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Summary:

Atascadero Community Development Agency,
California; Tax Increment

Credit Profile

Atascadero Comnty Dev Agy (Atascadero Redev Proj) Tax Alloc Bnds
Unenhanced Rating A(SPUR)/Stable Upgraded

Many issues are enhanced by bond insurance.

Rationale

Standard & Poor's Ratings Services raised its long-term rating and underlying rating (SPUR) to 'A' from 'A-' on the
Atascadero Community Development Agency (CDA), Calif''s series 2004 tax allocation bonds. The rating action is
based on our view of the agency's improved assessed valuation (AV) and debt service coverage, as well as its limited
ability to issue debt. The outlook is stable.

The ratings further reflect our view of:

e The project area's very strong, 3.41x maximum annual debt service (MADS) coverage from pledged revenue;

¢ The agency's strong cash management; and

e The project area's medium size and location within San Luis Obispo County, an area with strong economic and
income indicators.

Partly offsetting the above strengths is our opinion of the project area's moderately high volatility ratio, indicating

some sensitivity to AV fluctuations, as well as the lack of an investment grade surety for the debt service reserve fund.

The series 2004 bonds are secured by a first lien on tax increment revenue generated within the Atascadero
redevelopment project area, net of the 20% housing set-aside and senior pass-through payments. The successor
agency (SA) to the Atascadero CDA does not have any other outstanding bonds. However, the SA is using residual
Redevelopment Property Tax Trust Fund receipts to pay debt service on series 2010 lease revenue bonds issued by

the Atascadero Public Financing Authority, which do not have a formal pledge of tax increment.

The city of Atascadero has acted as SA to the former CDA since the state legislature and a subsequent court ruling
dissolved all redevelopment agencies in California in February 2012, pursuant to Assembly Bill (AB) 1X 26 and its
subsequent amending legislation, AB 1484. AB1X 26 and AB 1484 provide an SA and its oversight board with the
ability to issue refunding debt. The law requires an SA to receive approval from its oversight board and the state
department of finance before it can issue refunding bonds, and the agency has received approval from both entities.

AB1X 26 and AB 1484 require agency and oversight officials to adhere to deadlines for requesting debt service
payment amounts on its recognized obligation payment schedule (ROPS) to receive tax revenue. Since the law limits
the revenue to payment on enforceable obligations on its ROPS, and since it requires more proactive management

than under the predissolution flow of funds, we believe an agency's debt management practices after dissolution
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become more important to credit quality.

We note that the SA does request full annual debt service in their ROPS before other obligations are met, as required in
the indenture. While we view these cash management practices favorably, we also note that the surety for the debt

service reserve fund lacks an investment-grade rating.

The Atascadero Redevelopment Project Area encompasses approximately 1,110 acres in the central portion of the city
and the commercial corridor of El Camino Real bisecting the city from north to south. The project area's land use
categories are primarily residential (49.7% of AV) and commercial (37.5%), with some industrial (1.8%) properties. AV
has steadily increased, by 9.8% from 2013 to 2016, with growth of 3.6% in 2016. The project area's current volatility
ratio has declined slightly but remains moderately high, in our opinion, at 0.42.

We view the district's tax base as diverse. The top 10 taxpayers in 2016 account for 14.2% of total AV, and include a
mix of commercial property. The top taxpayer is retail company accounting for 3% of total AV. The SA indicated that
the project area had tax appeals totaling $8.8 million, or 1.3% of total AV, with the top appeal requesting only $4.4
million, or 0.7% of total AV.

We estimate that pledged revenue for the bonds -- tax increment revenue generated by the project area net of required
housing set-asides and senior pass-throughs -- can cover MADS by 3.41x, which we consider very strong. At this
coverage level and volatility ratio, we estimate that the project area could lose approximately 41% of total AV (or more
than the top 10 taxpayers) before coverage would drop below 1x.

Dissolution legislation permits the SA to issue debt only for limited purposes, such as paying or amending an
enforceable obligation, generating savings, or flattening spikes in debt service. After reviewing the enforceable
obligations as listed on the agency's ROPS and confirming the outstanding obligations with management, we view the
possibility of additional debt as unlikely except for refunding purposes. The 2004 indenture does include an additional
bonds test.

The agency has received a Finding of Completion from the state, which makes it eligible to place loans between the SA
and the city on its ROPS as enforceable obligations, submit a long-range property management plan for approval, and
spend stranded bond proceeds. The California Department of Finance found, in its March 2013 Due Diligence Review,
that $851,205 had to be distributed from the SA to the affected taxing agencies. Management confirmed that a
payment was made in March 2013 to settle this obligation. In December 2014, the California State Controller's Office
found, in its Asset Transfer Review, that $115,223 in unallowable transfers had to be returned from the city to the SA;
however, the city is still disputing the State Controller's determination.

Atascadero is located in San Luis Obispo County, midway between San Francisco and Los Angeles. The city, which
encompasses approximately 26 square miles, has an estimated population of 28,906. Median household and per capita
effective buying income were 118% and 106% of the national averages -- which we consider strong and good,
respectively. Unadjusted unemployment in the region declined to 4.7% as of August from 10.4% in January 2011,

which continues to be lower than the state and national levels.
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Outlook

The stable outlook reflects our expectation that the tax base within the midsize project area will remain at least stable
over the two-year outlook horizon, and that the agency will continue to request on its ROPS and receive sufficient

pledged revenue to make semiannual debt service payments.

Upside scenario
We could raise the ratings if AV growth during the next two years results in a significantly reduced volatility ratio and
MADS coverage levels that are significantly stronger than those of peers.

Downside scenario
Although we don't anticipate doing so, we could lower the ratings within the next two years should the agency
encounter cash flow issues related to requesting ROPS disbursements. An unexpected drop in AV and corresponding

pledged revenue could also cause us to lower the ratings.

Related Criteria And Research

Related Criteria
o USPF Criteria: Special-Purpose Districts, June 14, 2007
e (Criteria: Use of CreditWatch And Outlooks, Sept. 14, 2009

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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Standard & Poor’s Ratings Services
Terms and Conditions Applicable To Public Finance Credit Ratings

General. The credit ratings and other views of Standard & Poor’s Ratings Services (“Ratings Services™) are statements of
opinion and not statements of fact. Credit ratings and other views of Ratings Services are not recommendations to purchase,
hold, or sell any securities and do not comment on market price, marketability, investor preference or suitability of any
security. While Ratings Services bases its credit ratings and other views on information provided by issuers and their agents
and advisors, and other information from sources it believes to be reliable, Ratings Services does not perform an audit, and
undertakes no duty of due diligence or independent verification, of any information it receives. Such information and
Ratings Services’ opinions should not be relied upon in making any investment decision. Ratings Services does not act as a
“fiduciary” or an investment advisor. Ratings Services neither recommends nor will recommend how an issuer can or
should achieve a particular credit rating outcome nor provides or will provide consulting, advisory, financial or structuring
advice. Unless otherwise indicated, the term “issuer” means both the issuer and the obligor if the obligor is not the issuer.

All Credit Rating Actions in Ratings Services’ Sole Discretion. Ratings Services may assign, raise, lower, suspend, place
on CreditWatch, or withdraw a credit rating, and assign or revise an Outlook, at any time, in Ratings Services’ sole
discretion. Ratings Services may take any of the foregoing actions notwithstanding any request for a confidential or private
credit rating or a withdrawal of a credit rating, or termination of a credit rating engagement. Ratings Services will not
convert a public credit rating to a confidential or private credit rating, or a private credit rating to a confidential credit
rating.

Publication. Ratings Services reserves the right to use, publish, disseminate, or license others to use, publish or
disseminate a credit rating and any related analytical reports, including the rationale for the credit rating, unless the
issuer specifically requests in connection with the initial credit rating that the credit rating be assigned and maintained
on a confidential or private basis. If, however, a confidential or private credit rating or the existence of a confidential or
private credit rating subsequently becomes public through disclosure other than by an act of Ratings Services or its
affiliates, Ratings Services reserves the right to treat the credit rating as a public credit rating, including, without
limitation, publishing the credit rating and any related analytical reports. Any analytical reports published by Ratings
Services are not issued by or on behalf of the issuer or at the issuer’s request. Ratings Services reserves the right to use,
publish, disseminate or license others to use, publish or disseminate analytical reports with respect to public credit
ratings that have been withdrawn, regardless of the reason for such withdrawal. Ratings Services may publish
explanations of Ratings Services’ credit ratings criteria from time to time and Ratings Services may modify or refine its
credit ratings criteria at any time as Ratings Services deems appropriate.

Reliance on Information. Ratings Services relies on issuers and their agents and advisors for the accuracy and
completeness of the information submitted in connection with credit ratings and the surveillance of credit ratings
including, without limitation, information on material changes to information previously provided by issuers, their
agents or advisors. Credit ratings, and the maintenance of credit ratings, may be affected by Ratings Services’ opinion of
the information received from issuers, their agents or advisors.

Confidential Information. Ratings Services has established policies and procedures to maintain the confidentiality of
certain non-public information received from issuers, their agents or advisors. For these purposes, “Confidential
Information” shall mean verbal or written information that the issuer or its agents or advisors have provided to Ratings
Services and, in a specific and particularized manner, have marked or otherwise indicated in writing (either prior to or
promptly following such disclosure) that such information is “Confidential.”

Ratings Services Not an Expert, Underwriter or Seller under Securities Laws. Ratings Services has not consented to and
will not consent to being named an “expert” or any similar designation under any applicable securities laws or other
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regulatory guidance, rules or recommendations, including without limitation, Section 7 of the U.S. Securities Act of
1933. Rating Services has not performed and will not perform the role or tasks associated with an "underwriter" or
"seller" under the United States federal securities laws or other regulatory guidance, rules or recommendations in
connection with a credit rating engagement.

Disclaimer of Liability. Ratings Services does not and cannot guarantee the accuracy, completeness, or timeliness of the
information relied on in connection with a credit rating or the results obtained from the use of such information.
RATINGS SERVICES GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED
TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.
Ratings Services, its affiliates or third party providers, or any of their officers, directors, shareholders, employees or
agents shall not be liable to any person for any inaccuracies, errors, or omissions, in each case regardless of cause,
actions, damages (consequential, special, indirect, incidental, punitive, compensatory, exemplary or otherwise), claims,
liabilities, costs, expenses, legal fees or losses (including, without limitation, lost income or lost profits and opportunity
costs) in any way arising out of or relating to a credit rating or the related analytic services even if advised of the
possibility of such damages or other amounts.

No Third Party Beneficiaries. Nothing in any credit rating engagement, or a credit rating when issued, is intended or
should be construed as creating any rights on behalf of any third parties, including, without limitation, any recipient of a
credit rating. No person is intended as a third party beneficiary of any credit rating engagement or of a credit rating when
issued.
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