
FITCH RATES SAN ANTONIO, TX'S $250MM BONDS 'AAA';
OUTLOOK STABLE

Fitch Ratings-Austin-11 June 2010: Fitch Ratings assigns an 'AAA' rating to the following San
Antonio, TX bonds:

--$201.9 million aggregate par in;
--general improvement bonds, series 2010A;
--general improvement bonds, taxable series 2010B (Direct Subsidy-Build America Bonds);
--$39.4 million combination tax and revenue certificates of obligation (COs), series 2010;
--$9.5 million tax notes, series 2010A.

The offerings are expected to sell via negotiation during the week of June 14, 2010.

In addition, Fitch affirms the following ratings:

--$1.1 billion in outstanding San Antonio, TX limited tax bonds at 'AAA'.

The Rating Outlook is Stable.

RATING RATIONALE:

--The city's favorable financial performance has been aided by management's focus on increasing
efficiency and conservative budgeting, enabling the city to preserve its progress in implementing its
enhanced financial reserve policies during the economic slowdown.
--The city's two-year budget strategy, in which a portion of reserves in excess of its fund balance
policy are internally designated for next year's spending, has expanded its planning horizon.
--The city's solid debt profile is characterized by its low direct debt burden, moderately rapid
payout, and ample debt service capacity within the current tax rate.
--The city's capital plan is aggressive but will allow the city to address its sizeable deferred capital
needs.
--The city's population growth remains rapid, aided by affordable home prices and ample
developable land, which until recently was fueling solid property tax base growth.
--Although the local economy has diversified notably, the military remains a major economic factor
as evidenced by very large ongoing investments and planned additions to troop strength resulting
from base realignment and closure decisions that have benefited the city.
--The contraction of the local economy has moderated somewhat, enabling the city's unemployment
rate to remain well below state and national averages.

RATING DRIVER:

The maintenance of solid financial reserves, aided by the continued attention to cost controls, is key
to preserving credit quality.

SECURITY:

All of the offerings are secured by an annual property tax levy, limited to $2.50 per $100 taxable
assessed valuation (TAV). Additionally, the COs are also secured by a limited pledge of surplus net
revenues from the city's municipal park system.

CREDIT SUMMARY:

The city's financial profile remains solid as evidenced by the maintenance of unreserved fund
balances in excess of 20% since fiscal 2006, enabled by previously strong sales tax growth and



positive City Public Service (CPS - electric and gas utility rated 'AA+' by Fitch) payment trends,
along with management's aggressive cost controls in the form of annual personnel reductions. After
growing by a five-year annual average of over 7%, sales taxes declined by 4.5% in fiscal 2009 due
to the economic slowdown. Similarly, CPS transfers decreased by 9.6% in the same period due to
the substantial decline in natural gas prices, which impacted CPS' gross revenues and payment
amounts. Management's prompt mid-year budget adjustment enabled the city to close the resulting
$49 million budget gap and actually post a modest surplus. Notably, in fiscal 2009, the city also
added $11 million to its dedicated cushion, the reserve for revenue loss, increasing it to $80 million
or 9% of appropriations. The city's goal to increase its dedicated reserves to 10% of spending by
fiscal 2010 has been delayed due to current economic conditions. Apart from its reserve for revenue
loss, the city has internally designated part of its fund balance as a two-year balanced budget
reserve; for fiscal 2010, the city will use $27 million of this reserve to balance its operations. As a
result, its remaining unreserved fund balance will total a still strong $152 million, equal to 17.3% of
spending. Preliminary fiscal 2011 budget considerations include the use of $38 million in additional
budgetary reserves, based on reasonable assumptions of sales tax and CPS payment trends, and
keeping the 9% reserve fully funded. Additional budget reduction proposals, totaling $11 million,
may reduce the level of budgetary reserves needed in fiscal 2011.

After growing by a five-year annual average of 10.3%, taxable values grew by under 1% in fiscal
2010, the result of declines in base valuations totaling 1.9%, netted against a 2.7% increase
resulting from $1.8 billion in new improvements. Preliminary projections indicate fiscal 2011 may
post a decline in base valuations, totaling 2.5% at most, as new improvement values are more than
offset by losses in base values. The city's top 10 taxpayers comprise a modest 5% of TAV.

The current general improvement bond offerings represent the third installment of a $550 million
authorization approved by voters in May 2007, the largest in the city's history. Intended to address
the city's large deferred capital needs, the administration is proposing to seek voter authorization for
a similar-sized program in fiscal 2012. All future debt will be sized to maintain the city's current
debt service tax rate assuming modest tax base growth.

In a departure from its practice to issue 20-year debt, the 2010 BABs are structured with a 30-year
maturity to maximize the amount of subsidies to the city. For this offering, the tax rate will be set to
cover the BABs' debt service net of the direct subsidy. Credit concern over the potential for delayed
or reduced BAB subsidies is offset by the modest amount of the subsidy ($2.8 million annual
average), equal to 1.6% of total debt service expenditures, the large amount of reserves in the debt
service fund balance ($84 million), and conservative TAV growth assumptions. In any case, the city
plans to draw down its large debt service fund balance to maintain level tax rates as part of its
overall capital plan, with a target of $25 million-$30 million for its debt service fund balance. With
the longer maturity of the current offering, the principal payout rate will decline to 59% in 10 years,
just modestly above average.

The impact of the proposed debt plans on the city's direct debt profile should be manageable given
its low current levels, moderately above average payout rate, and expansive tax base. However, the
city's already high overall debt burden may become burdensome, even after adjusting for state
support of local school district debt. Debt service payments represent an above average 17% of
combined general and debt service fund expenditures in fiscal 2009.

San Antonio is the second largest city in the state and seventh largest in the U.S., according to
census information, with an estimated population of 1.4 million for 2010. Prominent sectors in the
local economy are military and government employment, domestic and international trade,
convention and tourism, medical and health care, financial services, and telecommunications. The
economic slowdown has impacted local employment levels as evidenced by a growing
unemployment rate that totaled 6.9% in April 2010. Nevertheless, the city's unemployment rate still
compares favorably to state and national averages of 8.1% and 9.5%, respectively, for the same
period. Major near-term job growth is expected from the relocation of Toyota's Tacoma production
from California and the construction of the $2.2 billion San Antonio Military Medical Center which
will bring 12,500 additional personnel to the city. As such, the demand for housing is expected to
reduce the city's large inventory of existing homes for sale and fuel new construction as well.



Local Government General Obligation Bonds
The unlimited taxing power of most local government general obligation pledges is the broadest
security a U.S. local government can provide to the repayment of its long-term borrowing and,
therefore, is the best indicator of its overall credit quality. The average local government general
obligation rating is 'AA', with approximately 85% rated at or above 'AA-' and 1% rated 'BBB+' or
below. The relatively high ratings reflect local governments' inherent strengths: the authority to
levy property taxes, nonpayment of which can result in property foreclosures; additional taxing
power that can include sales, utility, and income taxes; and essentiality of and lack of competition
for services provided by local governments. Those with low investment-grade or
below-investment-grade ratings generally have a combination of a limited or highly volatile
economic base, high levels of long-term liabilities, including debt and post-employment benefits,
and/or unusually limited financial flexibility. For additional information on these ratings, see 'U.S.
Local Government General Obligation Rating Guidelines,' dated Dec. 21, 2009 and available on
Fitch's website at 'www.fitchratings.com'.

Applicable criteria available on Fitch's website at 'www.fitchratings.com' include:
'Tax-Supported Rating Criteria,' dated Dec. 21, 2009.
'U.S. Local Government Tax-Supported Rating Criteria,' dated Dec. 21, 2009.

Contact: Jose Acosta +1-512-215-3726 or Rebecca Moses +1-512-215-3739, Austin.

Media Relations: Brian Bertsch, New York, Tel: +1 212-908-0549, Email:
brian.bertsch@fitchratings.com; 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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