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FitchRatings

FITCH RATES AUSTIN, TEXAS' 2012 WATER AND
WASTEWATER REVS 'AA-'; OUTLOOK STABLE

Fitch Ratings-New York-15 June 2012: Fitch Ratings assigns an 'AA-' rating to the city of Austin,
Texas' $336 million of water and wastewater system revenue refunding bonds, series 2012, to be
sold via negotiation on or about July 10, 2012.

In addition, Fitch affirms the 'AA-' rating on the city's following revenue bonds, outstanding in
amounts as of June 1,2012:

--$70.7 million combined utility systems (prior first lien) revenue bonds;
--$168.3 million combined utility systems (prior subordinate lien) revenue bonds;
--$2.1 billion water and wastewater system revenue bonds.

The Rating Outlook is Stable.

SECURITY

The series 2012 bonds are secured by net revenues of Austin Water Utility (AWU), after provision
for the prior first lien obligations. The series 2012 bonds are on parity with the prior subordinate
lien obligations and outstanding water and wastewater revenue bonds.

KEY RATING DRIVERS

LARGE SERVICE TERRITORY: Austin provides water and wastewater services to over 200,000
customers in the city and portions of Travis and Williamson counties.

PLANNED RATE INCREASES: Projected rate increases through the 2017 planning period are
intended to bolster AWU's improved operating margin, stabilize its debt service coverage ratios at
near 1.6x annually, and build the utility's currently weak liquidity position. However,
above-average rates relative to Fitch's 'AA’ rating category medians and other large utilities might
limit AWU's practical ability to implement the plan.

BELOW-AVERAGE FINANCIAL METRICS: Fiscal 2011 financial metrics rebounded from their
fiscal 2010 lows, and midyear 2012 results indicate a positive trend. However, key fiscal 2011
ratios including debt service coverage (1.65x) and days cash on hand (11) remain well below rating
category medians and could ultimately be a source of rating pressure.

LARGE CAPITAL PLAN: AWU's large capital plan ($1 billion) to manage customer growth has
caused an increase in leverage to well above average levels, thereby depressing certain cash flow

metrics. Fiscal 2011 debt to customers of approximately $5,250 was several times the rating
category median.

SUFFICIENT WATER SUPPLY AND INFRASTRUCTURE: AWU's long-term water supply
agreement with the Lower Colorado River Authority runs through 2050, with the option to extend
through 2100. In addition, its water and wastewater treatment capacity will be sufficient for the
foreseeable future, after completion of a new water treatment plant in 2014. A gradual deleveraging
is expected to ensue thereafter.

STRONG SERVICE AREA: Austin's deep and diverse economy, which performed relatively well
during the recent economic recession, limits customer concentration. Unemployment rates are well

below national averages, and customer growth rates have averaged a healthy 2% annually since

2006. )

COA Resp to PUC RFI-1219
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