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NEW YORK, February 26, 2015 --Moody's Investors Service assigns a Aa2 rating to Avon Lake (City of) Water
Enterprise, OH's $6.1 million Water System Refunding Revenue Bonds, Series 2015. Concurrently, Moody's
maintains the Aa2 rating on the enterprise's outstanding revenue debt. Post sale, the enterprise will have $6.1
million of rated revenue debt outstanding.

SUMMARY RATING RATIONALE

The Aa2 rating reflects the enterprise's relatively wealthy service area in the Cleveland (A1 stable) metro area;
stable financial operations with healthy cash balances; manageable debt burden with adequate debt service
coverage; and satisfactory legal covenants.

OUTLOOK

Outlooks are usually not assigned to local government credits with this amount of debt outstanding.

WHAT COULD MAKE THE RATING GO UP

-Strong expansion and diversification of customer base

-Maintenance of solid net working capital and liquidity

-Strengthening of debt service coverage ratios

WHAT COULD MAKE THE RATING GO DOWN

- Significant increases in customer concentration

- Deterioration in annual debt service coverage

- Significant leveraging of net revenues above affordable levels

STRENGTHS

- Relatively wealthy service area favorably located in Cleveland metropolitan area



- Independent rate-setting authority

- Strong liquidity

CHALLENGES

- Modest system size (measured by operating expenditures) relative to many similarly-rated entities

RECENT DEVELOPMENTS

Recent developments are incorporated into the Detailed Rating Rationale below.

DETAILED RATING RATIONALE

REVENUE GENERATING BASE: RELATIVELY WEALTHY SERVICE AREA IN THE CLEVELAND METRO
AREA

The enterprise provides treated water for a service area covering approximately 680 square miles in northern Ohio
that includes the City of Avon Lake (Aa2) as well as portions of Avon, Sheffield Lake, North Ridgeville, Medina,
Sheffield Village, Medina County, and Rural Lorain County Water Authority. The municipalities outside of the city
receive services through wholesale contracts and comprised 82% of fiscal 2013 water sales with the remaining
being predominantly used by Ford Motor Company and PolyOne. The system currently has long-term contracts
with all the underlying municipalities. Water is drawn from Lake Erie and treated at the enterprise's treatment plant,
which has a nominal capacity of 50 mgd. The number of customers served by the Avon Lake water enterprise is
approximately 200,000. Resident income levels are strong, with median family income equivalent to 156% of the
national figure according to 2008-2012 American Community Survey estimates.

FINANCIAL OPERATIONS AND POSITION: STABLE OPERATIONS SUPPORTED BY HEALTHY LIQUIDITY;
ADEQUATE DEBT SERVICE COVERAGE SUPPORTED BY RECENT RATE INCREASES

Operations of Avon Lake's water enterprise will likely remain steady going forward due to the stability of the
customer base, and recent annual rate increases. Over the past five years, unrestricted cash reserves have
grown from $6.7 million, or 127% of operating and maintenance (O&M) expenditures, in fiscal 2008 to $7.1 million,
or 101% of O&M, at the close of fiscal 2013. Management projects to maintain strong cash reserves going
forward.

The maintenance of healthy liquidity through fiscal 2013 was supported by annual increases in water rates, which
are set exclusively by the Avon Lake Regional Water and Utilities Board, per City Charter, and typically effective
July 1st of each year. Rate increases have averaged 9% annually over the past four years resulting in steady
growth in operating revenue. The board has already approved rate increases of 3% set for both July 2015 and
2016.

Audited fiscal 2013 net revenues provide an adequate 1.4 times of combined debt service coverage on the
enterprise's revenue and Ohio Water Development Authority (OWDA) debt. Debt service coverage is estimated to
remain adequate between 1.2 and 1.4 times based on estimated fiscal 2015 and 2016 net revenues. The majority
of the enterprise's debt obligations are in the form of OWDA loans and coverage on senior lien debt is a very
strong 4.62 times.

Liquidity

Fiscal 2013 liquidity was healthy with unrestricted cash of $7.1 million, or 101% of operating and maintenance
expenditures (O&M).

DEBT AND OTHER LIABILITIES: MANAGEABLE DEBT RATIO AND SATISFACTORY LEGAL COVENANTS

The legal provisions for the current bonds are satisfactory and provide adequate security for bondholders based
on senior lien on the net revenues of the city's water utility. The rate covenant calls for net revenues to provide at
least 1.1 times annual debt service coverage on the bonds. Repayment of the current bonds follows all operating
expenditures. The Series 2015 bonds do not possess a debt service reserve fund requirement.

Debt Structure

The water enterprise's debt position is expected to remain manageable given an absence of further borrowing
plans within the near term. The current revenue bonds represent all outstanding debt secured by net water



revenues, and reflect a debt ratio of 27.6% of debt to current assets. The enterprise has roughly $10.0 million in
OWDA loans outstanding. Principal amortization is average with 70% of all outstanding debt repaid over the next
10 years.

Debt-Related Derivatives

All debt issued for the water enterprise is fixed rate and is not hedged by any derivatives.

Pensions and OPEB

Pension costs associated with the employees of the enterprise are included in the city's operating expenditures
and are thus not included as a liability of the water enterprise.

MANAGEMENT AND GOVERNANCE: FULL RATE SETTING AUTHORITY AND STRONG RATE SETTING
RECORD

The Avon Lake Regional Water and Utilities Board has rate setting authority and has demonstrated a strong
willingness to raise rates as needed to support operations and capital costs, as evidenced by consistent rate
increases since 2011. The board has approved rate increases of 3% in both 2015 and 2016. Board members are
elected by voters of the City of Avon Lake to four-year terms.

KEY STATISTICS

- Asset Condition (Remaining Useful Life): 30 years

- Enterprise Size (O&M in $000): $7,104

- Service Area Wealth (MFI): 156%

- Annual Debt Service Coverage: 1.36x

- Days Cash on Hand: 312 days

- Debt to Operating Revenues: 1.49x

- Rate Covenant: 1.1x

- Debt Service Reserve Requirement: none

OBLIGOR PROFILE

The enterprise provides water services for approximately 600 square miles in northern Ohio for the City of Avon
Lake (Aa2) as well as portions of Sheffield Lake, North Ridgeville, Medina, Sheffield Village, Medina County, and
Rural Lorain County Water Authority. The enterprise serves approximately 200,000 people.

LEGAL SECURITY

Outstanding debt payments are secured by a senior lien on the net revenues of the water enterprise.

USE OF PROCEEDS

The Series 2015 bonds will refund the enterprise's Series 2005 bonds for interest savings.

RATING METHODOLOGY

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

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class
of debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance
with Moody's rating practices. For ratings issued on a support provider, this announcement provides certain
regulatory disclosures in relation to the rating action on the support provider and in relation to each particular rating



action for securities that derive their credit ratings from the support provider's credit rating. For provisional ratings,
this announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in
relation to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where
the transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner
that would have affected the rating. For further information please see the ratings tab on the issuer/entity page for
the respective issuer on www.moodys.com.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related rating
outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures for
each credit rating.
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES
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THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE
AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT
ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE
RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY’S OPINIONS INCLUDED IN MOODY’S
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RATINGS AND MOODY’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR
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CREDIT RATINGS NOR MOODY’S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN
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PUBLISHES MOODY’S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH
INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY
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MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER MOODY’S CREDIT
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ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
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All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable.
Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be
reliable including, when appropriate, independent third-party sources. However, MOODY’S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process or in preparing
the Moody’s Publications.
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To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability to any person or entity for arising from or in connection with the information contained
herein or the use of or inability to use any such information, even if MOODY’S or any of its directors, officers,
employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses
or damages, including but not limited to: (a(b) any loss or damage arising where the relevant financial instrument is
not the subject of a particular credit rating assigned by MOODY’S.  



To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability for any direct or compensatory losses or damages caused to any person or entity,
including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability
that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the
control of, MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers,
arising from or in connection with the information contained herein or the use of or inability to use any such
information.

 

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.

 

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”),
hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes
and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of
any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating services rendered by it fees
ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address
the independence of MIS’s ratings and rating processes. Information regarding certain affiliations that may exist
between directors of MCO and rated entities, and between entities who hold ratings from MIS and have also
publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading “Investor Relations — Corporate Governance — Director and Shareholder
Affiliation Policy.”

 

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or
Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you represent to MOODY’S that you are, or are
accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you
represent will directly or indirectly disseminate this document or its contents to “retail clients” within the meaning of
section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as to the creditworthiness of a
debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to
retail clients. It would be dangerous for “retail clients” to make any investment decision based on MOODY’S credit
rating. If in doubt you should contact your financial or other professional adviser.

For Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody's Group
Japan G.K., which is wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned subsidiary of MCO.
Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a
Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ are
Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an entity that is not a NRSRO and,
consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ
are credit rating agencies registered with the Japan Financial Services Agency and their registration numbers are
FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal
and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.



MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

 


