
FITCH UPGRADES SAN ANTONIO, TEXAS DRAINAGE REVS
TO 'AA'; OUTLOOK STABLE

Fitch Ratings-Austin-06 May 2010: Fitch Ratings takes the following action on San Antonio, Texas
(the city) as part of its continuous surveillance effort:

--$36.1 million municipal drainage utility system revenue bonds, series 2003, upgraded to 'AA'
from
'AA-'.
--$54 million municipal drainage utility system revenue bonds, series 2005, upgraded to 'AA' from
'AA-'.

The Rating Outlook is Stable.

RATING RATIONALE:
-- The upgrade to 'AA' from 'AA-' reflects much stronger financial performance than previously
forecasted and the lack of additional borrowing plans that might weaken the financial profile.

--Financial metrics are good, although reporting presentation is not typical of other drainage
utilities.

--The revenue stream, which is collected as part of the water and sewer bill, is stable and
experiences limited delinquencies.

--The stormwater fee is low, lending flexibility for future rate hikes if needed.

--Capital projects currently expected to be funded from the stormwater fee are moderate, although
some uncertainty exists as to future projects and the possible impact such projects could have on
utility operations.

--Legal provisions are adequate, although no debt service reserve is currently required.

KEY RATING DRIVERS:
--Maintenance of a sound financial profile is key to preservation of the rating.

--Limitation of future leveraging will also be important to the credit profile.

SECURITY:
The bonds are secured by a first lien on net operating revenues of the drainage system (the system),
which includes the stormwater fee.

CREDIT SUMMARY:

The system was created in 1997 as a public utility to provide the city with a funding source to
comply with federal Environmental Protection Agency mandated stormwater quality mandates, as
well as operation and maintenance (O&M) requirements. Financial performance for the system has
been good and has exceeded previous projections. For fiscal 2009, net revenues provided 2.4 times
(x) coverage on annual debt service (ADS), compared to prior estimates that called for minimal
ADS coverage. For fiscal 2009 liquidity was also good, with the system maintaining nearly 250
days cash.

The city is a partner in an interlocal agreement for a regional flood control program, along with
Bexar County and the San Antonio River Authority, to provide regional management of a unified
flood control, drainage, and stormwater quality program. The city's fiscal 2010-2014 capital



improvement plan (CIP) identifies almost $178 million in drainage projects, with only around 3%
of the capital costs expected to come from surplus system revenues. While funding for the bulk of
the CIP is expected to be derived from authorized city general obligation bonds and other
non-pledged revenue sources, the city anticipates completing a regional stormwater management
master plan by 2011, which could escalate capital costs and require additional funding from system
revenues. However, Fitch expects the system's solid financial profile will continue.

Through an interlocal contract, the San Antonio Water System bills and collects the stormwater fee
on behalf of the city. Each property that receives water service and bill also receives a stormwater
bill. Residential customers pay either $39 or $51 annually for stormwater service, depending upon
lot size. Given this low annual charge, rate flexibility for future needs is a positive rating factor.

Security provisions include a rate covenant that will produce revenues equal to 1.25x annual debt
service, O&M expenses, and any other indebtedness payable from pledged revenues. The additional
bonds test calls for gross revenues for the last completed fiscal year or for 12 consecutive months
out of the immediately preceding 18 months to be at least 1.25x average annual debt service. The
flow of funds, in priority order, is to debt service, O&M expenses, the reserve requirement, and
then to any lawful purpose. The reserve requirement is average annual debt service (AADS);
however, the requirement is waived in each year revenues are at least 1.75x AADS. The city also
covenants to discontinue water and sewer services to a user that is delinquent in the payment of
drainage charges.

Applicable criteria available on Fitch's website at 'www.fitchratings.com' include:
--'Revenue-Supported Rating Criteria', dated Dec. 29, 2009;
--'Water and Sewer Revenue Bond Rating Guidelines', dated Aug. 6, 2008.

Contact: Doug Scott +1-512-215-3725, Gabriela Gutierrez +1-512-215-3731, or Jose Acosta
+1-512-215-3726, Austin.

Media Relations: Cindy Stoller, New York, Tel: +1 212 908 0526, Email:
cindy.stoller@fitchratings.com.

Additional information is available at 'www.fitchratings.com'.
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