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Summary:

Hobart, Indiana; Water/Sewer

Credit Profile

US$15.455 mil storm wtr mgmt dist bnds ser 2018 due 07/01/2038

Long Term Rating A+/Stable New

Rationale

S&P Global Ratings assigned its 'A+' rating and stable outlook to Hobart, Ind.'s series 2018 stormwater management

district bonds.

The rating reflects our opinion of the combination of a very strong enterprise-risk profile and strong financial-risk

profile.

The enterprise-risk profile reflects our opinion of the system's:

• Service-area participation in the broad and diverse Chicago metropolitan statistical area (MSA) economy,

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

• Standard operational management practices and policies under our Operational Management Assessment (OMA).

The financial-risk profile reflects our opinion of the system's:

• Recently improved all-in debt service coverage (DSC) to levels we consider very strong,

• Very strong system liquidity, and

• Standard financial management practices and policies under our Financial Management Assessment (FMA)

methodology.

Hobart is issuing its series 2018 stormwater management district bonds to finance its trunk storm sewer construction,

as well as reconstructing a bridge, improving the main lift station, replacing or eliminating certain lift stations, and

expanding the system.

In our opinion, bonds are credit neutral and include:

• A rate covenant that stipulates a sufficient 1x annual DSC;

• An additional bonds test that requires pro forma net revenue cover maximum annual debt service on existing and

proposed debt by 1.25x; and

• A debt-service reserve at closing, through the use of bond proceeds, at the least of the three-prong test.

Hobart, in Lake County in northwestern Indiana, is approximately 40 miles southeast of Chicago, Ill. Residents have

access to the broad and diverse Chicago MSA economy. We consider the service area's income good: Median
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household effective buying income was 101% of the national median for 2017. City unemployment is slightly higher

than state and national rates; for May 2018, city unemployment was 4.6% compared with the state's 3.2% and the

nation's 3.6%.

The stormwater district provides and maintains stormwater separation and works to prevent inflow and infiltration for

the city's roughly 11,000 customers. The customer base is relatively diverse: The 10 leading customers accounted for

12% of billed revenue in 2017. The city's sanitary sewer system treats an average flow of 4.1 million gallons per day

(mgd) and a peak flow of 14.6 mgd. Management indicates it fully complies with its municipal separate storm sewer

system permit. Management plans to fund projects with the series 2018 bonds to improve infrastructure to alleviate

flooding and strain on the sanitary sewer system due to inflow and infiltration.

Residents currently pay $122.50 annually, or $10.21 monthly, per equivalent residential unit for stormwater service,

representing about 0.3% of median household effective buying income, which we consider affordable. The city last

increased rates in 2018 as part of its second phase of a five-phase rate increase plan. Management plans to begin its

third, fourth, and fifth phases of rate increases that will increase rates annually between 3% and 4% from 2019-2021.

The city's common council approved annual rate increases in 2016.

Based on our OMA, we view the utility as good. There are currently no regulatory mandates against the system.

Management plans to increase rates annually through 2021. We consider these rate-setting practices good.

Consistent with the article titled "Methodology: Industry Risk," published Nov. 19, 2013, on RatingsDirect, we consider

industry risk for the system very low, the most favorable assessment possible on a six-point scale, with '1' being the

best and '6' the worst.

During fiscal years 2015-2017, the system's financial profile has improved, in our view, to levels we consider strong.

Based on accountant-compilation reports provided by the city's municipal advisor, DSC improved to 1.5x in fiscal 2017

from approximately 1.4x in fiscal 2016 and 0.4x in fiscal 2015. This DSC includes reimbursements for costs associated

with main-line sewer connections and the stormwater district repaying a loan to the city's redevelopment commission.

We note the system will repay the loan by fiscal 2020. Based on projections from the city's municipal adviser, we

expect DSC will likely continue to improve as the city continues to increase rates annually.

Liquidity, in our opinion, is nominally adequate with roughly $2.1 million on hand. Liquidity has remained, in our view,

strong with more than 1,000 days' cash on hand during the past two years. Unrestricted cash improved in fiscal 2017

to $2.1 million, or 1,121 days' cash on hand, from $1.5 million, or 1,256 days', in fiscal 2016. We expect the system will

likely maintain liquidity at similar levels, if not improved, because of strong operating margins due to continued rate

increases predicted during the next few fiscal years.

Based on our FMA, we view the utility as standard, indicating the finance department maintains adequate policies in

some, but not all, key areas.

Revenue and expense assumptions are supportable, and management presents monthly interim financial reports to the

city council. The city has adopted a formal reserve policy for the sewer system that stipulates maintaining a minimum

60 days' cash on hand in the sewage-operating fund; however, an informal target of roughly $800,000 is the guiding
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principal, which it has met. Management does not maintain formal long-term financial projections. Management

maintains a formal capital improvement plan, but it identifies projects of need and budgets for them when needed.

Outlook

The stable outlook reflects S&P Global Ratings' opinion that the system's financial profile will likely continue to

improve, particularly DSC and liquidity, due to additional planned rate increases through fiscal 2021. We expect

management will likely continue to monitor cash and operating and capital expenditures, setting rates appropriately, to

preserve finances.

Upside scenario

If the system were to establish DSC at levels we consider extremely strong and sustainable, with all other factors being

equal, we could raise the rating.

Downside scenario

If the city's economy were to contract, leading to declining economic fundamentals, or if all-in DSC or liquidity were to

decrease materially, we could lower the rating.

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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