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Infrastructure and Project Finance

Pend Oreille County P.U.D. 1, WA

Update to credit assessment following upgrade

Pend Oreille County Public Utility District 1, WA's (POPUD or the district, A2 stable) credit
profile considers the contracts it has in place to sell its excess power, its rural service territory
in the northeastern corner of Washington State and its track record of strong liquidity. The
district's contract with Clark County Public Utility District 1 (Clark PUD, Aa3 stable), coupled
with the contractual protections the district has in place to supply power to a cryptocurrency
miner, Merkle Standard Infrastructure, largely addresses wholesale market risk and hydrologic
risk through 2041 while maintaining comfortable financial metrics. The district’s credit profile
is also supported by its strong liquidity, conservative management team and the long-term
value of its carbon-free hydro generation assets.

The district's strong financial performance also supports its credit profile. POPUD maintained
a robust liquidity position with 428 days cash on hand (DCOH) and produced solid financial
metrics with a pension-adjusted debt ratio of 38.4% and a debt service coverage (DSCR)
ratio of 216x in fiscal 2024. Looking forward, we expect the district's DSCR and liquidity
position to decline modestly in fiscal 2025 while remaining within expectations for the rating
category. Over time, financial metrics should benefit from the downside support provided by
the Merkle and Clark PUD contracts and de-risking POPUD's business profile.

Other key factors supporting POPUD's credit quality include its very strong management
team with a long track record of conservative risk management; ownership of or access

to competitively priced hydro generation; low retail rates and a demonstrated willingness
to raise rates. POPUD's access to carbon-free hydro generation is a core strength that is
attractive within the wholesale markets and should facilitate its ability to resell power in the
region on a sustained basis.

Credit strengths

» Access to carbon-free hydro generation assets

» Long-term contracts with creditworthy counterparties effectively eliminates wholesale
market and hydrologic risk through 2041

» Strong liquidity position
» Demonstrated willingness to raise rates when necessary

» Strong management team with long track record of a conservative, risk-averse
governance philosophy

Credit challenges
» Box Canyon production and debt service costs are high

» Rural service area with below-average resident incomes


https://moodysanalytics.fra1.qualtrics.com/jfe/form/SV_6nSiBDZYONp8Y7Q?pubid=PBM_1473894

Moody's Ratings Infrastructure and Project Finance

» Significant excess power production capacity relative to service area requirements

Rating outlook
The stable outlook reflects our expectation that POPUD will continue to generate strong financial metrics and maintain its robust
liquidity position while fulfilling the terms of its contracts and maintaining competitive electric rates for its service territory.

Factors that could lead to an upgrade
An upgrade could occur if the district is able to sustain DSCRs above 2.5x, an adjusted debt ratio below 35% and DCOH above 250
days while maintaining its long-term contract arrangement with Clark PUD or other creditworthy counterparties.

Factors that could lead to a downgrade

A downgrade could occur if the district experiences significant weakening of financial metrics such that liquidity falls below 150 DCOH,
if Moody's consolidated DSCR falls below 1.5x on a sustained basis, or if structural protections incorporated into the contractual
arrangements do not work as anticipated.

Key indicators

Exhibit 1
Pend Oreille PUD Key Financial Indicators

2020 2021 2022 2023 2024
Total Sales (mwh) 991,904 1,206,493 1,454,423 1,495,242 1,483,249
Debt Outstanding ($000) 145,978 140,987 136,287 131,099 125,921
Debt Ratio (%) 44.2 43.2 413 38.4 35.6
Pension Adjusted Debt Ratio (%) 55.9 51.8 46.4 422 384
Total Days Cash on Hand (days) 548 471 363 367 428
Debt Service Coverage Ratio (x)* 1.33 1.36 217 2.57 2.16

* Moody's DSCR calculation excludes liquidated damages from the PNC bankruptcy from 2021 to 2024.
Source: Moody's Ratings, POPUD Audited Financial Statements

Profile

Pend Oreille County Public Utility District 1 (POPUD) operates a utility system that generates and delivers electricity to approximately
10,100 retail customers in Pend Oreille County, which is located in the northeastern part of Washington State. POPUD also provides
other services such as water and wholesale fiber-optic, although these services represent a smaller portion of revenues and assets.

Detailed credit considerations

Long-term contract with a creditworthy counterparty largely addresses wholesale market risk and hydrological risk
POPUD's long-term offtake contract with Clark PUD (Aa3 stable) de-risks the district's business profile because Clark PUD is a
creditworthy, long-term buyer of power - a material credit positive. The contract with Clark PUD is a power sales agreement effective
January 2026 through December 2041 with options to extend in 3-year increments. Under its terms, Clark PUD will purchase all
power generated by the Box Canyon Dam along with all related RECs. The Box Canyon Dam averages about 475,000 megawatt hours
generated per year. Clark PUD assumes both hydrologic and market price risk for the asset from POPUD. Payment terms include
predetermined payments for fixed costs, a variable cost component adjusted for inflation, and an environmental attribute adder based
on the asset's production. The contract pricing includes coverage for projected dam maintenance costs and for debt service payments
on the rated Box Canyon debt. The agreement is a credit positive for both counterparties as it substantially de-risks POPUD's business
profile while helping Clark PUD meet its clean energy resource objectives.

The Clark agreement solves the district’s excess wholesale power position on a long-term basis. Its term runs from January 2026 to
December 2041; POPUD’s last debt maturity is in 2048. There are also extension periods available in the contract that can extend the

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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agreement until 2053, which is well beyond the life of the debt. With Clark's commitment to clean energy and carbon reduction, this
partnership is expected to work out well for both parties. Under the Clark agreement, POPUD will sell all energy produced by the Box
Canyon hydroelectric project to Clark PUD. The agreement also states that Clark PUD will pay for the expected dam costs and any debt
service payments associated with the power plants modernization and the environmental mitigation modifications made by POPUD
over the last decade.

Contractual protections limit district's exposure to cryptocurrency miner

POPUD recently signed a new agreement with Merkle Standard Infrastructure, formerly Cascade, a data center and cryptocurrency
miner that purchased the defunct Ponderay Newsprint Company (PNC) mill site in 2021. In October 2025, POPUD signed a multi-year
contract with Merkle that extends the agreement until December 2029. The agreement allows for purchases of up to 85 MWs of power
(versus 55 MWs under the previous agreement) primarily from market resources on a non-specified resource basis. The contract terms
are structured to limit the district's exposure to volume and price risk from a large industrial customer like Merkle. Terms include pre-
payment requirements for purchased power and service delivery on a take-or-pay basis along with a true-up to fully mitigate pricing
risk, termination provisions if the customer fails to make payments in accordance with the agreement and subordinate priority to the
district's general service load requirements. The district holds a standby letter of credit from Merkle for $1.4 million.

FERC's license amendment approval eliminates large future capital expenditures

FERC approved the district's request to amend its license for its Box Canyon Dam in December 2021. The amendment saves the district
about $55 million in capital expenditures by lifting the requirement to install additional fish passages at both Box Canyon and Calispell
Creek. In place of the capital spending, the district entered into a settlement with the Kalispel Tribe of Indians. Under the terms of

the Off-License Settlement Agreement (OLSA), the district will pay a fixed fee to the Kalispel tribe to oversee watershed and habitat
conservation programs and contribute to construction of a fish passage at Albeni Falls Dam, a federal dam upstream from the Box
Canyon Dam. The OLSA became effective upon FERC's approval of the license at the end of 2021.

Financial Performance
Strong financial metrics are supported by new contracts and risk insulation

We expect that cash flows from POPUD's contract with Clark will support its financial metrics. Additionally, the district executed the
new contract with Merkle Standard Infrastructure, which runs through December 2029. The agreement is based on cost reimbursement
and contemplates a collateral deposit to cover the district's various additional expenses associated with providing power to Merkle.

POPUD’s consolidated DSCR in 2024 was 2.16x, relative to 2.57x in 2023 and 2.17x in 2022. Moody's calculated DSCR excludes
liquidated damages payments associated with PNC's bankruptcy from its calculation. Looking forward, we expect the district's DSCR to
remain around 2.0x, which is within expectations for the rating category. The district's adjusted debt ratio was 38% in 2024 and should
continue to fall as existing debt amortizes. Over time, financial metrics should benefit from the downside support provided by the Clark
PUD contracts and the de-risking of POPUD's business profile.

LIQUIDITY

At fiscal year-end 2024, the district had very strong liquidity of 428 DCOH. It had $69 million of available liquidity at year end,
comprised of total unrestricted cash and investments plus monies held in its rate stabilization fund. The district's liquidity is also
strengthened by the growth of wholesale power prices, which drives up the district's wholesale revenue. While the DCOH metric is
expected to decline over time owing to the de-risking efforts by the district, liquidity is anticipated to remain a strong consideration
supporting the rating category.

Debt and Other Liabilities
The district has maintained strong debt ratios in the low 40% range in recent years and debt ratio adjusted for pension liabilities in the
range of 38-56%.

DEBT STRUCTURE
The district’s long-term debt consists of fixed rate bonds that amortize over time. The district currently has $125.9 million in debt
outstanding.
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DEBT-RELATED DERIVATIVES
None.

PENSIONS AND OPEB

The district participates in Washington State's multiple employer Public Employees Retirement System (PERS) pension plan. At year-
end 2024, the district had net pension surplus of around $1.1 million and the district made total contributions in 2024 of $857,481,
which was around 1% of operating revenues.

Moody's adjusted net pension liability (ANPL) in fiscal 2024 was $8.4 million. Moody's adjusts the reported pension liabilities of
entities that report under governmental accounting standards, to enhance comparability across rated issuers. Under governmental
pension accounting, liabilities are discounted using an assumed rate of investment return on plan assets. Under our adjustments, we
value liabilities using a market based discount rate for high quality taxable bonds, a proxy for the risk of pension benefits.

Management and Governance

POPUD's management team has a long track record of conservative risk management. The district's governing body is comprised of
three independent board of commissioners elected in staggered six-year terms. Management has historically operated conservatively,
eschewing exposure to derivative instruments and minimizing its net exposure to market based revenues. Additionally, POPUD's
demonstrated willingness to raise rates is a key credit strength. The most recent rate increase of 4.25% went into effect in April of
2025 and was approved to help the district cover rising costs, inflation and continued infrastructure investment.
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ESG considerations
Pend Oreille County P.U.D. 1, WA's ESG credit impact score is CIS-2

Exhibit 2
ESG credit impact score

C I S 2 Negative Positive
- impact impact
Score v
]

ESG considerations do not have a material impact on the current rating.

Source: Moody's Ratings

POPUD's CIS-2 indicates that ESG attributes are not material to the rating. POPUD’s CIS-2 reflects its moderately negative
environmental risk, and low social and governance risks.

Exhibit 3
ESG issuer profile scores
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Source: Moody's Ratings

Environmental

POPUD's exposure to environmental risks is E-3 owing to district's ownership and operating responsibility for large hydro generation
assets. However, POPUD's exposure to carbon transition has a positive impact on the district's credit profile, particularly the value that
third parties place on its hydro resources. Having excess carbon free power has enabled POPUD negotiate contractual arrangements
that have transferred hydrologic, market and commodity risks to offtakers.

Social
POPUD's S-2 for social risks reflects some negative demographics given POPUD's rural service territory owing to its remote location in
the northeast corner of Washington state, balanced against a positive relationship with local indigenous tribes.

Governance

POPUD's G-2 governance score recognizes the strength of the district's conservative, resourceful management team that boasts a
strong track record of protecting its financial position and liquidity profile. It has demonstrated this by contracting its offtake with
creditworthy counterparties in a variety of ways as well as by its past action to preemptively address damages in response to financial
distress at a large industrial customer. Management has a proven track record of strong financial strategy as well as risk management.

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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Rating methodology and scorecard factors
The principal methodology used in this rating was US Public Power Electric Utilities With Generation Ownership Exposure published in
January 2023. Please see the Rating Methodologies page on www.moodys.com for a copy of this methodology.

Exhibit 4
US Public Power Electric Utilities with Generation Ownership Methodology Grid
Pend Oreille County PUD 1, WA

Factor Subfactor Score Metric
1. Cost Recovery Framework Within Service Territory A
2. Wllingness and Ability to Recover Costs with Sound Financial Metrics A
3. Generation and Power Procurement Risk Exposure A
4. Competitiveness Aa
5. Financial Strength and Liquidity a) Adjusted days liquidity on hand (3- Aaa 386
year avg) (days)
b) Adjusted Debt ratio (3-year avg) (%) Aa 42.3%
c) Adjusted Debt Service Coverage or Aa 23

Fixed Obligation Charge Coverage (3-
year avq) (x)

Preliminary Grid Indicated Outcome from Grid factors 1-5 A1
Notch
6. Operational Considerations 0
7. Debt Structure and Reserves 0
8. Revenue Stability and Diversity -0.5
Grid Indicated Outcome: A1

Source: Moody's Ratings
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