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Summary:

Santa Monica, California; Water/Sewer

Credit Profile

Santa Monica wastewtr rev rfdg bnds

Long Term Rating AAA/Stable Affirmed

Santa Monica (Hyperion Proj) wtr

Unenhanced Rating NR(SPUR) Withdrawn

Rationale

Standard & Poor's Ratings Services affirmed its 'AAA' rating on Santa Monica, Calif.'s series 2012A wastewater

refunding revenue bonds. At the same time, Standard & Poor's withdrew its rating on the city's series 2005 water

bonds (Hyperion Project) because the bonds were fully redeemed in fiscal 2014. The outlook is stable.

The ratings reflect our view of the wastewater system's:

• Strong service area economy that fully participates in the deep and diverse Los Angeles metropolitan area

economy;

• Affordable service rates that provide management with revenue-raising flexibility;

• Limited need for additional capital spending with no plans for additional debt; and

• Strong financial metrics with strong historical total debt service coverage (DSC) and fixed charge coverage (FCC)

and strong liquidity, which we expect to be sustainable.

These credit strengths are partly offset by the system's limited influence over capital expenses related to the Los

Angeles Hyperion System.

The 2012A bonds are secured by a subordinate-lien on the net revenues of the wastewater system. However, as of the

end of fiscal 2014, the wastewater system has no other senior-lien obligations. Legal provisions are adequate, in our

view, with a rate covenant of 1.20x senior-lien and parity-lien debt service, and an additional bonds test (ABT) of 1.20x

senior-lien and parity-lien debt service. The ABT is a historical test that permits revenue adjustments, for purposes of

the calculation, to reflect approved changes to rates and charges that were in effect for less than the full fiscal year. A

debt service reserve fund is not provided for the series 2012A bonds.

Santa Monica, with an estimated population of 92,343, is located in western Los Angeles County. The wastewater

system has a service area that spans about eight square miles, and residents have access to employment opportunities

throughout the Los Angeles metropolitan area. Tourism and entertainment have a strong economic presence. We

consider the service area's income levels to be strong, as indicated by the median household effective buying income

(MHHEBI) at 117% of the national median in 2014. Unemployment rates have historically been higher than the

national rate, although they are lower than Los Angeles County and the state rate. The latest unemployment rate as of

July 2015 was 6.3%.
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The system's customer base is stable, primarily residential, and very diverse, in our view. Given that the service area is

largely built out, its population is in a slow-growth mode. Similarly, total customer accounts are very stable, and

currently stand at 16,298. The customer base is primarily residential, which represents approximately 85% of all

accounts. We consider the customer base to be very diverse given that the 10 leading customers contributed just 4.2%

of total revenues in fiscal 2015. Management has indicated that they do not anticipate any major changes to the

customer base going forward.

Santa Monica owns and operates its local wastewater collection system, which conveys wastewater flows to the

Hyperion Wastewater Treatment Plant for treatment and disposal. System flows have remained relatively stable and in

fiscal 2014, the system generated an average flow of approximately 12.8 million gallons per day (mgd) and peak month

flow of 14.8 mgd. Much of the city's conveyance system is relatively new, as it was essentially rebuilt following the

1994 Northridge earthquake and was designed so that projected peak flows would equate to only 75% of system

capacity. Wastewater treatment is provided by the Hyperion Plant, which provides treatment services to a

600-square-mile area around the City of Los Angeles, encompassing 29 other agencies (in addition to the city). Since

the Hyperion Plant has capacity to treat more than 450 mgd, the city's total treatment capacity is, for practical

purposes, unlimited although the city does pay its share of operations and maintenance expenses based on flow

volume and strength. Management indicates that the system is in compliance with all regulatory requirements and

does not anticipate any regulatory changes that may impact the system.

Sewer service charges are based on flow, sewage strength, and a discharge factor based on customer category.

Residential rates are purely volumetric based and using our benchmark water use of 1,000 cubic feet per month, we

calculate a monthly bill of $23.72. When annualized, this represents less than 1% of 2014 MHHEBI, which we view as

affordable. Rates were continually increased from fiscal 2011 to 2014 and were not increased for 2015 following a

review in 2014. A resolution passed in 2008 allows rates to be adjusted by the consumer price index absent any other

rate or rate structure change. Customers are billed on a bi-monthly basis on the same statement along with water,

sewer, refuse, water conservation, and utility users' taxes. Management indicates that there have been no significant

payment delinquencies related to the system.

The system has maintained strong total DSC during the past five years with coverage levels consistently above 3x and

last stood at 4x at the end of fiscal 2014. The series 2005 bonds were redeemed in 2014 and as such, the

subordinate-lien series 2012A bonds are the only bonds outstanding for the system. Principal payments for the 2012

bonds do not begin until fiscal 2020. Using 2014 data and calculating future maximum annual debt service, coverage is

still strong at 3.1x. When treating the city's capital payments to Los Angeles as a fixed charge, we calculate FCC of

1.8x for fiscal 2014, which we consider strong, and the unaudited results for fiscal 2015 project FCC to be 3.4x. Future

FCC using 2014 data is projected to be 1.3x, which we view as good. We expect the city to maintain its strong

coverage metrics through the outlook horizon.

The system has historically maintained what we consider as extremely strong unrestricted cash reserves. At the end of

fiscal 2014, the wastewater fund had very strong liquidity, with approximately $27 million in unrestricted cash and

investments, equivalent to approximately 768 days' of operating expenses, down from about $31 million or 1,149 days

of operating expenses in fiscal 2013. Management had drawn down the reserves in fiscal 2014 to redeem the series
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2005 bonds. The city has a policy of maintaining operating reserve equivalent to 50% of the Hyperion Treatment

expenses (three-year running average), with a minimum level of $3 million, capital reserve of 50% of annual capital

program expenditures except Hyperion capital payment, with a minimum of $3 million and a rate stabilization of $1

million. The unaudited results for fiscal 2015 project the unrestricted cash and investments to be $34.5 million,

equivalent to approximately 1,050 days' of operating expenses, a level we consider strong.

Future system capital needs are manageable with the majority of the city's capital improvement program (CIP)

focusing on main replacements. Also included in the CIP are projected $3.5 million annual capital payments to the

Hyperion Plant. This has increased from recent years due to an increase in capital expenditures by the plant. We

understand that the CIP from fiscal 2016 to fiscal 2019 totals $30.2 million when including the Hyperion capital

charges and that management intends to pay for the CIP on a pay-as-you-go basis. There are no plans to issue

additional debt at this time.

The wastewater system has a predominantly locally derived revenue base. Local service charges, derived through an

autonomous rate-setting process, represent virtually all of the entity's revenues. This, coupled with operating expense

flexibility, limits exposure to federal revenues.

Outlook

The stable outlook reflects our view of the wastewater system's strong service area economy, affordable rates, and

very limited capital needs. We anticipate that during the two-year outlook period, management will continue to

operate the system in a manner that will produce results consistent with the system's historically strong financial

profile.

Downside Scenario

Although not anticipated, if financial metrics were to materially deteriorate, we could lower the rating.
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• 2014 Review Of U.S. Municipal Water And Sewer Ratings: How They Correlate With Key Economic And Financial
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Complete ratings information is available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings

affected by this rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use

the Ratings search box located in the left column.
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