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1 Background 
 
Baker Tilly Virchow Krause, LLP (“Baker Tilly”, “we”, “us”) was engaged by GRDA to provide consulting 
services to conduct a review of GRDA’s performance relative to its peers and to provide information that 
could be released publicly  on the benefits that GRDA brings to the State of Oklahoma. Our analysis also 
includes an analysis of the economic impact of the rate differential of GRDA members under the GRDA 
cost structure vs. the cost structure of investor owned utilities. 
 
The results of our review are contained in the following sections of this report. 
 
2 Benefits of public power utilities1 
 
There are many benefits to public power versus privatization. Some of these include: 
 

2.1. Lower Cost of Financing and Its Impact on Rates 

Public power utilities have the ability to issue tax-exempt debt resulting in lower interest rates. A 
private company can use private debt, equity or a combination of both to fund needed capital 
improvements. In most cases, private financing is usually a higher cost option. Since in all but a 
few very limited situations, the return that lenders receive from debt issued by private companies 
is taxable, the interest rates demanded by the lenders is typically two to three hundred basis 
points higher than the interest rates for tax-exempt debt. Additionally, the return on equity 
required by most private companies is usually in the range of 10% to 15%, resulting in a cost of 
capital that is considerably higher than the cost of tax-exempt financing which has a cost that 
ranges from 4% to 7%, depending on current economic conditions and the bond rating of the 
entity issuing the debt. 
 

2.2. Local Control 

Another benefit of public power is the amount of control over the assets used to provide an 
essential service. The decision making process used by private companies is markedly different 
than the process used by governmental entities. Public entities must take factors other than profit 
into consideration such as social, cultural and political factors. This conflict of interest has been 
the driving force behind a number of municipalities’ attempts to gain control of the utilities that 
serve their citizens from the private companies that were currently providing service.  
 

2.3. Equal or Greater Quality of Service  

Public power utilities’ primary mission better equip them for greater quality of reliable service over 
maximizing profit compared to their private counterparts. Common cost reducing practices often 
performed by private companies may result in declining service quality if they are not 
implemented responsibly. Similarly, a reduction in the labor force, a common cost containment 
practice performed by private companies, will obviously reduce costs, but it may also mean that 
the remaining staff will not be able to respond to emergency situations as quickly.  

  

                                                      
1 References: Rural Water Partnership Fund White paper & APPA 
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2.4. Adequate Investment in Assets 

Public power utilities non-for-profit status tends to be better aligned to provide adequate 
maintenance, repairs, and replacements than their privatized counterparts. Under some of the 
privatization models the private partner assumes full or at least primary responsibility for keeping 
the assets in good working order and in a state such that the assets are capable of meeting the 
long term needs of the utility’s customers. This responsibility requires that the private partner 
make an appropriate financial investment in maintenance, repair and replacement. If this 
investment is not made, the system can deteriorate and performance and service quality can be 
compromised. Private companies may be averse to spending large sums on maintenance, repair 
and replacement unless they are able to realize an appropriate financial return on this investment. 
Unless the service fee paid to the private partner includes an appropriate allowance for 
maintenance, repair and replacement, it is quite possible that these activities will be under funded 
and the condition of the assets will decline. 
 

2.5. Other Benefits 

In addition to the specific benefits listed above, a public power utility has many other distinct 
characteristics that benefit the consumers of the individual community it serves. These benefits 
include: 

 
 Equal or greater reliability 
 Efficient service – lowest cost consistent with reliability, goals of customer communities and 

sound business practices 
 Emphasis on long-term community goals 
 Quick response from crews located in the region 
 Not-for-profit status – lower costs and no split allegiance between customers and 

stockholders 
 Utility use of local establishments and financial institutions 
 Local employment 
 Economic development – not-for-profit electricity attracts and keeps businesses 
 Recognized commitment to conservation, safety and the environment 
 No economic bias toward high cost, capital intensive techniques or technologies 
 Innovative techniques and technology to meet energy needs 
 A competitive standard against which the service of all utilities may be measured 
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3 Financial and Operating Analysis in comparison with peer group 
 
We reviewed GRDA’s financial and operating ratios in comparison with the selected group of peer 
entities.  
 
Peer Group 
 
Peer group selection was made based on their geographic location and similar operating characteristics 
with GRDA and having wholesale power customers. The peer group includes: 
 

 Geographic Location:  
o Public Service Company of Oklahoma (PSO) 
o Oklahoma Gas and Electric (OG&E) 
o Empire District Electric Company (Empire) 
o Oklahoma Municipal Power Authority (OMPA) 
o Western Farmers Electric Cooperative (Western Farmers) 

 Similar Governance:  
o South Carolina Public Service Authority (Santee Cooper) 
o Lower Colorado River Authority (LCRA) 
o Nebraska Public Power District (NPPD) 

 
Benchmarking Ratios 
 
The following ratios were selected to measure GRDA’s financial operating performance against its peers: 

 Total O&M expense per MWH Sold 
 Total Operating Revenue per MWH Sold 
 Current Ratio 
 Debt to Asset Ratio 
 Generating Availability Percentage 

 
Benchmarking Summary 
 
Based on our benchmarking review, Baker Tilly concludes that compared to its peer group, GRDA’s lower 
cost structure allows it to keep lower than average rates for its customers. GRDA’s financial health based 
on liquidity and solvency is better or similar to its peers. In terms of operations, GRDA’s customers benefit 
from higher than average generating availability percentage.  
 
Financial and operating ratio results for GRDA and its peers have been detailed below. The ratios were 
calculated using the 3 year average for 2008-2010. Our analysis also includes GRDA’s projected data as 
applicable. In some situations, our analysis included normalizing the data in order to provide better 
comparability across the peer group.  
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Benchmarking Details 

3.1.  Total Operation and Maintenance (O&M) Expense per MWH Sold 

 

Total O&M Expense per MWH Sold = 
Total O&M 

MWH Sold 
 
This ratio is the broadest measure of operating cost. As shown in Figure 1, GRDA’s O&M expense per 
MWH sold ($34.60) is significantly less than the median of the peer group of $57.90 and also less than 
the median of $68 per APPA’s 2010-2011 Statistical Report (using 2008 data).   
 
Figure 1 .Total O&M Expenses per MWh Sold 
 

 
 
Data for this ratio was compiled from the utilities’ financial statements for 2008, 2009, and 2010, using the 
3-year average. The O&M expense amounts are the utilities’ total O&M on their income statement which 
includes fuel. The MWH Sold was derived from the statistical section of the utilities’ financial reports or 
FERC Form 1 reports. Since O&M expenses are for the entire utility, the MWH Sold includes both retail 
(where applicable) and wholesale power sales. The MWH sold data for LCRA was not included in their 
financial report, but was provided directly from LCRA management. 
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3.2.  Total Operating Revenue per MWH Sold 

 

Total Operating Revenue per MWH Sold = 
Total Operating Revenue 

MWH Sold 
 
This ratio measures the amount of revenue received for each megawatt-hour of electricity sold and can 
be used as a proxy for rates for customers. In order to provide a more comprehensive view, we have 
reviewed the data in three different ways. 
 
3.2.1 Total Revenue per MWh Sold for All Sales 
 
As shown in Figure 2, when comparing Total Revenue per MWH Sold for all sales (retail and wholesale), 
GRDA is significantly lower than the median of the peer group, indicating its rates are less than the peer 
group.  
 
Figure 2. Total Operating Revenue per MWH Sold 
 

 
 
Data for this ratio was collected through gathering data from the Utilities’ financial statements for 2008, 
2009, and 2010, and using the 3-year average. The MWH Sold and revenues include all sales (retail and 
wholesale). The MWH Sold data for LCRA was not included in their financial report, but was provided 
directly from LCRA management. 
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3.2.2. Total Revenue per MWH – Wholesale Only. Comparison with IOU’s 
 
As shown in Figure 3, compared to peer utilities for wholesale data only, GRDA’s ratio ($45.03) is 
significantly lower than OMPA’s ($62.39) and slightly lower than the average of peer IOU’s ($45.92) 
based on the three year historical average. Further, GRDA is planning on implementing a reduced base 
rate for 2011 - 2020. The base rate will be reduced from $43.00 in 2010 to $42.30 in 2011 with a 
continuing decrease to $41.70 in 2012 and to $38.20 during 2013-2020, representing an overall rate 
decrease of $1.50 per MWh from the 2008-2010 3-year average rate to the 2013-2020 rate. 
 
Figure 3. Total Revenue per MWh – Wholesale Only. Comparison with OMPA and IOU’s 

 

 
 
Data for the calculation above came from GRDA’s Continuing Disclosure reports for 2008 – 2010. A three 
year average was used. The GRDA Adjusted rate was calculated by adjusting the 3-year historical 
average rate by the expected decrease in the base rate of $1.50 as discussed above. The data for the 
PSO and OGE came from the utilities’ FERC Form 1 reports (also using the three year average for 2008-
2010). The data for Empire and OMPA was derived from their financial reports.  
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3.3.  Current Ratio 
 

Current Ratio = 
Current Assets 

Current Liabilities 
 
Current ratio is a snapshot of a utility’s short-term liquidity: how much current assets exceed current 
liabilities. This ratio is largely a function of the utility’s financial policy. A utility with a very low ratio may 
have cash flow problems, particularly in an emergency situation. 
 
As shown in Figure 5, GRDA has a current ratio of 2.68 which means they have enough current assets on 
hand to cover its current liabilities 2.68 times. GRDA’s current ratio is significantly higher than that of the 
benchmarking peers (1.14) and also higher than the national median per APPA statistics (2.16) per 
APPA’s 2010-2011 Statistical Report. Per Management, GRDA’s current ratio is strategically maintained 
high for two main reasons:  

1. Sufficient liquidity (as demonstrated by high current ratio) allows GRDA to maintain current credit 
rating which contributes to lowering borrowing costs and annual debt coverage ratios 

2. GRDA’s bond covenants require large deposits and many of those are invested in shorter term 
assets to avoid interest rate risks. 

 
Figure 4. Current Ratio 
 

 
 
Data for this ratio was collected through gathering data from the utilities’ financial statements for 2008, 
2009, and 2010, and using the 3-year average. The data for PSO and OG&E was collected from their 
FERC Form 1 reports. 
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3.4.   Debt-Asset Ratio 

Debt‐Asset Ratio = 
Total Liabilities 

Total Assets 
 
Debt to Asset Ratio measures how much debt a utility has compared to assets and indicates entity’s long-
term solvency.  
 
GRDA’s debt to asset ratio is slightly higher than the median of its peer utilities but expected to become 
lower than peers once its forecasted ratio becomes effective. GRDA’s debt to asset ratio is 0.744, debt 
representing about 74.4% of total assets. This ratio is expected to decrease to 65.7% during 2011-2015.  
 
Figure 5. Debt to Asset Ratio 
 

 
 
Data for this ratio was collected through gathering data from the utilities’ financial statements for 2008, 
2009, and 2010, and using the 3-year average. The GRDA forecasted amount was calculated by using 
the 5 year average of 2011-2015 from GRDA’s financial forecast. For PSO and OG&E, the data was 
collected from their FERC Form 1 reports. 
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3.5.  Generating Availability Percentage 

A utilities’ generating availability percentage is a measure of its unit’s operation and performance. The 
following information is taken into account when calculating a generating unit’s availability percentage: 
types and causes of outages and deratings, unit capacity ratings, energy production, fuel use, design 
information, and other factors.  
 
As shown in Figure 7, GRDA’s units typically have a higher equivalent availability percentage than the 
national average compiled by NERC from 2005 – 2009, indicating GRDA’s customers can benefit from 
higher availability of GRDA units. 
 
Figure 6. Generating Availability Percentage 
 

 
GRDA 2 : 2006 reflects scheduled major maintenance overhaul lasting nine weeks. 
 
GRDA percentages were compiled from Continuing Disclosure Report for the period ending December 
31, 2009. GRDA has two coal-fired complex units. 
 
NERC percentages were compiled by the North American Electric Reliability Corporation (NERC) 
Generating Availability Data System. 
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4 Impact of Rate Differential 
 
If served at wholesale rates of investor owned utilities (as shown in figure 3), GRDA customers would 
experience a rate increase of 89 cents per MWh.  The annual dollar impact on the GRDA customers 
would be increased costs of $6,662,0002. Further, compared to the anticipated reduction of GRDA’s base 
rate, (from an average rate of $39.70 for 2008 – 2010 to $38.20 during 2013 – 2020), GRDA customers 
would experience an increase of $2.39 per MWh or $18,111,7003 per year if served at wholesale rates of 
investor owned utilities.  
 
An analysis of the economic impact of the rate differential of GRDA members (under the GRDA cost 
structure vs. the cost structure of an investor owned utility) could be a very complicated task due to many 
moving parts. The analysis would involve a study of utilities’ excess generating capacity, a projection of 
which utility will replace GRDA (i.e., which entity would have the capacity and willingness to serve 
wholesale customers), and a forecast of their new rate strategy based on new incremental cost structure 
(adding additional loads and potentially additional generation). For instance, it is our understanding that 
OG&E is planning to discontinue their wholesale contracts.  If OG&E exits the wholesale market, OG&E’s 
historical and/or current rate would not be available for GRDA’s members if they need to find alternative 
supplier.  
 
For the purpose of our analysis, we employed a rather simplified/static view and reviewed the impact 
based on the current differential of GRDA rate and the average rates of peer utilities.  
 
 
 

                                                      
2 Uses 2008-2010 3-year average of 7,485,896 MWH 
3 Uses 2013-2020 8-year forecasted average of 7,578,133 MWH 


