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Summary:

Warrick County, Indiana; General Obligation

Credit Profile

US$6.99 mil GO bnds ser 2018 due 07/15/2024

Long Term Rating AA/Stable New

Warrick Cnty, Indiana

Warrick Cnty Redev Dist, Indiana

Warrick Cnty (Warrick Cnty Redev Dist) (Epworth Rd Corridor Proj)

Long Term Rating AA/Stable Upgraded

Rationale

S&P Global Ratings has raised its rating to 'AA' from 'AA-' on Warrick County Redevelopment District, Ind.'s existing

debt (issued by the county), and at the same time assigned its 'AA' rating to Warrick County's series 2018 general

obligation (GO) bonds. The outlook is stable.

The upgrade reflects our view that the county has built and sustained financial reserves at a very strong level,

providing significant financial flexibility in future years.

The series 2018 bonds will be secured by the county's GO pledge and will be payable from ad valorem property taxes

to be levied on all taxable property within the county. As additional security, the county has pledged $200,000 of its

distributive share of local income tax revenue towards repayment of the bonds. The pledge of local income tax

revenue is not sufficient to cover debt service, therefore we rate the bonds based on the county's GO pledge.

The 2018 bonds will finance renovation and improvement projects and purchases for the courthouse and judicial

center and historic jail facilities.

The ad valorem property tax pledge is subject to state circuit-breaker legislation, which caps the property tax burden

for taxpayers based on a percent of the real estate parcels' gross assessed value (AV). This can, and often does, reduce

the total tax levy. The levy to cover debt service, however, is statutorily protected, allowing the county to distribute

circuit-breaker losses first across non-debt service funds that receive property taxes. We rate the debt at the same level

as our view of the county's general creditworthiness.

The county's existing rating debt, the series 2009 redevelopment district bonds, are secured by the tax increment

revenue within the Epworth Road Corridor economic development area. To the extent pledged tax increment revenue

is insufficient, the county further pledges a special benefits tax, to be levied upon all taxable property within the

redevelopment district. The county's redevelopment district is coterminous with the county, excluding the city of

Boonville. The special benefits tax is subject to the same circuit-breaker limitations. While the 2009 bonds are subject

to circuit-breaker limitations and taxing boundaries are slightly smaller than the countywide taxing boundaries, we rate

the 2009 bonds on par with the county's general creditworthiness. The rating reflects the pledge of ad valorem
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property taxes alone. We do not feel we have sufficient information to rate the pledge of tax increment revenue.

The 'AA' rating reflects our assessment of the following factors for the county:

• Adequate economy, with access to a broad and diverse metropolitan statistical area (MSA);

• Adequate management, with standard financial policies and practices under our Financial Management Assessment

(FMA) methodology;

• Strong budgetary performance, with operating surpluses in the general fund and at the total governmental fund level

in fiscal 2017;

• Very strong budgetary flexibility, with a high available cash reserve in fiscal 2017 of 148% of operating expenditures;

• Very strong liquidity, with total government available cash at 88.9% of total governmental fund expenditures and

18.2x governmental debt service, and access to external liquidity that we consider strong;

• Very strong debt and contingent liability profile, with debt service carrying charges at 4.9% of expenditures and net

direct debt that is 55.7% of total governmental fund revenue, as well as low overall net debt at less than 3.0% of

market value and rapid amortization, with 68.4% of debt scheduled to be retired in 10 years; and

• Strong institutional framework score.

Adequate economy

We consider the county's economy adequate. Warrick County, with an estimated population of 62,530, is located in

the Evansville, Indiana-Kentucky MSA, which we consider to be broad and diverse. The county has a projected per

capita effective buying income of 103.7% of the national level and per capita market value of $77,452. The county

unemployment rate was 4.1% in 2016.

Slight deterioration in the county's market value per capita since our last review, has resulted in a weakened economy

score. While net AV has remained essentially flat in past years, the leading taxpayer, Alcoa Warrick Operations (12.7%

of AV) closed certain operations at its facilities in 2016 that resulted in a 0.2% decline in the net AV for 2018 taxes

payable. In 2017, the company began the process of reopening three of the five decommissioned aluminum fabricating

potlines, which is likely to increase the gross AV for 2019.

The county is in the southwestern corner of the state along the Indiana-Kentucky border. The western border of the

county is located just 10 miles from downtown Evansville, the third-largest city in the state, which provides a broad

array of employment opportunities for county residents. Leading employers in the county include: Deaconess Health

System (health care, 2,405 employees), Alcoa Warrick Operations (manufacturing, 1,608 employees), and Warrick

County School Corporation (education, 1,282 employees). Management cites continuous development in various areas

of the county, while new development has witnessed the most activity. Management expects residential and

commercial growth to provide a stable economic profile in the next couple of years.

Adequate management

We view the county's management as adequate, with standard financial policies and practices under our FMA

methodology, indicating the finance department maintains adequate policies in some but not all key areas.

The county uses both internal and external sources of information when building its budget assumptions, and reports
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monthly to the council on budget-to-actual performance comparisons. The county annually updates a basic budget

plus two-year financial projection and three-year capital plans. We understand that the county follows state guidelines

for debt and investment management, with county management reporting monthly to the council on the investment

portfolio performance. The county does not have a formal minimum reserves policy, but does strive to maintain

greater than $1 million at all times in the general fund for contingency purposes, and overall strives to keep each main

fund in a structurally balanced position.

Strong budgetary performance

The county's budgetary performance is strong, in our opinion. The county had operating surpluses of 7.8% of

expenditures in the general fund and of 6.6% across all governmental funds in fiscal 2017. Our assessment accounts for

the fact that we expect budgetary results could deteriorate somewhat from 2017 results in the near term.

Warrick County's general fund surpluses have been significant over the past two calendar years, however we believe

this level of surpluses will be difficult to maintain over the long-term. Therefore, we believe general fund surpluses will

decrease in future years, reflecting strong overall performance. We understand that management expects to finance

several capital projects from cash on hand in non-general funds. After adjusting for one-time capital expenditures, we

expect total governmental fund performance to remain positive in future years. Property tax revenue makes up about

77% of general fund revenue and income tax revenue is a significant support to non-general available funds.

Management does not expect significant budgetary pressure from either source of revenue, and actually has flexibility

to raise income tax revenue within limitations if approved by county council, although we understand there are no

plans to do so at this time.

Our analysis relies on unaudited, Dec. 31 fiscal year-end cash reports that are submitted to the state. These reports

prescribe to the state's uniform system of accounting and reporting that all local governments are required to follow.

Very strong budgetary flexibility

Warrick County's budgetary flexibility is very strong, in our view, with a high available cash reserve in fiscal 2017 of

148% of operating expenditures, or $22.1 million. We expect the available cash reserve to remain above 75% of

expenditures for the current and next fiscal years, which we view as a positive credit factor. The cash reserve includes

$7.0 million (46.8% of expenditures) in the general fund and $15.1 million (101% of expenditures) that is outside the

general fund, but legally available for operations. Over the past three years, the total cash reserve has remained at a

consistent level overall, totaling 147% of expenditures in 2016 and 146% in 2015. Negatively affecting budgetary

flexibility, in our view, is Warrick County's use of cash accounting, which reduces clarity about the amount of funds

that are truly available.

In assessing the county's financial flexibility, we consider the general operating fund, as well as the nonoperating but

available rainy day, cumulative capital development, county economic development income tax , and economic

development income tax construction funds. While the use of cash accounting limits transparency of claims on

reserves, the county has continuously maintained at least 75% of operating expenditures across all available funds,

which helps to mitigate our concerns over the use of cash accounting. We understand that management does not

expect to materially reduce reserves over the next two calendar years, despite plans for several capital projects, and

we therefore expect budgetary flexibility to remain very strong, and in excess of 75% of general fund expenditures, in
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the near term.

Very strong liquidity

In our opinion, the county's liquidity is very strong, with total government available cash at 88.9% of total

governmental fund expenditures and 18.2x governmental debt service in 2017. In our view, the county has strong

access to external liquidity if necessary.

The county has approximately $48.4 million in available cash reserves across governmental funds. Investments are

held primarily in certificates of deposit and money market funds. The county has proven strong access to external

liquidity through the issuance of bonds and other loans in the past decade. Several of these loans were completed as

private placement transactions with local banks, but because loan documents do not include permissive bond

covenants, and because they do not permit the lender to accelerate the loan balance, we do not view the private

placement agreements as significant contingent liabilities for the county. We expect liquidity to remain very strong in

the next two years.

Very strong debt and contingent liability profile

In our view, the county's debt and contingent liability profile is very strong. Total governmental fund debt service is

4.9% of total governmental fund expenditures, and net direct debt is 55.7% of total governmental fund revenue.

Overall net debt is low, in our opinion, at 1.4% of market value, and approximately 68.4% of the direct debt is

scheduled to be repaid within 10 years, which we consider positive credit factors.

The county has multiple capital projects planned, but it anticipates funding these projects with cash on hand,

donations and grants rather than issuing additional debt. As a result, we expect the debt profile to remain stable in the

near term.

Warrick County's combined required pension and actual other postemployment benefits (OPEB) contributions totaled

3.3% of total governmental fund expenditures in 2017. The county made 111% of its annual required pension

contribution in 2017.

The county contributes to the Indiana Public Employees' Retirement Fund (PERF). The PERF plan is a cost-sharing,

multiple-employer defined benefit plan. As of June 30, 2017, the PERF was 76.6% funded, in accordance with

Governmental Accounting Standards Board Statement Nos. 67 and 68. We view the plans' actuarial assumptions,

including this assumed rate of return of 6.75%, as generally reasonable, because they are slightly more conservative

than the national average.

In addition, the county contributes to its own single-employer defined benefit plans for the sheriff department's

employees. At the most recent valuation date of Jan. 1, 2017, the Warrick County Police Benefit plan carried a $70,000

net pension asset, representing a 118.5% funded ratio; the county contributed all of the actuarially determined

contribution (ADC) of $24,000 for calendar year 2017. At the most recent valuation date of Jan. 1, 2017, the Warrick

County Police Retirement plan carried a $1.52 million net pension liability, which was 85.8% funded; the county

contributed $589,000 to the plan in calendar year 2017, which exceeded the ADC of $403,000. The county offers

limited health care benefits to eligible retirees, and contributed $107,000 towards benefit costs in 2017.
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Strong institutional framework

The institutional framework score for Indiana counties is strong.

Outlook

The stable outlook reflects our expectation the county's management team will continue to make cost adjustments as

necessary to maintain practices to maintain a significant amount of budgetary flexibility and very strong liquidity. The

county's near-term financial projections indicate stable overall budgetary performance; therefore, we do not expect to

change the rating during the two-year outlook horizon.

Downside scenario

We could lower the rating if the county's financial performance deteriorates due to higher project costs or other

budgetary stresses that negatively affects reserves or liquidity. In addition, if economic metrics worsen in the

Evansville MSA to the point that we no longer consider the economy broad and diverse, it could lead to a downgrade.

Upside scenario

We could consider a higher rating if the economy shows signs of sustainable growth and the tax base diversifies to

reduce the concentration among leading taxpayers.

Related Research

• S&P Public Finance Local GO Criteria: How We Adjust Data For Analytic Consistency, Sept. 12, 2013

• Alternative Financing: Disclosure Is Critical To Credit Analysis In Public Finance, Feb. 18, 2014

• 2017 Update Of Institutional Framework For U.S. Local Governments

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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