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Summary
Alabama Municipal Electric Authority's (AMEA, A1 stable) credit quality benefits from power

sales contracts with creditworthy participants until 2045, five years after the debt maturity

in 2040. The credit quality also reflects AMEA's strong financial performance with 7.0x fixed

obligation charge coverage (FOCC) in the fiscal year ended September 30, 2023 (fiscal 2023)

and sufficient liquidity supported by the implementation of energy charge adjustments

(ECAs). AMEA's recent participation in prepaid power transactions is credit positive because

these transactions improve resource visibility and reduce power costs. The requirements

service agreement (RSA) with Southern Power Company (Baa1 stable) will provide visibility

into power supply upon the expiration of the authority's power supply contract with Alabama

Power Company (APC, A1 stable), the main power provider, at year-end 2025.

The credit profile negatively reflects AMEA's high carbon transition risk, with coal accounting

for 39% of fuel supply in fiscal 2023. However, we expect the coal exposure to be completely

eliminated from the authority's fuel mix by 2026 upon the expiration of the power supply

contract with APC.

Credit strengths

» Power sales contracts that extend past the debt maturity in 2040 with participant

members that have a strong credit quality

» Power supply contracts with investment-grade suppliers through 2035

» Improved rate policies and demonstrated willingness to improve the liquidity profile

» Competitive wholesale rates in the region

Credit challenges

» High exposure to carbon transition risk, with coal accounting for 39% of fuel supply in

fiscal 2023

» Weak rate covenant with sum-sufficient net revenue coverage of debt service and surety-

funded debt service reserve fund

» Load growth constrained by flat population growth and enacted legislation, which limits

participants from extending their electric distribution system beyond their assigned

service territories

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1395652
https://www.moodys.com/credit-ratings/Alabama-Municipal-Electric-Authority-credit-rating-800000314?emsk=2&isMaturityNotDebt=0&isWithDrawnIncluded=0&emvalue=Alabama%20Municipal%20Electric&keyword=Alabama%20Municipal%20Electric
https://www.moodys.com/credit-ratings/Southern-Power-Company-credit-rating-600061556/summary
https://www.moodys.com/credit-ratings/Alabama-Power-Company-credit-rating-20250/summary
https://www.moodys.com/credit-ratings/Alabama-Power-Company-credit-rating-20250/summary
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Rating outlook
The stable outlook reflects our expectation the authority's financial performance will remain robust, driven largely by ECAs that

automatically trigger revenue increases to ensure that budgeted revenue is achieved.

Factors that could lead to an upgrade

» Substantial improvement in the weighted average participant credit quality

» Strong liquidity profile such that days cash on hand nears 200 days on a consistent basis

» Continued sound resource planning demonstrated by successful extension of long-term power supply arrangements with

creditworthy counterparties through debt maturity for a substantial portion of AMEA's power needs

Factors that could lead to a downgrade

» Decline in the weighted average participant credit quality

» Significant deterioration in the credit quality of AMEA's main power supplier

» Decrease in liquidity to less than 90 days cash on hand

» A fixed obligation charge coverage (FOCC) of less than 2.0x on a sustained basis

Key indicators

Exhibit 1

Alabama Municipal Electric Authority
Fiscal 2018-2023

 2018 2019 2020 2021 2022 2023

Total Sales (MWh) 3,229,206 3,202,141 3,073,186 3,097,412 3,205,555 3,203,298

Debt Outstanding ($000) 30,335 28,750 26,270 25,220 24,155 23,065

Adjusted Debt Ratio (%) 36.2 33.5 36.9 37.7 35.2 30.5

Adjusted Days Liquidity on Hand (incl. Bank Lines) (days)                   133                 147                  154                  176                   134                   118 

Fixed Obligation Charge Coverage (x)                  2.14                1.96                 3.05                 3.57                  6.20                  7.04 

Debt Service Coverage - Bond ordinance (x)                  1.77                1.86                 2.27                 2.16                  5.17                  5.94 

Source: Moody's Ratings

Profile
Alabama Municipal Electric Authority (AMEA) is a joint action agency that provides electricity to its 11 participant members that are

mostly located in southeastern and southern Alabama, under a full-requirements, take-and-pay power sales contract that expires in

2045. AMEA's members serve around 136,000 retail electric customers within a service territory with a population of 199,000.

AMEA owns a 95 MW GE LM6000 peaking facility, which has generally performed in line with peaking facilities with availability factors

above 95% since commercial operations began in May 2004. There is no long term services agreement but all internal work related to

the combustion turbines is done by either General Electric or TransCanada (certified OEM service providers). Rest of the plant servicing

is done mostly through local contractors, and AMEA performs its own O&M.

AMEA purchases firm network integration transmission services under the Southern Company Open Access Transmission Tariff to

deliver electric power to serve the AMEA members’ loads.

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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Exhibit 2

AMEA's participant members are located in the state of Alabama

Source: AMEA

Detailed credit considerations

Revenue-generating base

AMEA's credit profile incorporates our expectation of predictable cash flow from a pool of creditworthy municipal members, supported

by a robust contractual structure.

AMEA generates all of its revenue pursuant to a full-requirements power sales contract with its 11 participant members (weighted

average credit quality of A1) through 2045. The contracts authorize the authority to set rates that will produce sufficient revenue to

cover each participant's share of operating, capital and debt service costs. We expect the weighted average participant credit quality

to remain at current levels given the quality and stability of the participants' local economies. None of the participating members

currently own any generation capacity and purchase all of their bulk power and energy from the authority and Southeastern Power

Administration (SEPA). The top three participants generated almost 80% of the authority's revenue in fiscal 2023: the Utilities Board of

the City of Foley, AL (Aa2) accounted for around 41% of revenue; the City of Dothan, AL (GOLT rating Aa2), around 26%; and the City

of Opelika, AL (GOLT rating Aa2), around 12%.

In terms of resource risk management, AMEA has managed its portfolio well by entering into contracts with investment-grade

counterparties until year-end 2035. Under AMEA's power supply contract, APC is currently the authority's main power provider,

accounting for 75% and 59% of total energy and capacity in fiscal 2023, respectively. The remainder comes from:

» 25 MW of capacity and energy pursuant to the Southern Power natural gas PPA expiring in 2025;

» AMEA’s 95 MW peaking power project;

» SEPA allocations;

» 100 MW of a solar energy pursuant to a PPA, expiring in 2043, with the Blackbear Solar plant located near Montgomery, fully

owned by Lightsource Renewable Energy US; and
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https://www.moodys.com/credit-ratings/Utilities-Board-of-the-City-of-Foley-AL-credit-rating-800012932/summary?emsk=2&isMaturityNotDebt=0&isWithDrawnIncluded=0&emvalue=the%20Utilities%20Board%20of%20the%20City%20of%20Foley&keyword=the%20Utilities%20Board%20of%20the%20City%20of%20Foley
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» 50 MW of capacity and energy under a fixed-price PPA with Morgan Stanley Capital Group Inc. (MSCG, Aa3 stable) expiring in

2025. The authority also executed a five-year fixed-price PPA for 200 MW of baseload capacity and energy with MSCG starting

January 1, 2026. The PPA includes an option for MSCG to extend the term for an additional five years at the same fixed price.

Upon the termination of the power supply contract with APC at year-end 2025, Southern Power will provide 100% of AMEA's energy

and capacity requirements (other than the capacity and energy met by the authority’s other resources and any future solar or energy-

only resources the authority decides to purchase) until year-end 2035.

In 2023, the authority improved its resource visibility further by participating in two prepaid power transactions with Energy Southeast,

A Cooperative District of which AMEA being its sole member. Under the contracts, on average, 90,532 MWh/month of energy will

be provided over a 30-year period. This roughly corresponds to one-third of AMEA's participants' current energy needs. Under the

contracts, energy will be sold on a pay-as-you-go basis at a fixed contract price with a discount until year-end 2025. Staring 2026, the

contract will reflect a discounted index price.

AMEA secured around 9% savings through the prepaid power contracts and expects a 25% reduction in its power supply cost starting

January 2026 under the RSA with Southern Power Company. These improvements should eventually benefit the participants due to the

decrease in rates and thus improve the competitiveness of the authority.

Financial operations and position

AMEA's financial performance will remain strong in fiscal 2024, similar to that in fiscal 2023. In fiscal 2023, the authority maintained

its low leverage levels with an adjusted debt ratio (including net pension liabilities) just below 31%. In fiscal 2023, FOCC also improved

slightly to 7.0x from 6.2x in fiscal 2022, mainly reflecting reduced plant operating expenses and increase in interest income. The

implementation of ECAs since 2013, which automatically trigger revenue increases to ensure that budgeted revenue is achieved, has

supported resilient credit metrics and increased liquidity, enabling AMEA to better withstand unexpected events that could significantly

affect its credit quality.

To help the members from historically high natural gas prices in 2022, AMEA transferred $6 million from its unrestricted reserves

to the members through the authority’s fuel adjustment factor on the monthly power billings. Around the same time, AMEA also

established a hedging program to protect itself and its members from energy and natural gas price fluctuations. AMEA oversees all

hedging activities through a hedge committee. While AMEA incurred around $6.9 million expenses from its first natural gas swap

transaction in fiscal 2023, in the long run, the use of hedging programs will directly benefit the members, especially during the years

when gas prices show significant volatility.

Liquidity

AMEA maintains sufficient liquidity at 118 days cash on hand (or $74.3 million in unrestricted cash and investments) as of the end of

fiscal 2023. Designed to enhance reserves through non-peak periods, Factor C, one of the ECAs, help AMEA maintain strong liquidity.

Starting fiscal 2022, the authority decided to deactivate Factor C as the contribution from Factor C adjustments is not needed anymore

because of strong financial performance. However, Factor C is still part of the rate structure, and the authority can activate it if there is

a need in the future.

Debt and other liabilities

As of fiscal 2023, AMEA had a manageable leverage profile, with $23.1 million in 2020 Series A Taxable Power Supply Revenue

Refunding Bonds outstanding. The adjusted debt ratio (which includes net pension liabilities) was low at 31% in fiscal 2023 and is likely

to continue to decline as AMEA has no plan to increase leverage over the next five years.

Legal security

AMEA's 2020 Series A Taxable Power Supply Revenue Refunding Bonds are secured by the revenue AMEA receives under its take-and-

pay, all-requirements power sales contracts with its 11 participant members. Payments under these agreements are established at a

level sufficient to cover expenses and debt service; these contracts expire in 2045, five years after the bond maturity.

The rate covenant on the bonds is sum-sufficient, and the debt service reserve requirement sized at maximum annual debt service of

around $1.7 million is surety-funded. Each member has agreed, pursuant to its contract, to pay deficiencies on a pro rata basis if net
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revenue is insufficient to meet debt service. The security package also includes an interest in all funds established by the authority

including construction funds, operating and maintenance funds, general reserve funds and debt service reserve funds.

Debt structure

All debt is fixed rate and debt service payments are flat through the bond maturity. In 2020, the authority refinanced its 2013 Series A

bonds, which extended debt maturity to 2040 from 2033 in conjunction with the extension of the members' agreements until 2045.

As Exhibit 3 shows, annual debt service averages $1.7 million per year, versus $2.7 million before the refunding, resulting in debt service

savings of around $1 million.

Exhibit 3

Decreased annual debt service obligations following the issuance of refunding bonds
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Source: AMEA

Debt-related derivatives

None.

Pensions and OPEB

Pension cost and liability is not a source of pressure for AMEA and will remain manageable. AMEA contributes to the Employees'

Retirement System of Alabama, a defined benefit retirement plan administered by the state of Alabama. AMEA's reported net pension

liability as of fiscal 2023 was $3.1 million, compared with Moody’s-adjusted net pension liability of $4.9 million in the same period.

Under our standard adjustments, we value liabilities completely independent of asset composition or return expectation, using a

market-based discount rate for high-quality taxable bonds as a proxy for the risk of pension benefits. The discount rate under our

standard adjustments was 5.17%, versus 7.45% per AMEA's annual actuarial funding valuation report as of fiscal 2023.
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ESG considerations

Alabama Municipal Electric Authority's ESG credit impact score is CIS-3

Exhibit 4

ESG credit impact score

Source: Moody's Ratings

AMEA’s ESG Credit Impact Score of CIS-3 indicates that ESG considerations have a limited impact on the current credit rating, with

greater potential for future negative impact over time.

Exhibit 5

ESG issuer profile scores

Source: Moody's Ratings

Environmental

AMEA’s E-4 issuer profile score largely reflects its dependence on coal-fired generation to meet the energy needs of its participants.

That said, AMEA's coal exposure declined to 39% in fiscal 2023 from 45% in fiscal 2015 and we expect it to be eliminated from the

authority's fuel mix by 2026 upon the expiration of the power supply contract with Alabama Power Company (A1 stable). Additionally,

AMEA has high exposure to physical climate risks as the service area has high heat stress exposure, in addition to medium risks for

hurricanes and typhoons, water stress and wildfire.

Social

AMEA’s S-3 issuer profile score considers public concerns regarding carbon emissions and moderately negative exposure relating to

responsible production, which considers its sizable amount of energy sourced from nuclear assets.

Governance

AMEA’s G-2 issuer profile score reflects governance quality that is broadly in line with other joint action agencies and does not pose a

particular risk.

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.
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Methodology and scorecard
The principal methodology used in this rating was the US Municipal Joint Action Agencies methodology, published in December 2022.

The scorecard-indicated outcome for fiscal 2021-2023 is A1, in line with the assigned rating on the revenue bonds.

Exhibit 6

Rating factors
Alabama Municipal Electric Authority

Factor Subfactor Score Metric

1. Participant Credit Quality and Cost 

Recovery Framework

a) Weighted Average participant credit quality. Unregulated rate 

setting including participants. Cost recovery structure and 

governance. 

A1

2. Resource Risk Management a) Resource Diversity. Asset quality and complexity. Resource 

supply contract terms and counterparty credit quality. Wholesale 

market purchase exposure

A

3. Competitiveness a) Cost competitiveness relative to regional peers A

a) Adjusted days liquidity on hand 

(days)
A 143

b) Adjusted debt ratio (3-year avg) (%) Aaa 34%

c) Fixed obligation charge coverage ratio 

(3-year avg) (x)
Aaa 5.6

5. Willingness to Recover Costs with Sound 

Financial Metrics

a) Rate Setting Record. Timeliness of rate recovery. Stability and 

strength of financial metrics 
Aa

Notching Conventions Notch 

1 - Contractual Structure and Legal Environment 0

2- Participant Diversity and Concentration 0

3 - Construction Risk 0

4 - Financing Structure -0.5

5 - Unmitigated Exposure to Wholesale Power Markets 0

Scorecard Indicated Outcome:        A1

4. Financial Strength and Liquidity

Source: Moody's Ratings
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