a @ STANDARD & POOR'S
’ RATINGS SERVICES

McGRAW HILL FINANCIAL

RatingsDirect’

Summary:

Copperas Cove, Texas; General
Obligation

Primary Credit Analyst:
Edward R McGlade, New York (1) 212-438-2061; edward. mcglade@standardandpoors.com

Secondary Contact:
Omar M Tabani, Dallas (1) 214-871-1472; omar.tabani@standardandpoors.com

Table Of Contents

Rationale

Outlook

Related Criteria And Research

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 29, 2015 1

1426274 | 302307398



Summary:

Copperas Cove, Texas; General Obligation

Credit Profile

US$8.38 mil Comb Tax and Rev Certs of Oblig ser 2015 dtd 08/01/2015 due 08/15/2040

Long Term Rating AA/Stable New
Copperas Cove GO
Long Term Rating AA/Stable Affirmed
Rationale

Standard & Poor's Ratings Services assigned its 'AA' long-term rating to Copperas Cove, Texas' series 2015
combination tax and revenue certificates of obligation. In addition, we affirmed our 'AA' long-term rating on the city's

outstanding unenhanced debt. The outlook is stable.

The certificates are secured by the same ad valorem tax levy in addition to limited surplus revenue from the city's

waterworks and sewer system. Management will use certificate proceeds to fund various capital improvement projects.
The rating reflects the following credit characteristics, specifically Copperas Cove's:

* Adequate economy, with projected per capita effective buying income at 98.4% and market value per capita of
$39,513, though that is advantageously gaining from a local stabilizing institutional influence;

» Very strong management, with "strong" financial policies and practices under our Financial Management
Assessment (FMA) methodology;

» Adequate budgetary performance, with operating results that we expect could improve in the near term relative to
fiscal 2014, which closed with operating deficits in the general fund and at the total governmental fund level;

» Very strong budgetary flexibility, with an available fund balance in fiscal 2014 of 38% of operating expenditures;

» Very strong liquidity, with total government available cash of 103.5% of total governmental fund expenditures and
3.2x governmental debt service, and access to external liquidity we consider strong;

» Very weak debt and contingent liability position, with debt service carrying charges of 32.4% of expenditures and
net direct debt that is 173.9% of total governmental fund revenue; and

» Strong institutional framework score.

Adequate economy

We consider Copperas Cove's economy adequate. The city, with an estimated population of 32,122, is located in
Coryell and Lampasas counties. The city benefits, in our view, from a stabilizing institutional influence. The city has a
projected per capita effective buying income of 98.4% of the national level and per capita market value of $39,513.
Overall, the city's market value grew by 3.1% over the past year to $1.3 billion in 2015. The weight-averaged

unemployment rate of the counties was 6.0% in 2014.

Copperas Cove, about 17 square miles in area, is primarily a residential city that benefits from its direct access to Fort
Hood, the nation's largest military base. The city's economy is based on the 72,059 military personal that live on the

post and the 39,113 off-post family members. This has had the effect of pushing income levels down. Additionally, the
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city has become one of the primary relocation areas for military retirees, which also lowers incomes. In addition, the
city has a large number of assessed value (AV) exemptions granted to veterans, which, when added in, could drive up
market value per capita indicators. It is for all these reasons that Standard & Poor's has applied the stabilizing

institutions adjustment to this credit.

Very strong management

We view the city's management as very strong, with "strong" financial policies and practices under our FMA
methodology, indicating financial practices are strong, well embedded, and likely sustainable. Management uses
historical property tax revenue receipts, AV growth, sales tax trends, and personnel costs over the previous five years
to calculate revenue and expenditure estimates. The city performs budget amendments, as needed, to address
expenditure reclassifications and additional expenses; and the board approves these amendments based on
management's recommendation. The council adopted a five-year financial plan in 2003, which it has updated ever

since, with the exception of last year.

Management plans to continue reviewing the plan annually from now on. The city has a formal five-year capital
improvement plan (updated by the city council each year) with sources identified. Management has a formal
investment policy in which it monitors investment results and compliance and reports them to the board at least
quarterly. A comprehensive debt management policy was adopted in April 2012 dealing with types of debt to be issued
and limiting the level of variable-rate debt and the use of SWAPS, and the expectations for saving to achieve for a
refunding. The city has a formal general fund reserve policy and management's goal is to maintain at least 90 days'

operations in reserve.

Adequate budgetary performance
Copperas Cove's budgetary performance is adequate in our opinion. The city had operating deficits of negative 2.7% in
the general fund and negative 16.5% across all governmental funds in fiscal 2014. Our assessment accounts for the fact

that we expect budgetary results could improve from 2014 results in the near term.

The expectations for fiscal years 2015 and 2016 are that the city will use some of its reserves to offset the slide in
property tax revenues, a decline primarily reflecting new property tax exemptions for disabled veterans. The city
expects that it will be producing surpluses once again by 2017, partly reflecting a new state rebate to cities unduly

harmed by the disabled veteran exemption bills.

Very strong budgetary flexibility
Copperas Cove's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2014 of 38%
of operating expenditures, or $5.6 million. We expect the available fund balance will remain above 30% of

expenditures for the current and next fiscal years, which we view as a positive credit factor.

While the city is expecting to use reserves for fiscal years 2015 and 2016, it expects to stay over 15%. In addition, it
does not expect to fall below its minimum reserve level of 90 days of operations, so we expect it will stay above 30%

over the next two years.

Very strong liquidity

In our opinion, Copperas Cove's liquidity is very strong, with total government available cash of 103.5% of total
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governmental fund expenditures and 3.2x governmental debt service in 2014.

In our view, the city has strong access to external liquidity if necessary. No aggressive use of investments as the city is

invested in certificates of deposit, Texstar, Texpool, and municipal bonds.

Very weak debt and contingent liability profile
In our view, Copperas Cove's debt and contingent liability profile is very weak. Total governmental fund debt service is
32.4% of total governmental fund expenditures, and net direct debt is 173.9% of total governmental fund revenue. The

city plans to issue about $9 million in debt each year for the next couple of years.

Copperas Cove's combined pension and other postemployment benefit contributions totaled 6% of total governmental

fund expenditures in 2014. The city made 99% of its annual required pension contribution in 2014.

Strong institutional framework

The institutional framework score for Texas municipalities is strong.

Outlook

The stable outlook reflects our anticipation that Copperas Cove will continue to benefit from its proximity to and
participation in the Fort Hood economy, and that residential and commercial development will continue. We also
expect that the city will maintain its very strong liquidity, very strong budgetary flexibility, and positive budgetary

performance.

A continued moderation of the city's debt burden and resulting improvement in its debt and liabilities profile could lead
us to take a positive rating action. Also, while we do not expect it to occur during the outlook period, a significant
improvement in the underlying economic indicators could lead to a higher rating. Conversely, a significant
deterioration of the city's budgetary performance or overall fiscal position could place downward pressure on the

ratings.

Related Criteria And Research

Related Criteria

» USPF Criteria: Local Government GO Ratings Methodology And Assumptions, Sept. 12, 2013
» USPF Criteria: Financial Management Assessment, June 27, 2006

» USPF Criteria: Debt Statement Analysis, Aug. 22, 2006

e USPF Criteria: Limited-Tax GO Debt, Jan. 10, 2002

» USPF Criteria: Assigning Issue Credit Ratings Of Operating Entities, May 20, 2015

* Criteria: Use of CreditWatch And Outlooks, Sept. 14, 2009

Related Research
» Institutional Framework Overview: Texas Local Governments
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Ratings Detail (As Of July 29, 2015) (cont.)
Copperas Cove GO (ASSURED GTY)

Unenhanced Rating AA(SPUR)/Stable Affirmed
Copperas Cove GO (BAM)
Unenhanced Rating AA(SPUR)/Stable Affirmed

Copperas Cove GO
Unenhanced Rating AA(SPUR)/Stable Affirmed

Many issues are enhanced by bond insurance.

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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