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Oxnard Fincg Auth, California
Oxnard, California

Oxnard Fincg Auth wtr rev proj bnds (Oxnard) ser 2010A
Long Term Rating A+/Negative Outlook Revised

Many issues are enhanced by bond insurance.

Rationale

Standard & Poor's Ratings Services revised its outlook to negative from stable on Oxnard, Calif's and Oxnard
Financing Authority, Calif.'s water revenue and revenue refunding bonds. At the same time, we affirmed our 'A+'
long-term rating and underlying rating (SPUR) on the city's and authority's obligations secured by the net revenues of
its water system. The negative outlook represents our view of the system's declining coverage levels due to lower

system revenues resulting from decreases in water consumption.

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

o Established, diverse economic base that participates in the western portion of the Los Angeles region;
o Historically adequate to good debt service coverage (DSC), which management projects will rebound during the

outlook period if rate increases are adopted; and
o Strong liquidity position, with cash equivalent to 281 days' operations at the end of fiscal 2014.

Partly offsetting these credit strengths is our view of the water system's:

o Need to implement significant rate increases to improve and maintain its coverage levels, and
o Significant capital improvement plan (CIP) and the city's plans to issue additional debt in the near term.

The bonds are secured by a pledge on the water system's net revenues excluding one-time connection fees associated
with development. Legal provisions are, in our opinion, permissive, as they allow a rate covenant of 1.0x as long as
there is at least 25% of maximum annual debt service (MADS) of cash available. The additional bonds test allows for
the same restrictions as the rate covenant. A debt reserve requires the least of 10% of par, MADS, or 1.25x average

annual debt service.

Oxnard, with a population of approximately 205,000, is situated approximately 62 miles west of Los Angeles in
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Ventura County. Historically, the city served as a processing and service center for a surrounding agricultural region,
but the city's economic base now includes a diverse mix of industrial and commercial activity, along with a base of
regional commuter neighborhoods. Income indicators for the city are strong, in our view, with 2014 median household
effective buying income (EBI) at 113% of the national median. However, per capita EBI is significantly lower, at 68% of
the national median. Unemployment rates for the city over the past three years have been higher than the county and
national rates and marginally lower than the state rate. According to August 2015 data, the unemployment rate is
6.3%. The customer base is stable, with water accounts having grown less than 1% annually during the past five years.

At the end of fiscal 2014, there were 41,319, about 88% of which were residential.

The city's water supply comes from three sources: local groundwater, purchased groundwater from United Water
Conservation District, or imported surface water from Calleguas Municipal Water District, a member of the
Metropolitan Water District of Southern California. In fiscal 2014, local and purchased groundwater represented
approximately 50% of supply while purchased surface water represented the other half. Although local groundwater is
the city's least expensive option, this source is constrained by a regulation-driven agreement with neighboring
agencies. The city has also indicated that, because imported surface water costs have continued to increase, it is
considering increasing the use of recycled water that is generated from the city's wastewater treatment plant.
Management expects that the recycled water system can produce approximately 7,000 to 8,000 acre-feet of water to
offset existing potable water use by the end of the calendar year. Pursuant to the state's water conservation mandate,

the city is required to reduce consumption by 12% compared to 2013. As of the state's August report, the city has

reached 20% reduction.

Residential customers currently pay a base charge dependent on meter size and a volumetric charge depending on
water use. The 2014 base charge for a 3/4-inch meter was $15.61, and after adding the volumetric charges, we
calculate a monthly bill of $44.65 for our benchmark use of 1,000 cubic feet per month. When annualized, this
represents about 1.1% of 2014 median household EBI, which we consider affordable. Management has historically
passed through imported water rate increases to its customers and in fiscal 2013 and 2014, water rates increased by
8% and 2.4% over the previous year, respectively. Rates were not changed in fiscal 2015, and based on the most recent
cost-of-service study, management is seeking council approval to raise rates by 15% for fiscal 2016, 12% in fiscal 2017,
and 8% annually through fiscal 2020. Following the requisite Proposition 218 public hearing process, management

hopes to implement these rate increases by February 2016.

The system's total DSC has been adequate to good during the past three years through fiscal 2014, with coverage
levels consistently above 1.2x when excluding one-time connection fees, which are not pledged to the bonds. When
including connection fees, coverage levels are, in our view, good. However, based on unaudited 2015 data, coverage
has fallen to 1x for 2015 and is insufficient, at 0.95x, when excluding one-time connection fees. This was due to the
decline in water consumption, and subsequently lower water revenues without the appropriate rate increase to make
up for the revenue decline. Based on management's forecast, we expect coverage to rebound to at least a good level

going forward although these projections rely heavily on the city's ability to raise rates according to its plan.

System liquidity has been strong over the past three years, with days' operating cash increasing to an estimated 338, or
$35.4 million of unrestricted cash, based on unaudited 2015 data from 284 in fiscal 2013. Based on the city's current
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projections, there will be some drawdown in cash during the outlook horizon due to capital needs. Also, according to

management's forecast, which is dependent on the implementation of the rate increases, liquidity will continue to be

strong through the outlook period.

The city has identified approximately $210 million in projects for the water system's CIP through fiscal 2020 with
increasing expenditures for the recycled water system. Major capital projects include automatic meter reader
replacements, water treatment plan upgrades, advanced water purification facility improvements, and aquifer storage
and recovery and indirect potable reuse facilities construction. Management indicated that some CIP projects may be
delayed depending on available resources and that the recycled water projects may be prioritized if drought conditions
were to occur. Under the current CIP, the city expects to issue an additional $245 million in debt during the next five

years.

Outlook

The negative outlook reflects our view of the recent decline in coverage levels resulting from a decline of water
consumption and subsequently a decline in water revenues. Further limiting the rating is the city's expectation to issue

additional debt in the near term to fund its extensive capital program.

Upside scenario
We could revise the outlook back to stable if the city successfully raises rates to the levels specified in the current plan

and is able to improve its coverage metrics.

Downside scenario
We could lower the rating if the city is unable to implement its rate increases and the additional borrowing or other

circumstances continue to cause a decline in financial performance.
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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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