
       
     

       
   

      

      

     
  

             
          

            

 

               
               

              
     

             
          

               
                  

 

              
                

     

                 
     

              

               
   

                
             

Mooo¥'s 
INVESTORS SERVICE 

Rating Update: MOODY'S AFFIRMS Aa3 RATING ON CALIFORNIA 
INFRASTRUCTURE AND ECONOMIC DEVELOPMENT BANK ENERGY 
EFFICIENCY MASTER TRUST REVENUE BONDS SERIES 2003A & 
2005A; OUTLOOK REMAINS STABLE 

Global Credit Research - 01 Feb 2012 

APPROXIMATELY $19.9 MILLION OF OUTSTANDING DEBT AFFECTED 

CALIFORNIA INFRASTRUCTURE & ECONOMIC DEVELOPMENT BANK 
State Revolving Funds 
CA 

Opinion 

NEW YORK, February 01, 2012 --Moody's Investors Service has affirmed the Aa3 rating on 
approximately $19,935,000 of California Infrastructure and Economic Development Bank (I-Bank), Energy 
Efficiency Master Trust Revenue Bonds, Series 2003A and 2005A. The outlook remains stable. 

RATING RATIONALE 

The rating is primarily based on the sizeable reserves securing the bonds and sufficient projected debt 
service coverage levels (minimum of 1.10x). The principal sources of security for the bonds are loan 
repayments derived from energy cost savings and other legally available sources of the pledged loan 
recipients, investment earnings, and the reserves. 

STRENGTHS 

* Sizeable series-level reserves invested in Royal Bank of Canada (rated Aa1/P-1) guaranteed investment 
contracts (GICs), as well as an additional program-level Master Reserve account 

* Sufficient projected debt service coverage levels which are required to meet at least 1.10x coverage 
throughout the life of the deal prior to any release of funds from the program, as pursuant to Secured 
Loan Agreements 

* If necessary, management's willingness and ability to substitute a nonperforming pledged loan with a 
performing unpledged loan in order to meet debt service payments as well as the bonds' 1.10x debt 
service coverage sufficiency, as mentioned above 

* Loan repayments are due over two months in advance of bond debt service, providing sufficient time for 
any delayed payments to be addressed 

* 2003A bonds will mature in 2014, and the 2005A bonds will mature in 2019 

CHALLENGES 

* The contingent nature of the underlying loan pledges and certain borrower profiles weaken the loan 
portfolio's overall credit quality 

* Weak loan portfolio diversity, specifically a high concentration among the top 5 largest borrowers and a 
low proportion of borrowers that comprise less than 1% of the total loan portfolio 



  

    

            
               
                 

              
             

                  
                

                   
                   
             

                 
                 
               
         

                   
                 
                 
              

             
               

                

                
              

              
                 

             
              

      

              
        

        

                 
               

             
              

            
              
              

                 
             

                
             

           

DETAILED CREDIT DISCUSSION 

CHARACTERISTICS OF LOAN PORTFOLIO SECURITY 

Pledged loans are unsecured obligations between the borrower and the California Energy Commission 
(CEC). Repayments are primarily derived from the funded project's energy cost savings as calculated in a 
manner prescribed by the CEC. Prior to pledging a loan's repayments to secure a series of bonds, the 
borrowers' energy cost savings had been previously deemed sufficient in order to meet its loan 
obligations. Changes in energy use and rate reductions and changes to the borrower's equipment/facility 
which occur after issuance of the loan will not affect the CEC's initial finding of energy cost savings. There 
is no assurance, however, that the performance of the project will not deteriorate, that energy rates will 
not decline to a point at which energy savings are no longer realized, or that other factors may not result 
in a loss of energy savings. In the event annual energy cost savings resulting from the project fail to equal 
or exceed the amount of loan repayments due, the loan agreement may be renegotiated. 

At the sole discretion of the borrower, and to the extent there are any available, the borrower may 
choose to use other legally available funds to fulfill loan repayments in the event of insufficient energy cost 
savings. The borrower loan agreements do not define what funds could be legally available, but specific 
language prohibits the borrower from levying taxes to ensure repayment. 

It is possible that the validity or enforceability of any or all of the pledged loans could be challenged on 
the basis that they represent a debt contingent on energy savings of the borrowing public entity without a 
vote of the electorate, as is often required for municipal entities in the State of California entering into 
debt obligations. However, a 1984 opinion written by the California Attorney General concluded that the 
borrowing of funds to implement an energy conservation project did not require electorate consent 
because the energy loans constituted a contingent liability payable solely from the savings in energy costs 
and because the governing body was not empowered to levy taxes for the purpose of making loan 
repayments. 

In the event that a pledged loan does not perform as expected, including becoming seriously delinquent or 
defaulting, it may be substituted at management's discretion with a seasoned, current loan from the 
CEC's unpledged loan portfolio. Management has indicated a strong willingness and ability to take action 
if necessary, although it has never been required to do so. The June 30, 2011 audit reported non-current 
assets of $41.8 million comprised of non-pledged loan receivables, though the amount of bondholder 
security provided by substitution of nonperforming loans could be diminished if the program leverages its 
(currently) unpledged loan portfolio with additional debt. 

Additionally, loan repayments are due over two months before bond debt service is payable, providing 
ample time for any delayed payments to be addressed. 

SIZEABLE DEBT SERVICE RESERVES PROVIDE SUFFICIENT SECURITY TO BONDHOLDERS 

As of June 30, 2011, debt service reserves were sized to approximately 60% and 26% of the total 
outstanding debt for the 2003A and 2005A series, respectively. Funds that reside within the reserves are 
invested in Royal Bank of Canada (RBC) (rated Aa1/P-1) guaranteed investment contracts (GICs) which 
provide fixed rates of return. Although the reinvestment rates are more profitable than other comparable 
instruments in today's low interest rate environment, any counterparty credit deterioration may reduce 
bondholder security through heightened counterparty risks such as the loss of invested funds due to 
bankruptcy. If RBC were to be downgraded, further review of the program may be necessary. 

One bond series' program loans do not secure the payment of the other, except to the extent the 
repayments are made available through the Master Reserve pursuant to the Master Trust Agreement. 
Moneys transferred to the Master Reserve account will be available to pay debt service on any Master 
Trust bonds that experience debt service shortfalls or insufficient series-level reserve fund amounts. The 
Master Reserve is particularly important because it cross-collateralizes the program's multiple bond 



                

    

              
             

             
                
 

       

               
              

             
              
               

          

              
             

               
                

           
            

              

              

               

     

        

     

           

            

              
        

 

              

                

                  
   

series by temporarily trapping surplus funds at the bottom of the flow of funds prior to release. 

SUFFICIENT DEBT SERVICE COVERAGE PROJECTIONS 

Recent cash flow projections demonstrate 1.10x minimum debt service coverage levels for the 2003A and 
2005A series, individually. The coverage is calculated from amounts in the surplus repayment account, 
loan repayments, and investment earnings (when applicable). Pursuant to the legal documents, funds may 
not be released from the program unless the minimum coverage requirement is met throughout the life of 
the bonds. 

LOAN PORTFOLIO COMPOSITION CHARACTERISTICS; RECENT PERFORMANCE AND TRENDS 

Of the borrowers that comprise the $19.98 million loan portfolio, approximately 70% are rated (or have 
been assigned an internal credit assessment) in the A-range or above. Several factors, including the 
contingent nature of the pledge and the portfolio's composition of healthcare and not-for-profit borrowers, 
weaken the loan portfolio's overall credit quality. Furthermore, the portfolio does not exhibit any strong 
diversity characteristics. There is a high concentration among the top five borrowers and a low proportion 
of borrowers that comprise less than 1% of the total portfolio. 

Beginning in July 2010, the California Department of Mental Health (pledged to Series 2005A) became 
delinquent on its loan repayments due to delayed appropriations. The $104,505 payment was eventually 
received in April 2011 when the state budget had been resolved. CEC's management has expressed no 
credit concerns related to this borrower going forward. This is one of seven late payments the program 
has experienced since 2006. Furthermore, the program experienced two full prepayments of 
approximately $760,000 within the past 12 months. Prepayments could diminish projected debt service 
coverage levels due to reduced interest payments. Borrowers do not experience a penalty for prepaying. 

The 2003A bonds will mature in 2014, and the 2005A bonds will mature in 2019. 

Outlook 

The outlook is stable based on the strong levels of reserves and sufficient debt service coverage 
projections. 

WHAT COULD CHANGE THE RATING UP 

* A significant improvement in the portfolio credit quality 

WHAT COULD CHANGE THE RATING DOWN 

* Credit deterioration of the loan portfolio or of any investment provider 

* Debt service coverage levels which are insufficient to meet the 1.10x requirement 

* Leveraging the unpledged loan portfolio in a way that significantly reduces management's ability to 
substitute nonperforming pledged loans in the event of nonperformance 

KEY STATISTICS 

* Unique borrowers: 16, 36, and 50 for the 2003A, 2005A and combined program, respectively 

* Composition of top 5 borrowers: 78%, 51%, and 47% for the 2003A, 2005A and combined program, 
respectively 

* Composition of borrowers with less than 1% of total portfolio: 1%, 8%, and 10% for the 2003A, 2005A 
and combined program, respectively 



                
             

 

                
                  

               
              

              
               

        

              
                 

                
               

             
                

           
                

                
                 

                
     

              

              
      

                 
             

               
      

             
 

             
             

                  
                  

                    
            

             
                

                
 

                 
               

                  

The principal methodology used in this rating was U.S. State Revolving Fund Debt published in July 2010. 
Please see the Credit Policy page on www.moodys.com for a copy of this methodology. 

REGULATORY DISCLOSURES 

Although this credit rating has been issued in a non-EU country which has not been recognized as 
endorsable at this date, this credit rating is deemed "EU qualified by extension" and may still be used by 
financial institutions for regulatory purposes until 31 January 2012. ESMA may extend the use of credit 
ratings for regulatory purposes in the European Community for three additional months, until 30 April 
2012, if ESMA decides that exceptional circumstances arise that may imply potential market disruption or 
financial instability. Further information on the EU endorsement status and on the Moody's office that has 
issued a particular Credit Rating is available on www.moodys.com. 

For ratings issued on a program, series or category/class of debt, this announcement provides relevant 
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 relevant 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 relevant 
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. 

Information source used to prepare the rating is the following: parties involved in the ratings. 

Moody's considers the quality of information available on the rated entity, obligation or credit satisfactory 
for the purposes of issuing a rating. 

Moody's adopts all necessary measures so that the information it uses in assigning a 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. 

Please see the ratings disclosure page on www.moodys.com for general disclosure on potential conflicts 
of interests. 

Please see the ratings disclosure page on www.moodys.com for information on (A) MCO's major 
shareholders (above 5%) and for (B) further information regarding certain affiliations that may exist 
between directors of MCO and rated entities as well as (C) the names of entities that hold ratings from 
MIS that have also publicly reported to the SEC an ownership interest in MCO of more than 5%. A 
member of the board of directors of this rated entity may also be a member of the board of directors of 
a shareholder of Moody's Corporation; however, Moody's has not independently verified this matter. 

Please see Moody's Rating Symbols and Definitions on the Rating Process page on www.moodys.com 
for further information on the meaning of each rating category and the definition of default and recovery. 

Please see ratings tab on the issuer/entity page on www.moodys.com for the last rating action and the 
rating history. 

The date on which some ratings were first released goes back to a time before Moody's ratings were 
fully digitized and accurate data may not be available. Consequently, Moody's provides a date that it 
believes is the most reliable and accurate based on the information that is available to it. Please see the 

http:www.moodys.com
http:www.moodys.com
http:www.moodys.com
http:www.moodys.com
http:www.moodys.com
http:www.moodys.com
http:www.moodys.com


         

                
      

 
 
  

  

 
 

  
  

   
   

    
   
    

           
   

          
         

          
        

        
          

            
          

           
          

         
         

         
         

          
         

          
        

        
            

      

ratings disclosure page on our website www.moodys.com for further information. 

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. 

Analysts 

Shane Mullin 
Lead Analyst 
Public Finance Group 
Moody's Investors Service 

Kevork Khrimian 
Backup Analyst 
Public Finance Group 
Moody's Investors Service 

Contacts 

Journalists: (212) 553-0376 
Research Clients: (212) 553-1653 

Moody's Investors Service, Inc. 
250 Greenwich Street 
New York, NY 10007 
USA 

© 2012 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively, 
"MOODY'S"). All rights reserved. 

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS 
AFFILIATES ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT 
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND 
CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S 
PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE 
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE 
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK 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 PUBLICATIONS ARE NOT STATEMENTS OF CURRENT 
OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT 
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS 
AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO 
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR 
MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY 
PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES 
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH 
INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS 
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE. 

http:www.moodys.com
http:www.moodys.com
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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 REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, 
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR 
ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY 
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. 
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. Under 
no circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or 
damage in whole or in part caused by, resulting from, or relating to, any error (negligent or 
otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any 
of its directors, officers, employees or agents in connection with the procurement, collection, 
compilation, analysis, interpretation, communication, publication or delivery of any such 
information, or (b) any direct, indirect, special, consequential, compensatory or incidental 
damages whatsoever (including without limitation, lost profits), even if MOODY'S is advised in 
advance of the possibility of such damages, resulting from the use of or inability to use, any such 
information. The ratings, financial reporting analysis, projections, and other observations, if any, 
constituting part of the information contained herein are, and must be construed solely as, 
statements of opinion and not statements of fact or recommendations to purchase, sell or hold any 
securities. Each user of the information contained herein must make its own study and evaluation 
of each security it may consider purchasing, holding or selling. 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. 

MIS, 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 MIS have, prior to 
assignment of any rating, agreed to pay to MIS 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 "Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation 
Policy." 

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service 
Pty Limited ABN 61 003 399 657, which holds Australian Financial Services License no. 336969. 
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. 

http://www.moodys.com/
http:www.moodys.com


             
               

              
              

             
     

                  
                 

              
            

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's 
Japan K.K. (“MJKK”) are MJKK's current opinions of the relative future credit risk of entities, credit 
commitments, or debt or debt-like securities. In such a case, “MIS” in the foregoing statements 
shall be deemed to be replaced with “MJKK”. 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. 

This 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 investors. It 
would be dangerous for retail investors to make any investment decision based on this credit 
rating. If in doubt you should contact your financial or other professional adviser. 


