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San Jose Clean Energy, California; Retail Electric

Credit Profile

ICR
Long Term Rating A/Stable New

Credit Highlights

+ S&P Global Ratings assigned its 'A' issuer credit rating (ICR) to San Jose Clean Energy (SJCE), Calif.

* The outlook is stable.

Security
The ICR represents our view of SJCE's capacity and willingness to meet its financial commitments as they come due
and does not apply to any specific financial obligation. SJCE has no debt outstanding, nor does it plan to issue any

debt in the near term.

Credit overview

SJCE is a community choice aggregator (CCA) that began operations in 2019, providing service to electric customers
in the city of San Jose, Calif. The CCA directly competes with the service area's incumbent investor-owned utility,
Pacific Gas and Electric Co. (PG&E; BB-/Positive), to provide customers the energy portion of their electric service.

(PG&E's transmission and distribution assets deliver the electricity.)

The rating reflects SICE's deep, diverse, and generally affluent customer base, highlighted by San Jose's position in the
heart of California's Silicon Valley, with median household effective buying incomes that are 166% of U.S. levels. SJCE
provides electric service to more than 350,000 accounts, its residential customers account for more than 45% of
revenues, and its top 10 customers account for less than 10%. These factors together provide the CCA with economies
of scale and rate-setting flexibility. The rating is further supported by SJCE's robust liquidity, with unrestricted reserves
of $165 million as of June 30, 2023. The city also maintains a commercial paper program, of which $75 million is
authorized for SJCE (with $20 million in draws outstanding at fiscal year-end 2023), and a separate $50 million
committed line of credit, also authorized for SJCE, as a portion of its stand-alone revolving credit facility with
JPMorgan Chase. Together these resources were equivalent to 255 days' operating expenses, which we believe
provides a sound financial cushion. The remaining $200 million portion of the revolving credit facility, of which $29

million has been issued, provides additional liquidity.
The rating further reflects our view of the following factors:

* In contrast with many other CCAs that have formed joint powers authorities (JPA), SJCE operates as a department
of the City of San Jose, and the CCA provides service solely to customers within city limits. We believe this
structure eliminates the risk of strategic misalignment among JPA members, which other CCAs could encounter as
they manage the competing needs of two or more members. In addition, SJCE does not face the contractual risk of
a JPA member departing the CCA. Finally, with no plans to expand its service territory, SJCE's growth (and in turn,
its power procurement) is relatively more predictable, in our view.
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» A diverse power supply consists of 124 contracts executed through 52 counterparties, composed of a predominantly
renewable energy mix. In addition to the breadth of its contracts, SJCE individually assesses the creditworthiness of
each counterparty, partially mitigating its exposure to counterparty risk.

» SJCE is well positioned to meet California's stringent renewable portfolio mandates, as well as evolving federal
requirements, given its predominantly renewable power portfolio (over 68% in 2024 and projected to be almost 90%
by 2028.) Contracts for dispatchable conventional and renewable resources help address the intermittency of SJCE's
renewable portfolio.

» SJCE sets rates based on its cost of service, which helps ensure it will maintain sufficient recovery of variable costs.

» SJCE maintains a comprehensive energy risk management policy and a regularly updated detailed financial
forecast, which we believe are especially important considering the complex nature of the CCA.

» Exposure to wildfires through California's strict liability standard and inverse condemnation is limited, given the
absence of ownership of transmission and distribution assets. However, we note that the CCA has indirect exposure
to wildfires, and the associated costs, that affect PG&E transmission and distribution assets needed to serve SJCE's
customers.

Partially offsetting the above strengths, in our view, are the following factors:

+ Direct retail competition with the incumbent investor-owned utility PG&E limits SJCE's rate-setting flexibility. If the
CCA's all-in energy bills were to become materially more expensive than PG&E's, we believe many customers
would opt out of SJCE. However, we note that SJCE has maintained a very favorable opt-out rate of approximately
3% since its inception, even during periods when rates were 8% above that of PG&E, indicating a level of inelasticity
among the CCA's customers. Nevertheless, according to U.S. Energy Information Administration data, PG&E's
weighted-average rate was more than 130% of the California average in 2022; with SJCE's rates currently 8% below
PG&E's, we still believe overall rates are elevated and view the CCA's ratemaking flexibility as constrained.

+ Financial performance was somewhat uneven in fiscal years 2021-2023, with fixed charge coverage (FCC) ranging
from 0.72x in fiscal 2021 to 1.54x in fiscal 2023, translating into a three-year average of 1.15x. FCC is S&P Global
Ratings' internal calculation of a utility's ability to meet fixed obligations on an ongoing basis. We have imputed a
portion of SJCE's purchased power expenses as debtlike under this calculation. We note that the CCA opted to use
its then-newly established commercial paper program to make up for under collections in fiscal 2021, which
occurred as a result of an elevated PG&E power charge indifferent adjustment (PCIA) that management opted to
not fully recover through rates. S&P Global Ratings' calculations based on management-provided forecasts indicate
FCC will improve in fiscal 2024, to about 1.9x, before stabilizing around 1.2x through the remainder of the forecast
period.

» SJCE must balance its obligation to enter long-term contracts, the passthrough of ever-rising energy costs, and a
non-captive customer base given the potential for customer opt-out. In addition, the CCA must balance its
ambitious renewable targets with the need for reliable baseload energy. The significant demand for new renewable
projects throughout the state, coupled with the lengthy process for renewable project planning and construction,
compounds these challenges.

* We note that only 44% of SJCE's 2024 load is currently sourced through long-term agreements (rising to more than
67% by 2026), which presents the CCA with recontracting risk, especially in light of generally uneven and
hard-to-predict energy prices in the state. Specifically, prolonged increases in energy prices could pressure financial
metrics and/or rate competitiveness over time. Importantly, SJCE does maintain a hedging program and has
generally entered months largely or fully hedged relative to projected demand, which somewhat limits exposure to
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spot and day-ahead energy prices.

» There is uncertainty about the PCIA. SJCE must charge its customers the PCIA that reflects the costs that PG&E
incurred to procure power for these customers when they were still served by PG&E. The PCIA amount varies year
to year, partially depending on market prices, and could pressure the CCA's financial metrics (as it did in fiscal 2021)
and/or competitiveness. Over the longer term, the magnitude of the PCIA on customer bills will become less
pronounced as power supply contracts signed by PG&E for its former customers expire.

Environmental, social, and governance

We believe SJCE's environmental risk exposure is low, based on its predominantly carbon-free resource portfolio and
its dense urban nature, which limits direct wildfire risk. However, as a practical matter, the intermittency of renewable
resources might frustrate the CCA from achieving California's ambitious greenhouse gas emission goals in the absence
of advances in long-duration storage technology. We also note SJCE could face indirect exposure to wildfires from

events caused by PG&E's transmission and distribution assets.

We believe SJCE has slightly elevated exposure to social capital factors. SJCE's residential customers currently pay
rates that are slightly lower than PG&E residential rates, but we note that PG&E's rates are elevated (137% of
California's average retail system rate in 2022), which could weigh on financial flexibility. However, this is mitigated
somewhat by well-above-average effective buying incomes in SJCE's service territory. We continue to monitor the
strength and stability of electric utilities' revenue streams for evidence of delinquent payments or other revenue
erosion. Inflation as measured by the Consumer Price Index (CPI) has remained above 3% in recent months, and S&P
Global Economics forecasts elevated interest rates persisting at least until December. (See "Persistent Above-Target
Inflation Will Delay The Start Of Rate Cuts In The U.S.," published May 1, 2024, on RatingsDirect). In addition, Bureau
of Labor Statistics data shows that electricity price inflation continues to outpace the overall CPI. The amalgam of
material increases in delinquent consumer, credit card, and auto loans, along with the resumption of student loan
payments and drawdowns of household savings garnered during the pandemic, will likely compound the financial

pressures facing electricity consumers.

Finally, we view the utility's governance factors as generally credit supportive, as they include robust forecasting,
proactive risk management, and strong policies and planning. However, the potential for retail customer opt-out is

beyond management's control and tempers our view of the CCA's governance factors somewhat.

Outlook

The stable outlook reflects our expectation that SICE's diverse and generally affluent service territory will continue to
shoulder rate increases as necessary to maintain financial metrics in-line with forecast performance, without a
commensurate increase in customer opt-outs. The outlook further reflects our expectation that SJCE will continue to
shift its power procurements to be more long-term in nature, therefore reducing exposure to increasingly stringent

emissions regulations and competitive and potentially volatile wholesale markets.

Downside scenario
We could lower the rating if the cost of future power, storage, delivery, and/or capacity constrain SJCE's ability to

achieve projected financial results. We could also lower the rating if SJCE experiences customer opt-outs that leave it
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with meaningful surplus energy purchase commitments whose cost must be recovered through either liquidation into

competitive wholesale markets or rate increases.

Upside scenario
We could raise the rating in the next two years if SJCE consistently achieves financial performance in-line with fiscal
2023 results, while maintaining or improving liquidity, reducing market exposure, and maintaining a stable opt-out

rate.

Credit Opinion

San Jose Clean Energy overview
SJCE was originally formed in 2017 (with retail service beginning broadly in 2019) to procure retail electric power on

behalf of more than 350,000 accounts within the City of San Jose. SJCE is governed by the San Jose city council.

PG&E, on behalf of SICE, performs monthly retail electric meter readings, bills SJCE's customers, collects customer
payments, and conveys over its transmission and distribution systems for the electricity SJCE procures. PG&E
segregates and remits to SJCE the revenues it collects for SJCE; we understand these revenues are insulated from an

investor-owned utility (I0U) bankruptcy.

Retail electricity customers who migrated to SJCE at the introduction of service in their area may return to their

respective incumbent IOU upon 30 days' notice. SJCE does not impose fees on departing customers.

San Jose is exploring the launch of a municipally owned utility, San Jose Power, in order to serve new potential load.
We understand that this utility would not compete for existing SJICE customers, and that the utility would be

financially and operationally distinct from SJCE.

Enterprise profile
SJCE's service territory exhibits favorable economic fundamentals, highlighted by well-above-average customer

incomes and a large, generally diverse customer base.

Customers have the option to opt out of SICE service and return to PG&E; there is no penalty to return to PG&E if this
occurs within a set timeframe. We consider the relative ease with which customers can return to their previous electric
utility a potential risk to SJCE's revenue stream. However, we note that SJCE's participation rate has been stable

through varying electric rate conditions, at about 97%, indicative of a relatively inelastic customer base.

Rather than strictly following PG&E's rates up and down to maintain a relative competitive advantage, which could
result in uneven financial performance, SJCE sets its rates based on its cost of service, with a secondary consideration
given to competitiveness with PG&E. We believe this rate-setting practice provides the utility with improved
ratemaking flexibility and ultimately allows SJCE to recover costs more predictably and reliably in a wider array of
market conditions. This model has resulted in net rates (inclusive of the PCIA charge) of SJICE's main energy offering
exceeding those of PG&E for certain periods in the past. Importantly, customer opt-outs have not increased markedly

during these periods, suggesting an additional layer of ratemaking flexibility.

SJCE's power portfolio is generally diverse in terms of both fuel and counterparty. However, we note that of the 21
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signed purchase power agreements (PPAs), a large number are still in early stages (construction and/or
pre-construction), which could lead to power shortfalls in the event a project unwinds. Moreover, we believe rising
costs of resource adequacy, transmission and distribution, and volatile energy costs could result in additional cost
pressures for SJCE. To mitigate impacts of price spikes and market volatility, SJCE has established hedging
parameters, limited its maximum exposure in a given quarter to 15% of its total energy needs, with future balances
stepping down thereafter. Despite the diversity among counterparties and hedging program, there is still risk

associated with the low-rated or unrated counterparties nonperformance.

Financial profile

SJCE does not have any debt; however, S&P Global Ratings calculates FCC to reflect our view that SJCE is funding its
contracted power suppliers' recovery of investments in generation capacity. We calculate FCC ranged from 0.72x to
1.54x between 2021-2023. Based on our calculations of management-provided projections, we expect FCC will
improve to over 1.9x, but drop thereafter, to about 1.2x following planned rate decreases. We believe forecast levels
remain supportive of the current rating, but would likely revisit our coverage assessment if coverage is maintained

closer to forecast 2024 levels.

At fiscal year-end June 30, 2023, SJCE had $270 million of unrestricted cash and investments, including undrawn
committed credit facilities, equivalent to 255 days' of operating expenses. In our view, this provides a meaningful
cushion for SJCE. Remaining capacity of $171 million under SJCE's revolving credit facility (net of $29 million issued
under the facility) provides additional liquidity. Despite limited direct capital overhead, in our opinion, SJCE's
operational profile (specifically the need to procure long-term resources for a non-captive customer base) necessitates

enhanced liquidity.

SJCE currently has no on-balance-sheet debt, with no plans to issue direct debt in the near or medium term.

San Jose Clean Energy, California--Key credit metrics

--Fiscal year ended June 30--

2023 2022 2021
Operational metrics
Electric customer accounts 351,896 352,778 350,830
% of electric retail revenues from residential customers 45 44 48
Top 10 electric customers' revenues as % of total electric operating revenue 10 9 8
Service area median household effective buying income as % of U.S. 166 166 166
Financial metrics
Gross revenues ($000s) 513,034 349,106 279,242
Total operating expenses less depreciation and amortization ($000s) 386,187 331,288 291,615
Debt service ($000s) 41,895 201 10,000
Debt service coverage (x) 3.0 88.6 -1.2
Fixed-charge coverage (x) 1.5 1.2 0.7
Total available liquidity ($000s)* 270,147 72,439 115,020
Days' liquidity 255 80 144
Total on-balance-sheet debt ($000s) 20,000 60,000 15,000
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San Jose Clean Energy, California--Key credit metrics (cont.)

--Fiscal year ended June 30--

2023 2022 2021

Debt-to-capitalization (%) 10 55 36

*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.

Related Research

» Through The ESG Lens 3.0: The Intersection Of ESG Credit Factors And U.S. Public Finance Credit Factors, March
2,2022
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