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Credit Profile

US$68.635 mil enterprise sys rev & rfdg bnds ser 2019A due 04/01/2050

Long Term Rating AA-/Stable New

US$13.69 mil taxable enterprise sys rev & rfdg bnds ser 2019B due 06/30/2029

Long Term Rating AA-/Stable New

Brunswick Cnty enterprise ws (AGM)

Unenhanced Rating AA-(SPUR)/Stable Affirmed

Rationale

S&P Global Ratings assigned its 'AA-' rating to Brunswick County, N.C.'s series 2019A enterprise systems revenue and

revenue refunding bonds, and series 2019B taxable enterprise systems revenue refunding bonds. At the same time,

S&P Global Ratings affirmed its 'AA-' rating on the county's revenue bonds outstanding. The outlook is stable.

The rating reflects our opinion of the county's enterprise utility system's general creditworthiness and a combination of

the system's very strong enterprise and financial risk profiles, including additional planned debt issuance in early 2020

for an enhanced water treatment and expansion project.

The county's net enterprise system (water and wastewater) revenues secure the bonds. The county will use proceeds

to refund a portion of its bonds outstanding (series 2004B and 2012 bonds) and to finance various improvements to the

county's water and wastewater systems. After the issuance of the series 2019 A&B bonds and the proposed 2020

bonds, the county will have approximately $285 million in outstanding enterprise system revenue bonds and state

revolving fund loans.

The system serves as the regional water and sewer provider to a majority of Brunswick County, which is located along

the Atlantic coast. The majority of the leading users are wholesale customers that are, in essence, municipalities that

provide retail services to mostly residential customer bases. Management reports continued growth within the service

area, and as the region continues to grow, we believe there will be an increasing need to factor this growth and the

subsequent need for infrastructure upgrades into the long-term financial plans. The county is proactively approaching

its capital program, and has formalized asset management plans, which include treatment upgrades, capacity

expansion projects, and repair and replacement projects. The county is undertaking a major capital project to upgrade

the existing water treatment plant to address concerns about perfluoroalkyl substance (PFAS) contamination in the

source water. The county has budgeted to fund approximately 95% of capital improvements with debt financing, and

has recently conducted a feasibility study and cost-of-service rate analysis to manage its long-term financial and

capital needs, with a plan to maintain at least a good financial position during the five-year forecast. Emergency

preparedness and response practices are critical for this coastal county utility, and were tested when Hurricane
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Florence hit the region in September 2018; the county reported no material loss of retail customers.

Our opinion of the system's very strong enterprise risk profile reflects:

• A growing service area economy focused on the tourism and manufacturing sectors with adequate income levels;

• Very low industry risk as a monopolistic service provider of an essential public utility;

• Strong market position based on its moderately affordable service rates, and management's demonstrated

willingness to raise rates as necessary to support operations and financial margins; and

• Operational management policies and practices that we consider good, with very strong disaster response and

proactive approaches to long-term water supply and water quality.

Our opinion of the system's very strong financial risk profile reflects:

• Consistently good-to-strong all-in debt service coverage (DSC), which is anticipated to achieve a minimum 1.3x

during the five-year forecast with the additional proposed 2020 bond issuance;

• Extremely strong liquidity position, with more than $40 million in available reserves (and a minimum of 700 days

cash historically), which is anticipated to be sustained at levels we consider extremely strong;

• Moderate leverage based on a pro-forma debt-to-capitalization ratio of about 39% including the proposed 2020

bond issuance; and

• Strong financial management policies and practices that reflect the system's proactive approach to long-term

planning.

We consider bond provisions as credit neutral. Although the indenture allows for carry-over coverage calculations that

treat 20% of historical surplus funds as revenues, we calculate coverage based solely on recurring revenues and note

the extremely strong liquidity levels available to the utility systems. The system's rate covenant and additional bonds

test states pledged net revenues must provide at least 1.2x parity annual debt service and 1.0x total annual debt

service (including general obligation and subordinate indebtedness). A debt service reserve fund (DSRF) does not exist

for the series 2019 bonds. However, the system's extremely strong liquidity position mitigates the absence of a DSRF,

in our view.

Enterprise risk

Brunswick County is located in southeastern North Carolina along the Atlantic Coast immediately southwest of the

City of Wilmington. The county is considered part of the Myrtle Beach, S.C., metropolitan statistical area (MSA), but is

also integrated with the adjacent Wilmington MSA. The county's economy is predominantly driven by tourism and

seasonal activity, and the county maintains a large, growing retirement population. The county's population has grown

by 26% over the past 10 years and its coastal communities experience a significant influx of seasonal residents during

the summer months. We view the service area's income levels to be adequate based on the county's median household

effective buying income (MHHEBI) at 85% of the national median.

The system serves as the regional water and sewer provider to a majority of Brunswick County. The customer base is

mainly residential and continues to show strong growth, in our view, with the number of water and sewer customer

accounts increasing by an annual average rate of 3.5% and 7.9% respectively over the past five years to approximately
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42,960 water and 18,841 sewer accounts in 2019. In our opinion, the retail customer base is diverse, as the revenue

collectively attributable to the 10-leading retail water customers comprises just 8.0% of 2019 total operating water

revenues. However, there is some level of concentration from its wholesale customers. The wholesale customers

accounted for 40% of water demand while the retail customers accounted for the remainder. On the wastewater side,

the wholesale customers accounted for almost 70% of flow and about 24% of revenues. We note that the majority of

the leading wholesale customers that are, in essence, municipalities that provide retail services to mostly residential

customer bases. In addition, we note that there may be potential changes to the customer base in the near future, and

the county is conservatively anticipating the loss of two wholesale water customers (accounting for about 11.8% of

water sales revenue) and one wholesale wastewater customer (accounting for about 3.2% of sewer revenue). We note

that the management-provided financial forecast incorporates the loss of these wholesale customers.

We view the market position to be strong based on the system's moderately affordable service rates, particularly

relative to the service area's adequate income levels and average county poverty rate. The current equivalent

combined water and sewer residential bill totals $73.58 for 4,500 gallons per month, the management-reported

average household consumption. When annualized, this was 2.1% of the county's MHHEBI. Based on a recent

feasibility study and cost-of-service rate analysis, the county plans to increase water rates in fiscal 2022 to cover

anticipated debt service of the series 2019 and 2020 bonds, increased operating expenses, and the loss of wholesale

water customers. The estimated fiscal 2022 combined water and sewer residential bill will be $82.75 per month (a

12.5% increase), or 2.3% of the county's MHHEBI, when annualized, which we consider moderately affordable.

Based on our operational management assessment (OMA), we view the system as a '2' on a six-point scale with '1'

being the strongest. An assessment of good, in our view, implies that operational and organizational goals are generally

well aligned, even if some challenges exist. The county has developed a strategic plan for long-term water supply

concerns, and continues to expand its existing asset management practices and data sources. Emergency

preparedness and disaster response practices are critical for this coastal utility, and were tested when Hurricane

Florence hit the authority in September 2018. Management reported no material loss of customers.

Raw water is derived from the Cape Fear River and the Castle Hayne Aquifer. The county purchases raw water from

the Lower Cape Fear Water and Sewer Authority (LCFWSA), and was supplied via a 45 mgd pumping facility. The

LCFWSA is currently permitted to withdraw 96 mgd from the Cape Fear River. A parallel raw water main project has

been proposed to increase capacity to no less than 96 mgd. A 2019 interlocal agreement and amendment states that

after the construction of the proposed raw water main improvements, the LCFWSA is required to provide the county

with 52.08% of the raw water system capacity, expected to be no less than 50 mgd. The county owns and operates two

water treatment plants with a combined capacity of 30 mgd, though an ongoing expansion will increase capacity to

about 51 mgd. The county has sufficient water treatment capacity, with average water usage at 13.6 mgd, or 45% of

capacity, in fiscal 2018. The system provides services to a majority of the county through either direct retail or

wholesale service. While not required by regulators, the authority is undertaking a $90 million project to add reverse

osmosis treatment technology to the existing water treatment plant (to be funded by the 2020 bonds) to address

concerns about PFAS contamination in the source water.

Six county-owned and operated wastewater treatment plants (WWTPs), with a total combined wastewater treatment
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capacity of 10.855 mgd, provide adequate capacity to meet average and peak daily flows. The system's most sizable

WWTPs are the West Brunswick WWTP and the Northeast Brunswick WWTP. The West Brunswick plant was

expanded in 2009 to 6 mgd, up from 3 mgd, and provides sewer treatment for the towns of Holden Beach, Oak Island,

and Shallotte. The Northeast Brunswick plant, online since 2003, provides retail and wholesale treatment services to

H2GO (formerly North Brunswick Sanitary District), and the towns of Leland, Navassa, and Northwest. Currently the

Northeast plant has a capacity of 2.475 mgd with a planned expansion to 4.975 mgd, scheduled to be completed by

June 2021 (funded by the series 2019 bonds). Relative to each of these WWTPs, the county has entered into sewer

service agreements with the participants (H2GO, Leland, Navassa, Northwest, Oak Island, Holden Beach, and

Shallotte). These agreements outline each participant's respective share of capacity and their debt service obligations.

Currently, the county and Navassa have not entered into an agreement relating to the planned expansion. The absence

of step-up provisions in such agreements exposes the enterprise system to potential contingent risk and liabilities

should any participant become unable to make its respective debt service payment obligation; however, the system's

liquidity position somewhat mitigates this exposure.

Consistent with "Methodology: Industry Risk" (published Nov. 19, 2013, on RatingsDirect), we consider industry risk

for water and wastewater utilities to be very low, the most favorable assessment possible on a six-point scale, with '1'

being the strongest.

Financial risk

The system's all-in DSC levels have been what we consider good-to-strong during the past five fiscal years; however,

based on the new money debt issuance (series 2019 and the proposed 2020 issuance), we anticipate the system will

maintain at least a good financial performance in the near future. Based on the audited results through 2018, we

calculate all-in DSC during the past five fiscal years ranged from 1.4x to 1.8x. All-in coverage is our internally adjusted

DSC metric that tracks the use of total utility operating revenues, regardless of lien position, accounting treatment, or

ultimate purpose, and also incorporates our recognition of subordinate obligations. Based on management's forecast,

which we view as reasonable, we calculate all-in DSC to decline to at least 1.3x in 2023 as the system begins

amortizing the 2019 and the proposed 2020 bonds over the remainder of the five-year period. In its financial forecast,

the system is projecting growth in operating revenue due in part to a planned rate increase in 2022, and incorporates

the potential loss of wholesale customers and new treatment costs that comes online in 2022, with operating expenses

normalizing to a 3.5% annual escalator thereafter.

In our opinion, system liquidity measures are extremely strong, with generally stable unrestricted cash and

investments ($46.1 million, or about 813 days' cash in fiscal 2014, to $55.9 million, or 770 days' cash at the end of fiscal

2018). Through the projection period, ending unrestricted cash balances are anticipated to remain high at more than

$50.0 million, including additional funds in the capital reserve accounts. We believe that the county's utility systems

will be well placed within its capital cycle following the water and wastewater treatment plant expansion. The system's

multiyear capital improvement plan (CIP), which includes current projects and projects contemplated through 2024,

totals approximately $200 million. A majority of the funding, 82%, or about $164 million, will be used for water system

projects. Management anticipates funding 95% of the CIP with debt proceeds from the 2019 and 2020 bonds, and no

additional debt is currently contemplated beyond that at this time.

Based on our financial management assessment (FMA), we view the system to be a '1' on a six-point scale, with '1'
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being the strongest. Overall, we deem the system's FMA to be strong, meaning that the financial practices are strong,

well embedded, and likely sustainable, and they are generally very robust and lend themselves toward consistency in

performance and transparency of key financial information. This includes the production and review of monthly

financial statements, a well-detailed financial forecast, and a strong asset management program that allows

management to provide consistent updates to its long-term CIP. Formal reserve and investment policies also exists. It

also produces financial statements in accordance with generally accepted accounting principles and actively maintains

its website, from which financial and operational information is easily accessible.

Outlook

The stable outlook reflects our expectation that the enterprise system will likely preserve its extremely strong liquidity

position as all-in DSC moderates to levels we view as good. During the two-year outlook period, we anticipate at least

good financial performance supported by timely implementation of appropriate rate adjustments as management

proactively administers its CIP.

Upside scenario

We could take a positive rating action if the system's financial metrics consistently demonstrates a track record of

stronger performance and the county is able to generate wider margins that we believe would be sustainable, while

successfully managing its capital plan.

Downside scenario

We could take a negative rating action if the system's financial position deteriorates significantly, such as from

unanticipated increase in operating costs or extraordinarily large change in its capital plans, resulting in diluted

coverage metrics, or a substantially weaker liquidity position. In addition, downside risk to the rating could also likely

result from financial pressure due to wholesale participants' inability to meet debt service obligations in a timely

manner.

Ratings Detail (As Of October 9, 2019)

Brunswick Cnty enterprise ws

Long Term Rating AA-/Stable Affirmed

Brunswick Cnty COMBUTIL

Long Term Rating AA-/Stable Affirmed

Many issues are enhanced by bond insurance.

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, have specific meanings ascribed

to them in our criteria, and should therefore be read in conjunction with such criteria. Please see Ratings Criteria at www.standardandpoors.com for

further information. Complete ratings information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating

action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in the left column.
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