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Summary:

Maryville, Missouri; Water/Sewer

Credit Profile

US$12.0 mil combined waterworks & swg sys rfdg rev bnds ser 2019 due 01/01/2033

Long Term Rating A+/Stable New

Maryville util

Long Term Rating A+/Stable Affirmed

Rationale

S&P Global Ratings assigned its 'A+' long-term rating to the Maryville, Mo.'s series 2019 combined waterworks and

sewerage system refunding revenue bonds. At the same time, we affirmed our 'A+' rating on the city's combined

waterworks and sewerage revenue bonds outstanding. The outlook is stable.

The rating reflects our opinion of the water and sewer system's general creditworthiness and a combination of its

adequate enterprise risk and very strong financial risk profiles.

The enterprise risk profile reflects our view of the combined utility system's:

• Weak economic indicators, with adequate median household effective buying incomes (MHHEBI), mitigated by a

local stabilizing institutional influence;

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

• Good market position with moderately affordable service rates based on the average residential bill; and

• Good operational management assessment (OMA), which reflects the system's adequate water supply and

wastewater treatment capacity to meet current demand, in addition to management's continual review of rates and

implementation of rate adjustments to meet cost-of-service.

The financial risk profile reflects our view of the combined utility system's:

• Good financial position, backed by good all-in debt service coverage (DSC) and very strong liquidity levels aligned

with the city's robust reserve policy;

• Moderate leverage based on a debt-to-capitalization ratio of about 50%, with limited capital needs in the near future;

and

• Good financial management assessment (FMA) of its practices and policies.

The approximately $12 million series 2019 bonds are being issued to refund the system's series 2013 revenue bonds

outstanding for economic savings. Net revenues of the combined waterworks and sewerage system secure the bonds.

We consider bond provisions to be as adequate and credit neutral. The system's rate covenant is set with net revenues

at least equal to 1.1x annual debt service requirements. We understand the city does not intend to provide a debt
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service reserve (DSR) for the series 2019 bonds. We don't view the absence of a fully funded DSR fund as a material

credit weakness given the system's very strong liquidity position.

Enterprise risk

Maryville, with roughly 12,000 residents, is the county seat and regional employment center of Nodaway County in

northwestern Missouri, approximately 95 miles north of Kansas City. Anchoring the city's economy is the Northwest

Missouri State University within city limits. The university has about 5,600 undergraduate students, which accounts for

a significant portion of the city's population; we believe this might somewhat suppress income levels. Northwest

Technical School is also within city limits, and it serves about 800 students per semester attending evening classes.

Reflecting the city's large student population, the service area's income level is adequate, in our opinion, based on the

city's MHHEBI, which was 57% of the national median. The city's largest employers include Kawasaki Motors

Manufacturing Corp., the university, and Mosaic Medical Center-Maryville. The county's unemployment rate has

historically been near or slightly above the state; as of June 2019, the unemployment rate was 3.9% in line with the

state and national levels. The city's customer base is primarily residential and diverse, in our opinion. Customer

accounts have been stable during the past five years, and the system serves approximately 4,200 water and

wastewater customers. By customer count, the system is predominantly residential and does not have any reliance on

any of its principal retail customers for a disproportionately larger share of operating revenues. The leading customer,

Public Water Supply District No. 1, accounts for 21% of total revenues and is a wholesale customer under a water

service agreement with fixed contract amounts, which we believe reduces the risk of revenue volatility.

We view the system's market position to be strong based on its moderate service rates, particularly relative to the

area's adequate income levels, and above-average county poverty rate. The residential rate structure includes a fixed

base rate and a volumetric rate per 100 cubic feet of estimated water use. Management reports that a typical monthly

residential customer bill is currently about $50 in 2019 (based on 440 cubic feet of water usage), which is equivalent to

about 2.1% of MHHEBI when annualized, which we view as moderate. However, this service rate may be even less

affordable to a portion of the city's customer base given that the county's poverty rate is 20%, as reported by the U.S.

Department of Agriculture. In general, we believe the city's market position is moderately constrained by Nodaway

County's high poverty rate, meaning that we believe that potentially large future rate adjustments would likely be less

affordable for the city's customers that are on low or fixed incomes. The city typically reviews rates annually and

recently raised rates by 10% in January 2019; the city maintains rate autonomy.

Based on our operational management assessment, we view the system as a '3' 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 water system, which the city owns, draws its water from a nearby lake and

operates typically at one-third of its 5 mgd capacity. The wastewater system provides sufficient capacity for average

daily demand, but has experienced some minor issues with handling peak demand. We understand that the city has

engaged in preventive maintenance, and upsized pipes to better deal with peak flows. In addition, the city recently

completed its meter replacement and leak detection program. The city also maintains an emergency plan for the

treatment plants and reviews rates annually.

Consistent with "Methodology: Industry Risk," published Nov. 19, 2013, we consider industry risk for water and

wastewater utility systems to be very low, the most favorable assessment possible on a six-point scale, with '1' being

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 23, 2019   3

Summary: Maryville, Missouri; Water/Sewer



the best.

Financial risk

The utility system's all-in DSC as calculated by S&P Global Ratings has been good, in our opinion. 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. It also incorporates our recognition of fixed costs related to the system's

lease obligations. Based on the city's audited financials, we calculate that all-in DSC has trended down over the past

three fiscal years, with fiscal 2018 providing 1.2x coverage, a decline from 1.4x in fiscal years 2016 and 2017. We view

this lower all-in DSC to be based on the debt service ramping up due in part to the addition of a 2017 lease obligation

for financing the acquisition and replacement of water meters. Given the recent rate adjustments, we anticipate that

the system's financial performance will be sustained and remain at least good in the near future. The city continues

working on a long-term capital plan, and may likely be expecting to issue additional lease obligations for about $1.8

million in the next two years for replacing water filtration membranes. Beyond this project, city officials indicate

current capital needs are minimal and will mostly be funded on a pay-as-you--go basis.

The city's unrestricted cash and investments were $3.9 million or 518 days' cash on hand in fiscal 2018, which we

consider very strong. Maryville has a formal reserve policy to maintain 50% of essential operating expenses on hand,

and maintains reserve balances well above this target. The city's unrestricted cash has remained above 500 days' cash

over the past five years. Currently, we consider the system's leverage as moderate based on its debt-to-capitalization

ratio at 50.6%, with nearly $17.5 million of debt outstanding at the end of fiscal 2018. We anticipate management will

continue to maintain sufficient liquidity to meet operations in the near future.

Based on our FMA, we view the system as a '3' on a six-point scale, with '1' being the strongest. A FMA of "good"

indicates we deem financial practices sustainable, but not comprehensive. The city internally reviews budget to actuals

monthly and the city council receives and is presented with two different reports monthly. The city does not produce

financial projections beyond the annual budget. The city follows a formal investment policy and has an adopted policy

to retain at least 50% of operating expenses as a liquidity target but maintains larger balances in unrestricted cash.

Management also produces annual audited financial statements that comply with Generally Accepted Accounting

(GAAP). The city indicated it has formal debt management policy which we consider is in line with systems of its size.

Outlook

The stable outlook reflects our view that the system will maintain good financial operations and very strong liquidity

through timely rate adjustments and prudent budgeting in its water and sewer enterprise fund. The outlook also

reflects our view that the city's economy will likely continue to benefit from Northwest Missouri State University's

presence.

Downside scenario

We could lower the rating if the system's financial position deteriorates significantly, resulting in weakened all-in

coverage metrics, such as from additional lease obligations that could likely increase debt service payments (absent

commensurate rate increases), or a substantially weaker liquidity position stemming from unanticipated and

extraordinary large capital spending.
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Upside scenario

We could raise the rating if the economy were to expand, resulting in a substantial improvement in key economic

indicators comparable with higher-rated peers.

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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