Central Coast Community Energy, CA Assigned 'A'
Issuer Credit Rating
October 16, 2020
CENTENNIAL (S&P Global Ratings) Oct. 16, 2020--S&P Global Ratings assigned its 'A' issuer credit
rating (ICR) to Central Coast Community Energy (3CE), Calif. The outlook is stable.

PRIMARY CREDIT ANALYST

3CE is a joint powers agency (JPA) originally formed in 2017, and expanded in 2019 and 2020, to
procure retail electric commodity on behalf of about 439,000 electric customers across 33
member cities, counties, and towns throughout California's Central Coast. The incumbent
investor-owned utilities (IOUs) deliver the electricity across their existing infrastructure.

Centennial

While 3CE operates as a JPA with many member cities, it simultaneously provides direct retail
service to all of its customers (albeit through the billing systems and physical assets of the
incumbent IOU.) Given this direct retail service, S&P Global Ratings views 3CE's creditworthiness
under the scope of our retail electric criteria.
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"The rating reflects our opinion of 3CE's strong enterprise and financial risk profiles," said S&P
Global Ratings credit analyst Doug Snider.
The strong enterprise risk profile reflects our view of the community choice aggregator's (CCA's):
- Large customer base with robust income levels;
- Solid, albeit brief, track record of customer retention;
- Protective JPA member agreements with municipalities, compared with retail customers who
retain the right to depart the CCA;
- Diverse power supply and low cost of power;
- Credit-supportive policies and procedures including fundamentally robust JPA contracts,
robust long-term financial forecasting, and a balanced approach to power supply management
and contract procurement;
- Limited direct exposure to wildfires through California's strict liability standard and inverse
condemnation due to the absence of ownership of transmission and distribution assets; and
- Core mandate to provide renewable power, which positions 3CE well for California's renewable
portfolio standard.
Offsetting these factors are 3CE's direct retail competition with the IOUs, which constrains the
CCA to maintain rates comparable with the incumbent IOUs. The CCA also faces
power-procurement constraints, as the utility must balance its obligation to enter into long-term
contracts with a potentially volatile load profile (and must balance its renewable mandates with
the need for reliable baseload energy), and the risk of members exiting the CCA.
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The strong financial risk profile reflects 3CE's robust liquidity, debt-free balance sheet, and the
expectation that fixed cost coverage will trend down as the utility shifts to a cost-of-service
rate-setting model.
We believe the CCA's direct environmental risks are low, based on its plans to service 100% of its
energy needs through long-term, fixed-price renewable purchase power agreements (PPAs) by
2030. Yet, as a practical matter, the intermittency of renewable resources might frustrate the CCA
from achieving those goals in the absence of storage technology breakthroughs. The CCA faces
social risk related to COVID-19, as efforts to protect the health and safety of the community may
affect the utility's financial metrics if customers continue to be unable to pay utility bills in a
timely fashion. We note the CCA deferred 50% of its retail generation charges in May and June
2020 to provide customers with financial relief. Plans to recoup the majority of that lost revenue
over the next year will depend on the strength of the local, state, and national economic recovery.
Finally, we view the utility's governance factors as generally credit-supportive, as they include
robust JPA member agreements, full rate-setting autonomy, strong policies and planning, and a
proactive and experienced management team. However, the potential for retail customer opt-out
tempers our view of the CCA's governance factors somewhat.
The stable outlook reflects our assessment of 3CE's record of customer retention since its 2017
inception. In addition, after it builds up cash reserves, 3CE plans to further reduce rates relative to
those of PG&E, which should further incentivize retail customers to remain with the CCA. The
outlook further reflects the utility's robust cash reserves, providing ample cushion in the face of a
potentially volatile load profile.
We could lower the rating if customers continue to struggle to make timely bill payments. While
unexpected, If 3CE were to experience significant retail customer opt-out or lose one or more of its
member cities or counties, it could be forced to sell surplus contracted power to the market. In the
event market prices were significantly below those of 3CE's portfolio, the utility could face
significant financial pressure, which, in turn, could lead us to lower the rating.
We do not expect to raise the rating in the next two years given 3CE's inherent risks posed by the
direct competition for its entire retail customer base; the recessionary pressures that are having
an observable effect on collections; and the utility's projections that include reducing rates after
building up liquidity, which will lower fixed charge coverage metrics.
RELATED RESEARCH
- Through The ESG Lens 2.0: A Deeper Dive Into U.S. Public Finance Credit Factors, April 28, 2020
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 www.standardandpoors.com for further information. Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column.

www.spglobal.com/ratingsdirect

October 16, 2020

2

Central Coast Community Energy, CA Assigned 'A' Issuer Credit Rating

Copyright © 2020 by Standard & Poor’s Financial Services LLC. All rights reserved.
No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any
part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or
retrieval system, without the prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The
Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers,
shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results
obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is”
basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are
expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any
security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be relied on
and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While
S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of reasons
that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a
credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for
certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole
discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as
well as any liability for any damage alleged to have been suffered on account thereof.
S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their
respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P
has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each
analytical process.
S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors.
S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com (subscription), and may be distributed through other means,
including via S&P publications and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

www.spglobal.com/ratingsdirect

October 16, 2020

3

