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New Issue Details 
Sale Information: $74,285,000 Municipal Drainage Utility System Revenue Refunding Bonds, 
Series 2013, via negotiation the week of April 22.  

Security: First lien on gross revenues derived from operation and ownership of the municipal 
drainage system, including interest income on accounts. Pledged revenues exclude drainage 
charges specifically provided by ordinance for contribution to the funding of future drainage 
system construction.  

Purpose: To refund outstanding series 2003 and 2005 bonds for savings and pay issuance 
costs.  

Final Maturity: Feb. 1, 2030.  

Key Rating Drivers 
Sound Financial Metrics: Financial metrics historically have been solid, featuring strong debt 
service coverage and ample liquidity. Operating pressures are on the horizon as the city 
completes large capital projects that are financed by GO bonds, but maintained and operated 
with the pledged stormwater fees. 

Rate Flexibility: The current stormwater fee is low, lending ample flexibility for future rate hikes 
if needed. 

Stable Revenue Stream: Stormwater fees are collected as part of the water and sewer bill, 
and collections are stable with limited delinquencies. 

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

Adequate Legal Covenants: Legal provisions are adequate. A strong feature is the city’s 
covenant to disconnect water service for nonpayment of drainage fees. However, the debt 
service reserve requirement is springing and not currently required.  

Strong and Diverse Service Area: The trend of San Antonio’s overall economic activity and 
diversification remains relatively stable, with the softening in residential building activity partially 
offset by steady commercial and military construction. 

Rating Sensitivities 
Financial Flexibility Maintained: Maintenance of adequate debt service coverage and 
liquidity, given the rising cost of operations, is a key credit consideration. 
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Credit Profile 
San Antonio (GO bonds rated ‘AAA’ by Fitch) is the second largest city in the state and seventh 
largest in the U.S., with an estimated population of 1.4 million for 2013. The system, which 
covers the entire city, was created in 1997 as a public utility to provide the city with a funding 
source to comply with federal Environmental Protection Agency storm water quality mandates.  

Historically Strong Financial Performance 
Financial performance for the system has been good with net revenue coverage ranging from 
1.8x−2.4x over the past five fiscal years. For fiscal 2012, net revenues provided strong 2.0x 
coverage on annual debt service (ADS), and liquidity remained adequate at 120 days cash on 
hand, although it declined from 180 days in fiscal 2011. Debt service coverage is projected to 
be lower with increased spending on the O&M of large capital projects financed with GO bonds. 
Management indicated its target net coverage is between 1.25x and 1.30x over the next five 
fiscal years, which is at the rate covenant level (1.25x ADS). Fitch assumes in its rating that 
coverage will exceed this target, as projections are based on conservative revenue and 
expenditure assumptions. Significant deviation from historical coverage levels of closer to 2.0x 
net coverage would put pressure on the current ‘AA’ rating.  

Large Capital Improvement Plan Supported by GO Bonds 
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 (SARA), to provide regional management of 
a unified flood control, drainage and stormwater quality program. Under these agreements, the 
county and SARA are responsible for funding regional capital projects, with the city of San 
Antonio taking responsibility for operations and maintenance of these assets.  

Local drainage projects have been funded with proceeds from the previously issued revenue bonds 
and with city GO bonds. The city’s fiscal years 2013–2018 capital improvement plan (CIP) identifies 
$219 million in drainage projects to be funded primarily with GO debt and roughly $10.3 million in 
remaining unspent revenue bond proceeds from the series 2003 and series 2005 bonds. 

The city does not plan to further leverage the stormwater system revenues at this time. Instead, 
the city voters recently approved a total of $128 million in GO bond-financed drainage and 
flood control projects in the May 2012 election. This was part of a larger GO bond authorization 
request for a total of $596 million. While funding for both local and regional drainage projects is 
expected to be derived from other sources, stormwater fee revenues are used to maintain and 
operate the capital projects. As projects are completed and placed in operation, operating costs 
will rise and likely pressure the system. However, Fitch expects the system’s solid financial 
profile will continue given the ample rate flexibility.  

Good Collections and Rate Flexibility 
Through an interlocal contract, the San Antonio Water System (SAWS) bills and collects the 
stormwater fee on behalf of the city. Each property that receives water and/or sewer service 
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. The rates have remained unchanged since 2007. 
Management reports plans to engage an independent rate study to ensure the city maintains 
an adequate rate structure and rates to cover growing costs of operations. SAWS discontinues 
water service for nonpayment of drainage charges, thus delinquencies are minimal. 

 

Rating History 
Rating Action 

Outlook/ 
Watch Date 

AA Affirmed Stable 4/18/13 
AA Affirmed Stable 4/23/12 
AA Upgraded Stable 5/6/10 
AA– Revised Stable 4/30/10 
A+ Affirmed Stable 3/18/05 
A+ Assigned  4/25/03 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

 
 

Related Criteria 
Revenue-Supported Rating Criteria 
(June 2012) 
U.S. Water and Sewer Revenue Bond 
Rating Criteria (August 2012) 
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Adequate Security Provisions 
Security provisions include a rate covenant that will produce revenues equal to 1.25x ADS, O&M 
expenses, and any other indebtedness payable from pledged revenues. The additional bonds test 
(ABT) calls for gross revenues for the past 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. Fitch 
considers the ABT to be weak and is inconsistent with the rate covenant, but derives comfort from 
the lack of debt issuance plans. 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 that gross 
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. 

The ratings above were solicited by, or on behalf of, the issuer, and therefore, Fitch has been 
compensated for the provision of the ratings. 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE 
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK: 
HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE TERMS 
OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT 
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM 
THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE 
FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM 
THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE 
SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS 
FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY 
SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE. 
Copyright © 2013 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. One State Street Plaza, NY, NY 
10004.Telephone: 1-800-753-4824, (212) 908-0500.  Fax: (212) 480-4435. Reproduction or retransmission in whole or in part 
is prohibited except by permission.  All rights reserved.  In issuing and maintaining its ratings, Fitch relies on factual information it 
receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable 
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable 
verification of that information from independent sources, to the extent such sources are available for a given security or in a 
given jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-party verification it obtains will vary 
depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated 
security is offered and sold and/or the issuer is located, the availability and nature of relevant public information, access to the 
management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-
upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third 
parties, the availability of independent and competent third-party verification sources with respect to the particular security or in 
the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings should understand that neither an 
enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection 
with a rating will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the 
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings Fitch must rely 
on the work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal 
and tax matters. Further, ratings are inherently forward-looking and embody assumptions and predictions about future events 
that by their nature cannot be verified as facts.  As a result, despite any verification of current facts, ratings can be affected by 
future events or conditions that were not anticipated at the time a rating was issued or affirmed.   
The information in this report is provided “as is” without any representation or warranty of any kind. A Fitch rating is an opinion 
as to the creditworthiness of a security. This opinion is based on established criteria and methodologies that Fitch is 
continuously evaluating and updating. Therefore, ratings are the collective work product of Fitch and no individual, or group of 
individuals, is solely responsible for a rating. The rating does not address the risk of loss due to risks other than credit risk, 
unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared 
authorship. Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. 
The individuals are named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for 
the information assembled, verified and presented to investors by the issuer and its agents in connection with the sale of the 
securities. Ratings may be changed or withdrawn at anytime for any reason in the sole discretion of Fitch. Fitch does not 
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not 
comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or 
taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, 
and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency 
equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or 
guaranteed by a particular insurer or guarantor, for a single annual fee.  Such fees are expected to vary from US$10,000 to 
US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall 
not constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed under the 
United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of 
any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available 
to electronic subscribers up to three days earlier than to print subscribers.   

 

http://www.fitchratings.com/creditdesk/public/ratings_defintions/index.cfm?rd_file=intro#lmt_usage










New Issue: Moody's assigns Aa2 rating to City of San Antonio's (TX) $74.3 million
Municipal Drainage Utility System Revenue Refunding Bonds, Series 2013

Global Credit Research - 18 Apr 2013

Affirms Aa2 rating on the city's outstanding $80.9 million in previously issued debt

SAN ANTONIO (CITY OF) TX MUNICIPAL DRAINAGE UTILITY SYSTEM
Storm Water Enterprise
TX

Moody's Rating
ISSUE RATING
Municipal Drainage Utility System Revenue Refunding Bonds, Series 2013 Aa2
   Sale Amount $74,285,000
   Expected Sale Date 04/24/13
   Rating Description Revenue: Government Enterprise
 

Moody's Outlook  NOO
 

Opinion

NEW YORK, April 18, 2013 --Moody's Investors Service has assigned a Aa2 rating to the City of San Antonio's (TX)
$74.3 million Municipal Drainage Utility System Revenue Refunding Bonds, Series 2013. Concurrently, we have
affirmed the Aa2 rating on the system's $80.9 million in currently outstanding previously issued bonds. Proceeds
from the sale of the bonds will be used to refund certain maturities of the system's outstanding debt for an
expected net present value savings of 14.5% and no extension of the final maturity.

SUMMARY RATINGS RATIONALE

The bonds are secured by a first lien on and pledge of the revenues of the city's Municipal Drainage Utility System.
The rating reflects the strong pledge (gross revenues of the system), ample debt service coverage even when
considering net revenues of the system, satisfactory financial performance, adequate legal provisions, and the
system's sizable and diverse service area.

STRENGTHS

Ample debt service coverage by gross revenues

Strong service area

CHALLENGES

Adequate legal provisions

DETAILED CREDIT DISCUSSION

UTILITY SYSTEM CREATED TO ADDRESS STORM WATER CHALLENGES

In 1997 the city created the Municipal Drainage Utility System in order to address drainage problems throughout
the city. State legislation, enacted in 1989, allows cities to establish municipal drainage utility systems to better
manage storm water challenges. Under the statute, the drainage utility system functions similar to that of a city
water and sewer utility, by assessing a charge to property owners for drainage. The revenue can be used to
maintain drainage ways, to pay for drainage capital projects and to pay for environmental regulations regarding
drainage and storm water management. Officials report that the system is in compliance with all Texas
Commission on Environmental Quality (TCEQ) mandates. At the moment, the system is in the process of



Commission on Environmental Quality (TCEQ) mandates. At the moment, the system is in the process of
receiving its permit renewal.

GROSS REVENUE PLEDGE PROVIDES STRONG SECURITY; ADEQUATE LEGAL COVENANTS

The city currently assesses two drainage fees. The first is a fee in lieu of detention pond, which is a one-time
assessment levied against developers of land and assessed and collected by the city. The fee is determined by
acreage and property use according to a set fee schedule; officials are currently weighing a rate determined by
impervious cover as an alternative. The second fee is a storm water drainage fee collected monthly by the city
owned utility named San Antonio Water System (SAWS) from its customers. Security on the debt is provided by a
gross pledge of these revenue sources, although conservative coverage with net revenues will also be presented.
The flow of funds is for debt service, operations and maintenance and then to the debt service reserve fund.
Thereafter, any available monies may be transferred to the City's General Fund or used for any additional
purposes. A gross revenue pledge adds strength to the credit quality of the bonds compared to using net revenues,
which is generally considered a weaker pledge. The additional bonds test calls for revenues to be at least 1.25
times average annual debt service for all outstanding bonds after given effect to the additional bonds. The rate
covenant requires 1.25 times annual debt service. The reserve fund equals average annual debt service but the
city is not required to fund the reserve if the revenues for each fiscal year equal at least 1.75 times the average
annual debt service; the city has not had to fund the debt service reserve.

AMPLE DEBT SERVICE COVERAGE

Drainage fee revenues have increased annually over the last three years as new residential and commercial
construction continues with these revenues providing solid coverage of debt service requirements. Total revenues
have grown 7% over the past four years from $39.6 million in fiscal year 2009 to $42.3 million in fiscal year 2012. In
fiscal year 2012, the system's total revenues of $42.3 million provided strong coverage of 5.79 times the debt
service of $7.3 million. Conservatively, net revenues (before transfers) provided coverage of 1.54 times of the debt
service. The maximum annual debt service (MADS) is scheduled for 2017, and fiscal year 2012 gross revenues
provided ample coverage of 6.44 times debt service (1.71 times net coverage). The system has not increased
rates since fiscal year 2008 when rates were increased by 8.24% (effective October 1, 2007), and there are no
current plans for an increase. Projections provided by the city include gross coverage in excess of 5.90 times over
the next five years. Despite the absence of planned increases, Moody's believes coverage levels will remain strong
given demonstrated prudent fiscal management and historically strong coverage.

MANAGEABLE DEBT PROFILE

The system has capital needs totaling $80 million in local projects and $270 million in regional projects over the
next 10 - 15 years. Over the next 5 years, officials report needs totaling $10 million largely for drainage
rehabilitation projects, which are expected to be cash funded. Given the size of the system's cash reserve equal to
$29.9 million (70.8% of total revenues in fiscal year 2012), we expect the projects will have manageable impact on
reserves. Payout is average with 58.43% of debt retired in 10 years. The current issue largely refund the Series
2003 and 2005 bonds, with the exception of two maturities. Moody's believes the system's debt profile will remain
affordable over the long term with current debt management practices.

LARGE AND DIVERSE SERVICE AREA

The strength of the service area is reflected in the sizable and diverse tax base of $71.8 billion (fiscal year 2013)
for the City of San Antonio (G.O. rated Aaa/negative) fueled by strong population growth, and a diverse economy.
Over the last five years, the tax base has grown an average of 1.7% annually. San Antonio Waterworks System
(senior lien revenue bonds rated Aa1/STA) provides water and wastewater services to approximately 1.3 million
people in and around Bexar County (G.O. rated Aaa/negative).

WHAT COULD MAKE THE RATING GO UP

Strengthened liquidity; increased coverage levels

WHAT COULD MAKE THE RATING GO DOWN

Decline in debt service coverage; decline in liquidity

KEY STATISTICS

Fiscal 2012 debt service coverage (gross revenues): 5.8 times



Fiscal 2012 debt service coverage (net revenues, before transfers): 1.54 times

Fiscal 2012 MADS debt service coverage (gross revenues): 6.44 times

Payout of principal (10 years): 58.43%

PRINCIPAL METHODOLOGY

The principal methodology used in this rating was Analytical Framework For Water And Sewer System Ratings
published in August 1999. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class of
debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance with
Moody's rating practices. For ratings issued on a support provider, this announcement provides certain regulatory
disclosures in relation to the rating action on the support provider and in relation to each particular rating action for
securities that derive their credit ratings from the support provider's credit rating. For provisional ratings, this
announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in relation
to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where the
transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner that
would have affected the rating. For further information please see the ratings tab on the issuer/entity page for the
respective issuer on www.moodys.com.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal entity
that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures for
each credit rating.
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