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City of Mesquite, TX Waterworks and Sewer
System
New Issue: Moody's assigns Aa2 to the City of Mesquite, TX
Waterworks and Sewer System's Series 2016 Rev Bonds

Summary Rating Rationale
Moody's Investors Service assigns a Aa2 to the City of Mesquite, TX Waterworks and Sewer
System's $16.7 million Revenue and Improvement Bonds, Series 2016. At the same time, we
affirm the Aa2 on $20.1 million in previously issued debt.

The Aa2 rating reflects a stable customer base, satisfactory operating performance that is
challenged by weather patterns, and adequate legal provisions.

Credit Strengths

» Stable customer base within the Dallas Fort Worth metropolitan area

» Satisfactory debt service ratios

» Adequate balance sheet

Credit Challenges

» Operating performance is sensitive to weather patterns which can be erratic

Rating Outlook
Outlooks are not usually assigned to local governments with this amount of debt
outstanding.

Factors that Could Lead to an Upgrade

» Strong operating performance bolstering reserves, and increasing debt service coverage

» Improved vitality of service area

Factors that Could Lead to a Downgrade

» Violation of legal covenants

» Diminished liquidity

» Declining debt service coverage
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Key Indicators

Exhibit 1

Source: City of Mesquite, TX Comprehensive Annual Financial Reports 2010 - 2014

Recent Developments
Recent developments are captured in the Detailed Rating Consideration.

Detailed Rating Considerations
Service Area and System Characteristics; Stable Customer Base With Utility Service Provided by NTMWD
The City of Mesquite is located in Dallas County (Aaa, stable outlook), just east of the City of Dallas’ (Aa2, stable outlook) city limits
on Interstate 20. The local economy is anchored by retail, distribution and manufacturing. Population growth within the city has been
stable with the most recent census reporting an increase of 12.3% to 139,824 residents in 2010. Despite population increase, wealth
indices within the city have fallen over the years, reaching an estimated 87.7% (median family income), and 77.3% (per capita income)
in 2013; both expressed as a percentage of national levels.

Parallel to population growth, customer accounts have been stable with water and sewer customers increasing an annual average of
0.6% respectively, over the past five years. In fiscal 2015, water and sewer customers grew 1.7%, and 1.5% respectively to 40,115, and
38,811 accounts. Major utility customer is moderate with the top 10 customers accounting for 12.7% of fiscal 2015 revenues, based on
unaudited numbers.

The North Texas Municipal Water District (NTMWD) provides treated water and has ample capacity to meet the growing needs of the
city well into the future. Raw water for the system is derived primarily from NTMWD's Lake Lavon Reservoir that lies north of the city.
The NTMWD also provides wastewater treatment at a facility shared with other area cities. This facility has the capacity to handle the
city's wastewater treatment needs for the near term.

Debt Service Coverage and Liquidity; Satisfactory Coverage and Adequate Liquidity
Over the past five years, the system's debt service coverage ratios have remained satisfactory. However, erratic weather patterns have
challenged the financial health of water and sewer systems in the southwestern U.S. Unusually high rainfall and lower temperatures
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during the summer months often reduce water consumption, thus, reducing revenues. Conversely, drought conditions trigger
mandated water conservation which also impacts operating performance.

The system's bond ordinance pledges to raise rates to produce net revenues of not less than 1.5 times the average annual debt service
requirements. Based on the city's calculation of debt service coverage outlined in the resolution and weather conditions, net revenues
have consistently provided more than adequate coverage, ranging from a high of 3.02 times in fiscal 2011 to a low of 2.2 times in fiscal
2013; weak coverage levels in fiscal 2013 reflected very dry weather conditions. The bond ordinance debt service calculations do not
account for the approximate $5 million annual transfer the system makes to the General Fund as an operating expense, therefore
yielding higher coverage calculations than when the transfer is accounted for as an operating expense. Due to the historical and
ongoing nature of the transfer (the transfer has been made since 1999, Moody's considers the transfer a recurring operating expense
and includes it in debt service coverage calculations. Additionally, Moody's looks at the actual debt service amount of the current fiscal
year rather than the smaller average annual debt service amount. Thus, Moody's calculations of debt service coverage are significantly
lower, ranging from a high of 1.95 times in fiscal 2011 to a low of 1.33 times in fiscal 2013 within the past five years. In fiscal 2014, total
annual debt service increased to 1.48 times, as the city increased rates and implemented a new tiered rate structure, favoring lower
demand. Including the current sale, coverage on the maximum annual debt service (MADS) is 1.47 times.

In fiscal 2015, the city raised rates by 12%. The system also experienced higher consumption as wet weather patterns eased
consumption restrictions. As such, unaudited numbers reflect an increase in of 34.3% in net revenues improving annual debt service
coverage to 2.04 times.

Going forward, the system fiscal performance are expected to remain satisfactory. A 10% rate increase in fiscal 2016 is expected to
boost revenues, and partly offset the 11% increase from NTMWD, resulting in a modest operating surplus. NTMWD projects rates will
increase between 7% - 11% annually through fiscal 2021, and the system will evaluate its rate structure on an annual basis to meet
system needs. Favorable operating performance will be key to strengthening credit fundamentals and growing system liquidity.

LIQUIDITY

The system's balance sheet is satisfactory. In fiscal 2014, the unrestricted cash and investments totaled $9.3 million, (98 days cash on
hand). The system's liquidity increased slightly to $10.6 million (111.2 days cash on hand) in fiscal 2015, based on unaudited results.

Debt and Legal Covenants
Inclusive of the current issuance, the system's total revenue debt outstanding is $77.5 million. Amortization is rapid, with 70.4% of
principal retired in 10 years. The city's capital improvement plan includes future debt financing of about $8 million annually over the
next three years for system improvements.

Adequate legal covenants require rates to be imposed that will sustain a 1.5 times average annual debt service coverage, an additional
bonds test of 1.5 times average annual debt service coverage, and maintenance of a debt service reserve equal to average annual debt
service. The system's ability to maintain positive operating performance will be key to maintaining the rating.

DEBT STRUCTURE

The debt service schedule is descending with the maximum annual debt service of $8.3 million scheduled for fiscal 2017. Final maturity
is scheduled for 2036.

DEBT-RELATED DERIVATIVES

All of the system's debt is fixed rate, and the system is not party to any derivative agreements.

PENSIONS AND OPEB

All system employees are employees of the City of Mesquite. The city is a participant in the Texas Municipal Retirement System, a
multi-employer agent pension plan.

Management and Governance
The City of Mesquite has a Council/Manager form of government in which the mayor and six council members are elected for
staggered two year terms with elections held annually in May. The city demonstrates good governance by annual capital planning for
the system which goes out multiple years. Additionally, the system targets a working capital goal of between 90 to 120 days. The city
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also utilizes a rate modeling tool to manage the cost of service to citizens. The last rate study was completed two years ago, and the
system projects annual rate increases over the next few years to manage expected rate increases by NTMWD.

Legal Security
The bonds are secured by a first lien on the net revenues of the combined water and sewer system.

Use of Proceeds
A portion of the proceeds will refund certain maturities of the system's existing debt (2006, 2007 and 2008) for an expected net
present value savings of 5.5%, and no extension of final maturity. The remaining portion will be used for system improvements in line
with the capital plan.

Obligor Profile
The City of Mesquite is located in Dallas County (Aaa, stable outlook), just east of the City of Dallas’ (Aa2, stable outlook) city limits
on Interstate 20. The local economy is anchored by retail, distribution and manufacturing. In fiscal 2015, water and sewer customers
totaled 40,115, and 38,811 respectively.

Methodology
The principal methodology used in the revenue rating was US Municipal Utility Revenue Debt published in December 2014. Please see
the Ratings Methodologies page on www.moodys.com for a copy of this methodology.

Ratings

Exhibit 2

MESQUITE (CITY OF) TX WATERWORKS & SEWER ENTERPRISE
Issue Rating
Waterworks and Sewer System Revenue
Refunding And Improvement Bonds, Series 2016

Aa2

Rating Type Underlying LT
Sale Amount $16,795,000
Expected Sale Date 03/07/2016
Rating Description Revenue: Government

Enterprise
Source: Moody's Investors Service
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