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Summary
Brunswick County's enterprise system (water and sewer, Aa3) will continue to benefit from
a diverse and growing customer base as well as regional cooperation with Cape Fear Public
Utility Authority (CFPUA) (Aa1). The system maintains a strong cash position and adequate
coverage. Debt burden is above average and will remain so given additional debt in 2020.

On October 9, we assigned a Aa3 rating to the county's $71.0 million Enterprise Systems
Revenue and Revenue Refunding Bonds, Series 2019A and $13.5 million Taxable Enterprise
Systems Revenue and Revenue Refunding Bonds, Series 2019B.

Credit strengths

» Strong days cash on hand position

» Adequate coverage

Credit challenges

» Above average debt burden

» Coastal location leaves county vulnerable to flooding and hurricane risk

Rating outlook
Outlooks are not typically assigned to issuers with this amount of debt outstanding.

Factors that could lead to an upgrade

» Improved debt service coverage

» Significant growth in customer base

» Reduction in debt burden

Factors that could lead to a downgrade

» Significant additional debt beyond what is expected in the CIP

» Declines in coverage beyond current projections

» Significant decline in cash

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1198668
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Key indicators

Exhibit 1

Brunswick (County of) NC Water and Sewer Ent.                                 

System Characteristics

Asset Condition (Net Fixed Assets / Annual Depreciation) 30 years

System Size - O&M (in $000s) $25,892 

Service Area Wealth: MFI % of US median 88.53%

Legal Provisions

Rate Covenant (x)                     1.00 

Debt Service Reserve Requirement No DSRF (Baa and Below)

Management

Rate Management  Aa 

Regulatory Compliance and Capital Planning  Aa 

Financial Strength

2014 2015 2016 2017 2018

Operating Revenue ($000) $43,907 $43,134 $47,285 $48,975 $54,222 

System Size - O&M ($000) $20,703 $19,738 $22,824 $24,121 $25,892 

Net Revenues ($000) $24,480 $24,893 $24,555 $24,987 $28,656 

Net Funded Debt ($000) $145,346 $151,873 $134,326 $123,615 $112,087 

Annual Debt Service ($000) $15,337 $16,141 $17,277 $17,407 $17,363 

Annual Debt Service Coverage (x) 1.6x 1.5x 1.4x 1.4x 1.7x

Cash on Hand 813 days 890 days 838 days 803 days 788 days

Debt to Operating Revenues (x) 3.3x 3.5x 2.8x 2.5x 2.1x

Source: US Census Bureau, Moody's Investors Service, Audited Financial Statements

Profile
Brunswick County is located in the southernmost tip of North Carolina (Aaa stable), bounded by the Atlantic Ocean on its southern
border, adjacent to North Myrtle Beach, SC on the southwest and Wilmington (Aaa stable) on the northeast. The county services a
growing population of an estimated 122,586 and encompasses approximately 846 square miles.

Detailed credit considerations

Service area and system characteristics: Large customer base
Brunswick County's enterprise system, consisting of water and sewer treatment and distribution, will continue to benefit from a
growing customer base immediately to the west of Wilmington on the North Carolina (Aaa stable) coast. The system buys raw water
from the Lower Cape Fear Water and Sewer Authority (LCFWSA) and owns two water treatment plants with a combined capacity of
30 million gallons a day (MGD). Average water usage in fiscal 2018 was 13.63 MGD and peak usage was 23.23 MGD. Brunswick and
CFPUA are partnering to construct a second raw water line for redundancy and meet projected capacity needs. The new raw water line
will be complete in 2022 and will increase current capacity from 50 MGD to 106 MGD at intake.

Water customers are 60% retail and 40% wholesale (11 customers). Customer growth has averaged 3.5% annually over the last five
years and assumes 2.7% annual increases going forward. H2GO (a regional public utility) and the Town of Leland are investigating
alternative water supplies and could leave the system as soon as 2022. Together, they account for 11.8% of water revenues.

The county has a total wastewater treatment capacity of 10.855 MGD and 6 wastewater treatment facilities. Proceeds from the 2019
issuance will be used to expand the Northeast Brunswick Regional Water Reclamation Facility from 2.475 MGD to 4.975 MGD. The

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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wastewater system has seven wholesale customers. Customer growth has averaged 7.9% annually over the last five years and assumes
2.9% annual increases going forward. The top ten customers are wholesale users and the Novant Health Medical Center and account
for 23.7% of total revenues. The City of Southport, which accounts for 3.2% of sewer revenues, is expected to leave the system and the
county has included this loss in all projections.

The county's location on the coast makes it vulnerable to hurricanes and flooding. However, recent performance and ongoing
investment in the system mitigate this risk. The useful life of the system is strong at 30 years and will increase given the current
significant investments being made.

Debt service coverage and liquidity: Adequate coverage and strong liquidity
The system is expected to maintain strong liquidity and adequate debt service coverage despite additional debt. In fiscal 2018,
coverage by net revenues increased to 1.97 times with coverage by net revenues plus 20% of the Surplus Account Balance increased to
2.26 times. Officials estimate similar coverage in 2019 given revenue growth was offset by increased expenses from Hurricane Florence.

Projections for system performance over the next five years show sufficient coverage despite additional debt including the 2019
issuance and an additional issuance in 2020. Management expects the coverage by net revenues to range from 1.3 to 1.8 times and
coverage with 20% of the Surplus Account Balance will range from 1.5 to 2.1 times. Out-year projections include a significant water
rate increase of 12.5% in 2022.

LIQUIDITY
The system's cash position at the end of fiscal 2018 was $55.9 million or a very strong 788 days cash on hand. Management expects to
modestly increase days cash on hand over the next five years.

Debt and legal covenants: Elevated debt burden will increase with additional debt
The elevated 3.1 times debt-to-operating ratio will increase given additional debt issuance in 2020. The 2020 issuance is expected
to total approximately $129 million and post-issuance the system will have funded its capital needs through 2024. After the 2020
issuance, the debt-to-operating ratio will likely exceed 5 times, but will begin decreasing in subsequent years.

Principal amortization is moderate with 62% of debt repaid in ten years, including the 2019 issuance. Amortization reflects the long
useful life of assets financed. Legal protections for bondholders are satisfactory, despite a weak rate covenant that allows for the use
of retained earnings to meet the test. Rates must be set so that net revenues of the system plus 20% of surplus funds from prior years
provide 1.2 times coverage of total debt service. In addition, net revenues alone must cover annual total debt service by 1.0 times.
There will be no Debt Service Reserve Fund available for bondholders.

DEBT STRUCTURE
The system has approximately $169 million in senior lien debt, including the 2019 issuance, and $14.7 million in subordinate state
revolving fund loans. All of the system's debt is fixed rate.

DEBT-RELATED DERIVATIVES
The system has no exposure to derivatives.

PENSIONS AND OPEB
Pensions are not a pressure for the county. The county operates a single employer plan for police officers and participates in the North
Carolina Local Government Employees' Retirement System. The three year average of ANPL is a low 0.54 times county operating
revenues.

Management and governance
Management is conservative as evidenced by maintenance of adequate coverage despite significant additional debt. Additionally, the
system's five-year CIP is comprehensive and updated annually through an integrated approach to asset maintenance.
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