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Brownsville Public Utilities Board, TX
Update to credit analysis

Summary

Brownsville Public Utilities Board's (BPUB; A2 stable) credit profile benefits from solid
financial performance and maintenance of strong liquidity for more than a decade. The
customer base is constrained by a population with below average income levels. Yet,

high paying jobs in Brownsville have surged due to SpaceX and LNG investments, and
nearshoring trends will further enhance Port of Brownsville's (A2 stable) regional and national
significance.

Management's estimated year-end results indicate that FY2024 may end with FOCC
exceeding 2.0x for the third consecutive year, possibly extending into FY2025 based on
proposed budget figures.

Exhibit 1
BPUB may be on track to achieve FOCC over 2.0x for fourth consecutive year
Supported by outperformance from offsystem sales and below-budget expenses
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[1] Estimated year-end results for FY2024
[2] Proposed FY2025 budget; subject to change

Source: BPUB budget-to-actual results; preliminary FY2025 budget figures; BPUB budgets and audited financial statements for fiscal
years ending September 30; Moody's Ratings
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Credit strengths
» BPUB has demonstrated a willingness to raise rates in anticipation of future capital projects while outperforming budgets

» Very good debt structure with about half of currently outstanding revenue bonds retiring by 2030 and steep drop in debt service by
2032, creating capacity for future borrowing

» The $100 million commercial paper program provides low cost initial funding for capital projects and could be used for working
capital

Credit challenges

» Rates for the commercial customers in the electric system are very high compared to the state average

» Below average median household income levels

Rating outlook
The stable outlook is based on our expectation that BPUB will maintain strong liquidity and FOCC ratios above the historical average
and potentially exceed 2.0x through fiscal 2025

Factors that could lead to upgrade
» Sustained economic expansion and median income growth
» |Improved rate competitiveness of all rate classes at or below the state averages

» Maintaining ample liquidity above 400 days, FOCC ratios remaining above 2.0x without overreliance on off-system sales, and an
adjusted debt ratio of below 50% after incorporating long-term debt plans and future resource needs

Factors that could lead to downgrade
»  Signs of reduced willingness to increase rates as needed to maintain satisfactory financial metrics

» Deterioration of financial performance, such that fixed obligation charge coverage (FOCC) ratio falls below 1.5x for a sustained
period while also maintaining liquidity below 250 days cash on hand

» Adjusted debt ratio above 80%

Key indicators

Exhibit 2
Brownsville Public Utility Board, TX
2019 2020 2021 2022 2023
Peak Demand (MW) 305 282 283 303 301
Total Sales (mWh) 1,289,739 1,290,456 1,302,272 1,355,442 1,349,673
Debt Outstanding ($'000)* 300,555 296,400 324,045 311,670 303,645
Adjusted Debt Ratio (%) 49.7 54.8 61.7 57.4 50.2
Total Days Cash on Hand (days) 490 517 270 382 298
Fixed Obligation Charge Coverage (if applicable)(x) 1.79 1.83 0.41 251 2.07

Periods are fiscal year-end unless indicated.
*Debt outstanding includes Southmost Regional Water Authority revenue bonds, of which BPUB participates at a 92.91% share.
Source: Moody's Ratings

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Profile

BPUB is wholly owned by the City of Brownsville (GO rated Aa3) and provides electric, water, and wastewater utility services to the
City of Brownsville and surrounding areas. By charter, the management, operation, and control of the system is delegated to the Public
Utilities Board of the City of Brownsville. The system operates a fully integrated electric generation, transmission, and distribution
system. BPUB is a monopoly provider within its singly certified area covering a substantial portion of the service area within the
boundaries of the city and the developed portion of the Port of Brownsville.

Detailed credit considerations

Revenue generating base: High wage job growth and trade boom bode well for organic revenue growth from sales

BPUB is a monopoly provider of electric, water, and wastewater services to customers predominantly within the City of Brownsville and
also serves some customers outside the city boundaries on a competitive basis. Electric revenues typically average about 77% of total
BPUB revenue with the balance coming from water and wastewater.

The Brownsville-Harlingen metro area economy is on track to outpace the region and nation over the near term, according to Moody's
Economy.com. Net-migration to the region has turned around after many years of declines, and a population that skews younger

is a demographic strength. The utility customer base has historically been constrained by a high poverty rate and low educational
attainment. However, Brownsville's growing aerospace industry including SpaceX and related employers are fueling high wage job
gains. In addition, NextDecade announced an $18.4 billion final investment decision for the first phase of the Rio Grande LNG export
facility. The Port of Brownsville will benefit from nearshoring as it is the only deepwater port on the US-Mexico border and is the
closest deepwater port to the economically ascendant Monterrey, a major hub of industry in Mexico. A deepening project will increase
channel depth to 52 feet from 42 feet, which will allow larger vessels to call at the port and support higher trade volumes.

The influx of high wage jobs is broadly positive for the combined utilities system, but the pace of growth relative to housing supply
is increasing the local living costs, potentially exacerbating budgetary strain for existing residents. Residential electric rates remain
competitive, according to data from the Energy Information Administration, and were about 6% below the state average in 2022.
Commercial electric rates were very high at about 45% above the state average, but total cost of doing business in the area remain
below the national average.

BPUB is in the early stages of a cost of service study, due for completion in early 2025, that could influence a significant change in

the rate structure. Management expects that any changes to the rate structure may a positive revenue impact starting in fiscal year
2026 or 2027. More recently, BPUB implemented two electric base rate reductions of 11% each in fiscal years 2022 and 2023. The base
rate decreases were neutralized by BPUB phasing out its bill reduction program through the fuel and purchased energy charge (FPEC),
which is BPUB's monthly fuel cost recovery adjustment mechanism. Starting in 2016, BPUB implemented base rate increases to fund
the planned Tenaska generation project that ultimately did not come to fruition. Since 2017, the bill reduction program set the FPEC

at a rate that maintained an average electric bill at $102. The impact of the change, combined with hotter summer temperatures and
higher natural gas prices, is evident in the electricity portion of an average monthly residential bill increasing to $148 in 2022 and $118
in 2023.

BPUB has also increased water rates by 8% and wastewater by 9% annually over the last two years. In fiscal 2024, BPUB increased
water and wastewater rates again by 6% and 9%, respectively.

Operational and financial performance: Wholesale sales, interest income, and conservative budgeting drive
outperformance

For the third consecutive year, we expect fiscal year 2024 (ending September 30), will outperform budget. Year-to-date actuals
through June 30 show FOCC over 2.0x and with a strong cushion to the budgeted 1.5x for the same 9-month period primarily due
to lower operating expenses. BPUB has a lengthy history of outperforming its budget, with a notable exception in 2021 when Winter
Storm Uri wreaked havoc on the entire ERCOT market. Excluding 2021, FOCC has not fallen below 1.6x for at least the last two
decades.

Excess revenue from wholesale sales in fiscal years 2022 and 2023 supported FOCC ratios of over 2.0x. Both years were marked
by record breaking summer temperatures and market demand. BPUB has been budgeting for $15 million from wholesale sales but
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earned about $27 million in 2023, allowing it to fund larger portions of its capital plan from internally generated cash flow instead of
borrowing.

Our calculation of FOCC is based on net revenues of the combined electric, water and wastewater system. We treat the annual net
transfer to the city as an operating expense along with the bill adjustment from the FPEC that was phased out in 2022 and 2023. In
addition, we adjust the annual take-or-pay debt-related payment to the Southmost Regional Water Authority (SRWA; A2 stable) as a
debt service payment rather than an operating expense. BPUB's share of the payments range between $21-$2.3 million over the next
five years. This adjustment is due to the take-or-pay nature of the contract, along with the fact that the board is required to purchase
any other defaulting minority member's share of the plant should they not pay. The reverse osmosis water treatment plant has a total
production capacity of 10 million gallons per day. The board operates the plant and has a 92.91% ownership interest.

Liquidity

Total unrestricted and discretionary reserves decreased about 9% to $169 million. Liquidity measured by days cash on hand fell to 298
days in fiscal 2023, down from 382 days cash on hand in fiscal 2022 primarily due to high natural gas prices driving up fuel costs in the
operating expense denominator and a one-time cash payout of funds held in reserve for the Tenaska project, ultimately returning the
funds to customers since the project did not move forward.

BPUB has a $100 million commercial paper program backed by a letter of credit (LOC) provided by PNC Bank, N.A. (P-1). Access to
this additional source of liquidity benefits the enterprise because it is available for working capital and provides low cost initial funding
for capital projects. However, we did not adjust days cash on hand to incorporate the commercial paper program because the LOC
contains a material adverse change clause related to financial conditions. As of fiscal year end 2023 BPUB had a balance of $12 million
outstanding on the program.

Debt and other liabilities: Declining debt structure and rapid amortization allow room for future debt

Leverage remains in line with the sector median. BPUB's adjusted debt ratio fell to about 50% in fiscal 2023, primarily due to a lower
Moody's Adjusted Net Pension Liability (ANPL). The unadjusted debt ratio was unchanged year-over-year at about 37% and only
slightly higher than in fiscal 2020 (36%) before BPUB issued debt related to extraordinary Winter Storm Uri costs.

Direct debt outstanding totaled $284.0 million as of fiscal 2023, including $455,000 of junior lien bonds as well as a $12.0 million
commercial paper balance. SRWA's debt currently totals $19.6 million.

By practice, BPUB usually fixes out commercial paper with long-term debt once the balance reaches about $50 million. The five-year
forecast in the fiscal 2024 budget document assumes debt service will increase in 2028 due to the conversion of commercial paper
notes into long-term debt. More recently, BPUB has been funding ongoing capital improvement projects with internally generated cash
flow, keeping leverage in check and potentially pushing the timeline for long-term debt issuance. This may change depending on the
results of the integrated resource plan study currently underway, with a final report currently expected in early 2025. The board is also
considering an optimization project or increasing capacity at the SRWA desalination plant which would likely entail additional debt.

BPUB has a very good debt structure with capacity for future debt issuance. Debt service requirements have a steep drop in 2032, and
again in 2038 (Exhibit 3). Moreover, about half of BPUB's currently outstanding debt will be retired by 2030 (Exhibit 4).

Debt Structure
All of the debt is fixed rate. Annual debt service requirements are declining with a significant drop in 2032.
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Exhibit 3
Declining debt structure with capacity for additional future debt

BPUB Revenue Bonds BPUB Share of SRWA Revenue Bonds
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Source: Moody's Ratings; BPUB and SRWA official statements

Exhibit 4
About half of currently outstanding debt will be repaid by 2030
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Source: BPUB official statements; Moody's Ratings

Debt-related derivatives
None.

Pensions and OPEB

BPUB participates in the nontraditional, joint contributory, hybrid defined benefit pension plan administered by the Texas Municipal
Retirement System (TMRS). Moody's adjusted net pension liability (ANPL) for the system, under our methodology for adjusting
reported pension data, is $101.9 million as of fiscal 2023. This is higher than the reported net pension liability of $42.5 million. The
adjusted debt ratio, which includes the ANPL, is 50%.

Moody's ANPL reflects certain adjustments we make to improve comparability of reported pension liabilities. The adjustments are
not intended to replace BPUB's reported contribution information, or the reported liability information of the plans, but to improve
comparability with other rated entities.
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ESG considerations
Brownsville Public Utilities Board, TX's ESG credit impact score is CIS-3

Exhibit 5
ESG credit impact score
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ESG considerations have a limited impact on the current rating, with potential for greater negative impact over time.

Source: Moody's Ratings

Brownsville Public Utilities Board, TX's (BPUB) ESG credit impact score of CIS-3 indicates that ESG considerations have a limited
impact on the system's current rating with potential for greater negative impact over time due to exposure to environmental and social
risks.

Exhibit 6
ESG issuer profile scores

ENVIRONMENTAL SOCIAL GOVERNANCE
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Source: Moody's Ratings

Environmental

E-3. BPUB has moderate physical climate and water management risk primarily related to high water stress, which is balanced by
BPUB's long-term investments and the system’s “Superior” rating by the state regulator. The Rio Grande Valley is a major source of
water supply for the region and a prolonged drought in South Texas and northern Mexico has caused significant declines in reserves
in recent years. BPUB has made investments to bolster its resiliency to droughts through the development of a brackish water
desalination plant with regional partner utilities. The plant's ultimate configuration allows current capacity to be doubled if needed.
BPUB has moderate carbon transition risk related to fossil fuel generation exposure owing to the share of natural gas power supply in
its generation mix. BPUB eliminated its reliance on coal when the Oklaunion Power Plant was closed in 2020.

Social

S-3. BPUB faces moderate risk related to below average residential wealth and income levels raising affordability risks as BPUB
implements rate increases to fund capital investments. That said, the board has a good track record of increasing rates as needed and
uses a transparent, phased approach to avoid rate shock and curb customer pushback.

Governance

G-2. Like most municipal utilities, BPUB's rate-setting is not subject to regulatory approval. BPUB faces moderately negative risk
related to board structures and policies due to concentration of government ownership. The board is comprised of seven members,
six of whom are appointed by the City Commission to four-year terms, and the seventh member is the City's Mayor serving in an ex-
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officio capacity. Board meetings are open to the public and held every month. Transfers to the city's general fund relative to operating
revenue are average for the sector and well defined by ordinance.

ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.

Rating methodology and scorecard factors

The grid is a reference tool that can be used to approximate credit profiles in the industry in most cases. However, the grid is a
summary that does not include every rating consideration. Please see US Public Power Electric Utilities With Generation Ownership
Exposure for information about the limitations inherent to the grid. The grid indicated outcome of A2 is same as the assigned rating.

Exhibit 7
Rating factors
Brownsville Public Utilities Board, TX

Factor Subfactor Score Metric

1. Cost Recovery Framework Within Service Territory Monopoly with unregulated rate setting. Baa
Service area characteristics- GO rating.
Customer base stability

2. Wllingness and Ability to Recover Costs with Sound Financial Metrics Rate setting record. Timeliness of recovery. A
Political risk. Local Government Supportiveness.
General fund transfer policy

3. Generation and Power Procurement Risk Exposure Diversity of Supply. Reliability and cost of A
supply & distribution

4. Competitiveness Rate Competitiveness (compared to state Baa
average)

5. Financial Strength and Liquidity a) Adjusted days liquidity on hand (3-year avg) Aaa 317
(days)
b) Adjusted Debt ratio (3-year avg) (%) Aa 56.5%
¢) Adjusted Debt Service Coverage or Fixed A 1.7
Obligation Charge Coverage (3-year avg) (x)

Preliminary Grid Indicated Outcome from Grid factors 1-5 A2
Notch

6. Operational Considerations Construction risk, whether the utility is a vital 0.0
service provider

7. Debt Structure and Reserves Debt service reserves, special borrowing 0.0
arrangements and debt structure

8. Revenue Stability and Diversity Exposure to wholesale power markets, 0.0

customer concentration, diversity from
combined utility operations
Grid Indicated Outcome: A2

Source: Moody's Ratings
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