VPU's management, policies, and planning as comprehensive and
prudent, and senior-level staff as generally strong and proactive. Management and its
consultants regularly update the strategic plan and produce a long-term financial forecast and
capital plan. The city has improved its financial management policies and procedures over the
past several years, adopting new guidelines on long-term planning, reserves, debt management,
and interfund transfers, among other areas. Vernon also has a multilayered approach to cyber
security, including the use of firewalls, 24/7 network monitoring, end-user cyber education, email
phishing campaigns, and breach detection devices, and aligns itself with national standards and
frameworks. Vernon also maintains a cyber security insurance policy. We believe supply chain
issues are manageable for Vernon, and the utility has proactively focused on maintaining a
healthy inventory of transformers to meet growth needs.

VPU's portfolio of generating assets exhibits excellent shaft and good fuel diversity. Other than
MGS (36% of energy in 2025), baseload resources consist of nuclear generation from the Palo
Verde generating station (9%), solar generation from four separate projects (32%), landfill gas
generation from Puente Hills (3%), hydroelectric generation from Hoover Dam (2%, and short-
term contracts and spot purchases (20%). Resource adequacy is sufficient, with capacity of 342
MW versus peak load of 176 MW, and the utility's latest integrated resource plan indicates a
significant increase in solar and wind energy combined with storage as it aims to reduce reliance
on MGS in 2030 and to completely eliminate MGS by 2035.

Management has demonstrated an ability and willingness to raise rates, as evident in its more
than 11 electric system base rate increases since 2012, including 5% for fiscal 2024 and 4% for
fiscal 2027. The city also has a monthly energy cost adjustment billing factor, which passes
through within rates the difference in fuel and energy expenses between actual and estimated
amounts, and a monthly renewable energy cost adjustment factor, which is a pass-through
charge designed to capture the cost of acquiring more costly renewable energy. Vernon's rates
are competitive at about 11% below the statewide average on a weighted average basis in 2024
(the most recent information available). Management has shown a willingness to routinely raise
base rates, and the electric system's various power cost adjustment factors promote financial
stability. Rates are even more competitive with those of investor-owned utilities nearby such as
Pacific Gas and Electric Co. and Southern California Edison. In our view, this enhances the
stability of the utility's customer base, although the city's industrial customers are sensitive to
rates, limiting rate flexibility. Because of the high unpredictability of federal policy--along with the
economy's stressors and the associated financial pressures consumers are facing--we are
monitoring the strength and stability of utilities’ revenue streams for evidence of delinquent
payments or other revenue erosion. (See “Economic Outlook U.S. Q3 2026: Resilient to Layered
Supply Shocks,” June 24, 2026.)
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We view the electric system's coverage metrics as increasingly credit-supportive, as evident in
FCC averaging 1.7x in fiscals 2024 and 2025, and projected at 1.8x for unaudited fiscal 2026,
versus an average of just 1.1x in fiscal years 2021 to 2023. According to the forecast, which we
view as reasonable, we calculate that FCC will be about 1.4x in fiscals 2027 and 2028 before
surging to over 4x in fiscal 2029, when debt service requirements plummet to $9.2 million from
$64.7 million. Vernon plans to dedicate its expected significant surplus margins towards its
capital improvement fund, which will be needed to finance the required replacement of its major
baseload generating asset, MGS, by around 2035. Management is also studying whether it would
be economic for MGS to be upgraded so that it can burn clean hydrogen rather than natural gas
post-2035.

We consider liquidity and reserves extremely strong, with fiscal 2025 unrestricted cash at $181
million, or 609 days of operations. Unrestricted cash is forecast at $215 million to $234 million, or
no less than 433 days of operations, in fiscal years 2026 to 2031. We understand that the city
anticipates sustaining these reserves to serve as a hedge against the power supply portfolio and
other operating risks.

Debt to capitalization in fiscal 2025 improved significantly to just 40% (and to an estimated 30%
as of unaudited fiscal 2026), a level we consider low for a vertically integrated electric utility. The
forecast assumes that no additional debt will be necessary to fund capital needs (or capital
funding set-asides) during fiscals 2027-2031, which we view as manageable at $371 million.

Climate and other evolving factors

Natural gas accounted for the bulk (36%) of fiscal 2025 energy and, although less polluting than
coal, has carbon attributes and could present Vernon with long-term environmental exposure.
Although Vernon continues to add renewable energy to its portfolio, we view the challenging
regulatory environment in which it operates and the related costs and uncertainty it introduces
as risks. While VPU has made considerable progress in meeting increasingly stringent state
mandates with regard to renewable energy requirements (estimated at 52% renewable for 2025),
the costs to comply with onerous state regulatory requirements is a meaningful exposure.
Senate Bill 100, signed into law in September 2018, increased the eligible renewable energy
resources requirement to 60% of retail sales of electricity by 2030 and established that eligible
renewable energy resources and zero-carbon resources would supply 100% of resources for
retail load by 2045. VPU anticipates complying through a combination of landfill gas, solar, wind,
storage, and the purchase of renewable energy credits. It plans to materially reduce dependence
on natural gas in 2030 and eliminate natural gas from its portfolio by 2035. We believe meeting
these targets could stress the electric system's average cost of power supply, but the availability
of pass-through mechanisms directly tied to these initiatives should contribute to sound
alignment among revenue, expenses, and debt service. To date, no wildfires have been attributed
to the electric system infrastructure and S&P Global Ratings believes that, given the electric
system's principally urban service territory, location amid cities, and relatively small footprint at
5.2 square miles, the potential for its power lines to spark catastrophic wildfires (such as those
that have plagued other utilities in the state) is low. VPU also reports that it owns no transmission
or distribution lines near a wildland interface area.
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Vernon, California--electric system

--Fiscal year ended June 30--

2025 2024 2023
Operational metrics
Electric customer accounts 1,71 1,743 1,833
% of electric retail revenues from residential customers 0 0 0
Top 10 electric customers' revenues as % of total electric operating revenue 33 34 36
Service area median household effective buying income as % of U.S. N.A. 90 83
Weighted average retail electric rate as % of state N.A. 89 95
Financial metrics
Gross revenues ($000s) 250,838 223,001 236,810
Total operating expenses less depreciation and amortization ($000s) 108,630 112,338 152,910
Debt service ($000s) 69,707 69,710 69,707
Debt service coverage (x) 2.0 1.6 12
Fixed-charge coverage (x) 1.9 15 1.2
Total available liquidity ($000s)* 181,550 139,839 17,512
Days' liquidity 609 454 281
Total on-balance-sheet debt ($000s) 271,657 331,920 390,478
Debt-to-capitalization (%) 40 53 65

*Total available liquidity includes available committed credit line balances, where applicable. Debt service
coverage--Revenues minus expenses divided by debt service. Fixed-charge coverage--Sum of revenues minus expenses
minus total net transfers out plus capacity payments (or their proxy), divided by the sum of debt service plus capacity
payments (or their proxy). N.A.--Not available.

Ratings List
Upgraded
To From
Public Power
Vernon, CA Retail Electric System A/Stable A-/Stable

The ratings appearing below the new issues represent an aggregation of debt issues (ASID) associated with related maturities. The maturities similarly reflect our
opinion about the creditworthiness of the U.S. Public Finance obligor's legal pledge for payment of the financial obligation. Nevertheless, these maturities may have
different credit ratings than the rating presented next to the ASID depending on whether or not additional legal pledge(s) support the specific maturity's payment
obligation, such as credit enhancement, as a result of defeasance, or other factors.

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, have specific meanings ascribed to them in
our criteria, and should therefore be read in conjunction with such criteria. Please see Ratings Criteria at
https://disclosure.spglobal.com/ratings/en/regulatory/ratings-criteria for further information. A description of each of S&P Global Ratings' rating categories is
contained in "S&P Global Ratings Definitions" at https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/sourceld/504352. Complete ratings
information is available to RatingsDirect subscribers at www.capitalig.com. All ratings referenced herein can be found on S&P Global Ratings' public website at
www.spglobal.com/ratings.
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