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One or more of the credit ratings referenced within this article was assigned by deviating from S&P Global Ratings' published criteria. We believe that for certain mass transit entities that receive a majority of their revenue from dedicated taxes that are protected from external interference, the financial-flexibility risks inherent in low farebox recovery (that is, the fraction of operating expenses met by the fares paid by passengers) are not as pronounced compared with entities without such characteristics. In this case, Corpus Christi Regional Transportation Authority receives over 50% of unrestricted revenues from locally generated tax sources. We therefore excepted this rating from certain provisions of our "" criteria, published Dec. 18, 2013, by not applying two rating caps described within the criteria related to the financial-flexibility risks. Specifically, we do not apply the rating cap of 'a+' associated with the financial flexibility score of '4' or worse, and we do not apply the rating cap of 'bb' associated with the combination of the financial flexibility score of '5' or '6' and management and governance score of '5', as specified in paragraph 10, chart 1 and table 2 of our mass transit criteria.

Rating Action 
S&P Global Ratings affirmed its 'A+' issuer credit rating (ICR) on Corpus Christi Regional Transportation Authority (CCRTA), Texas, and its 'A+' long-term rating on the authority’s series 2019 taxable system revenue refunding bonds. The outlook is negative. 

A first and prior lien on net revenue of the transit system secures the bonds. Net revenue is defined as gross operating revenue less operations and maintenance (O&M) expenses, after the application of sales tax revenue for O&M. Sales tax revenue is not pledged to debt service, but is the first revenue used to pay operating expenses. S&P Global Ratings, in its analysis, calculates debt service coverage (DSC) on all obligations. The net revenue calculation under this additional approach includes the sum of all operating and nonoperating revenue remaining after payment of operating expenses (net of depreciation), and divides this figure by the sum of all debt service requirements. 

As of August 2020, the authority had approximately $20.3 million in revenue bonds outstanding. The authority has $27.2 million in unrestricted cash at fiscal year end 2019 equal to 327 days cash and a debt service reserve fund (DSRF) surety policy funded at average annual debt service requirements. 

Credit overview
The rating action and negative outlook reflect our view that the authority’s significant non-operating revenues, which are not sensitive to ridership declines, and management actions will maintain financial metrics consistent with the current rating. Furthermore, sales tax revenues fund the majority of operations at around $33.9 million or 88% of total revenues in fiscal 2019. However, downward rating pressure remains if a material and sustained decline in ridership and sales tax revenues as a result of the COVID-19 pandemic and its lingering effects result in weaker financial metrics. For more information, see "Activity Estimates For U.S Transportation Infrastructure Show Public Transit And Airports Most Vulnerable To Near-Term Rating Pressure," (published June 4, 2020, on RatingsDirect) and "U.S. Real-Time Economic Data Continues To Paint A Mixed Picture," published Aug. 14, 2020.

The rating on CCRTA's revenue bonds reflects our opinion of the authority's strong enterprise and financial risk profiles. Our enterprise risk profile assessment incorporates our view of the authority’s adequate market position due to declining bus ridership trends that we expect will be exacerbated by the COVID-19 pandemic in the near term, tempered by its status as a virtual monopoly providing bus service within the Corpus Christi metropolitan statistical area and Nueces County. Furthermore, we expect weakening in the service area economic fundamentals due to the effects of COVID-19, resulting in expected job losses, elevated unemployement levels, reduced consumer spending, and business demand recovering only slowly. 

Our financial risk profile assessment reflects our expectation that management actions to enhance revenues, reduce expenses, defer capital spending, and use other means to lessen the impact on financial metrics that, although lower than historical levels, we believe could remain consistent with the current rating. Our assessment is based on DSC of 2.7x in fiscal 2019 (unaudited), despite historical fluctuations, that we expect could be somewhat pressured due to the effects of COVID-19, significant liquidity bolstered by an infusion of Coronavirus Aid, Relief, and Economic Security (CARES) Act funds to alleviate revenue losses from COVID-19, a weak farebox recovery ratio (FRR) due to significant non-operating revenues supporting operations, and moderate debt outstanding with no additional debt needs. Our view of the authority’s enterprise and financial risk profiles result in an indicative stand-alone credit profile (SACP) of 'a', as per our criteria. However, we apply one notch of flexibility to the indicative SACP, and assign a final SACP of 'a+'. We apply the notch of flexibility upward, given our view that, compared with peers, the authority maintains exceptional financial metrics. Furthermore, the authority's significant sales tax revenues, which dominate almost 90% of total system revenues, outweigh challenges related to lower ridership levels and a small economic base. Given our view that the authority is not a government-related entity, our ICR on the authority is also 'A+'.

The authority funds the majority of operations from non-operating revenue streams, with the majority of funding from sales tax revenues, which are not sensitive to ridership declines. This is typical for many U.S. transit systems, which generally operate at a deficit before including non-operating revenues. In fiscal 2019 (unaudited), CCRTA’s revenues totaled $38.6 million, consisting of sales tax (88%), farebox (5%), other operating revenues (3%), grants (2%), interest income (1%), and bus advertising (less than 1%). The pandemic and related recession will significantly affect farebox revenues, and to a lesser extent, sales tax revenues at the authority due to reduced consumer spending.

Approximately $16.4 million in CARES Act funds are apportioned to CCRTA, of which $8 million was used for reimbursable expenses in fiscal 2020; the remaining balance of $8.4 million is expected to be drawn down in fiscal 2021 for reimbursable expenses and to offset revenue losses. The authority’s liquidity totaled $27.2 million in fiscal 2019 (unaudited) or 319 days’ cash on hand, and is bolstered by the remaining $8.4 million in unspent CARES Act funds. 

Key credit strengths, in our view, are CCRTA’s:
· Significant sales tax revenues supporting operations totaling $33.9 million or 88% of total revenues in fiscal 2019 (unaudited), providing less sensitivity to declines in ridership activity levels;
· Robust liquidity position, which is bolstered by $8.4 million in remaining CARES Act funds;
· Modest amount of debt outstanding with no additional debt needs; and
· Management's flexibility to adjust capital spending and operating expenses, and satisfactory market access for interim liquidity facilities.

Key credit weaknesses, in our view, are CCRTA’s:
· Ridership declines of 11.4% from 2014-2019 with 5.24 million in total ridership in fiscal 2019, which we expect will be excacerbated in the near term due to the ongoing and lingering effects of the COVID-19 pandemic;
· DSC and FRR that could be further pressured due to uncertainties regarding COVID-19 and the recession; and
· Sales tax revenues that are sensitive to weak economic cycles.

Environmental, social, and governance (ESG) factors
We analyzed the transit system's risks related to ESG factors and determined that, governance risks are in line with our view of the standard for mass transit. The authority is exposed to social risks related to COVID-19 social-distancing requirements to promote health and safety that are already causing operating and financial pressures, particularly due to declining ridership. Furthermore, we view the transit system’s environmental risks slightly higher than those of other issuers further inland in Texas, due to the risk of a major storm event. We will continue to evaluate these risks as the situation evolves.

Negative Outlook
Downside scenario
The negative outlook reflects our expectation that we could lower the rating depending on the severity and duration of the COVID-19 pandemic and associated impact on the authority's operations and financial metrics.

Return to stable scenario
We could revise the outlook to stable if we receive clarity on when ridership levels and sales tax revenues will recover, and we believe the authority's ability to maintain financial metrics consistent with the current rating is sustainable.
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