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Summary:

Grainger County, Tennessee; General Obligation

Credit Profile

US$9.575 mil GO rfdg bnds ser 2020A due 05/01/2034

Long Term Rating A+/Stable New

US$8.375 mil GO rfdg bnds ser 2020B due 05/01/2030

Long Term Rating A+/Stable New

Grainger Cnty GO

Long Term Rating A+/Stable Affirmed

Grainger Cnty GO (BAM) (SECMKT)

Unenhanced Rating A+(SPUR)/Stable Affirmed

Many issues are enhanced by bond insurance.

Rating Action

S&P Global Ratings assigned its 'A+' long-term rating to Grainger County, Tenn.'s 2020A and 2020B general obligation

(GO) refunding bonds. At the same time, S&P Global Ratings affirmed its 'A+' long-term rating and underlying rating

(SPUR) on the county's GO bonds outstanding, though these will be refunded with this issuance. The outlook is stable.

The 2020A and 2020B will be secured by the county's full faith and credit, including its ability to raise property taxes

without limitation as to rate or amount. Bond proceeds will be used to refund the county's 2012, 2013, and 2014 bonds

for debt service savings with no extension of maturity.

Credit overview

As a result of budgetary pressures in fiscal years 2018 and 2019, the county drew down its reserves to balances we

consider nominally low and a credit vulnerability. However, a 15.7% property tax increase effective for fiscal 2020,

combined with a variety of other budgetary adjustments, is set to restore the county's reserve balances in both its

general fund and debt service fund. The county's debt position is manageable, and retirement benefits are not a credit

risk for the county, in our opinion. However, should the economic downturn persist and negatively affect the county's

ability to maintain revenue, particularly property taxes, our view of the county's credit quality could be pressured. S&P

Global Economics reports that the COVID-19 pandemic has caused the national economy to fall into a recession and

that the economic recovery will be slow. (See "U.S. Faces A Longer And Slower Climb From The Bottom," published

June 25, 2020, on RatingsDirect.). Despite these challenges, our view of the county's credit quality remains stable.

The rating further reflects our view of the county's:

• Adequate economy, with projected per capita effective buying income at 70.1% and market value per capita of

$67,659, though it benefits from access to a broad and diverse metropolitan statistical area;

• Adequate management, with standard financial policies and practices under our financial management assessment

methodology;
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• Weak budgetary performance, with operating results that we expect could improve in the near term relative to fiscal

2019, which closed with operating deficits in the general fund and at the total governmental fund level, while taking

into consideration uncertainties associated with the current economic downturn;

• Adequate budgetary flexibility, with a low nominal available fund balance ($208,000) that we expect will improve as

a percentage of expenditures in 2020 and 2021 from its audited fiscal 2019 level of 2.4%;

• Very strong liquidity, with total government available cash at 23.7% of total governmental fund expenditures and

1.6x governmental debt service, and access to external liquidity we consider strong;

• Strong debt and contingent liability position, with debt service carrying charges at 14.5% of expenditures and net

direct debt that is 128.5% of total governmental fund revenue, as well as low overall net debt at less than 3.0% of

market value and rapid amortization, with nearly all debt scheduled to be retired in 10 years; and

• Very strong institutional framework score.

Environmental, social, and governance factors

We analyzed the city's environmental, social, and governance risks relative to its economy, management, financial

measures, and debt and liability profile, and determined that all are in line with our view of the sector standard. In our

view, oversight provided by the Tennessee comptroller's offices provides basis for strong governance across the state.

Stable Outlook

Downside scenario

All else equal, should the county fail to sustain its improved budgetary position, leading to another period of declining

reserves, we could lower the rating.

Upside scenario

Although not likely in the near term, if the county's is able to improve and sustain its reserve position relative to that of

higher-rated peers and should the county's economic metrics improve, we could consider raising the rating.

Adequate economy

We consider the county's economy adequate. Grainger County, with an estimated population of 23,320, is located in

the Knoxville metropolitan statistical area, which we consider broad and diverse. The county has a projected per

capita effective buying income of 70.1% of the national level and per capita market value of $67,659.

Grainger County encompasses 310 square miles just northeast of Knoxville in eastern Tennessee. The county is largely

agricultural, but does maintain a significant light manufacturing presence. County population has been stable in recent

years. Estimated market value grew 17.4% over the past five years to $1.6 billion, reflecting modest growth and

economic development within the county.

The county's unemployment typically trends slightly higher than that of the state as a whole, with its 2019 average of

4.0% versus 3.4% for the state. As a result of the effects of COVID-19, the county's April 2020 unemployment rate did

rise to 14.4%, though it remained below the state's rate of 15.0%. The latest data from May show the figure declining to

10.3% (10.7% for the state), highlight some recovery in the labor market. The county's dependence on property taxes

for its revenue and the absence of sales taxes within general revenue partly insulate it from economic cyclicality.
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However, should labor market pressures persist in a manner than affects assess values and property tax collections,

the county's financial position may be pressured.

Adequate management

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

management assessment methodology, indicating our view that the finance department maintains adequate policies in

some but not all key areas.

The county utilizes historical trends to guide budgeted revenue and expenditures. Difficulties with overbudgeting

ambulance and certain state revenue have contributed to financial challenges in recent years, though steps have been

taken to improve actual receipts relative to budgeted revenue. Financial updates include cash flow analysis and are

formally presented to the county board monthly. The county maintains a formalized debt management policy, as

required by the state, though the policy does limit the amount of debt or carrying charges beyond those outlined under

state statutes. The county follows state statutes and guidelines pertaining to its cash and investment balances. Officials

report that they would like to build a reserve balance equal to 15% of expenditures in the general fund for cash flow

purposes, though any policy in effect is not adhered to at the moment. The county does not engage in formalized

long-term financial or capital planning. We believe the county has adequate measures in place to mitigate

cybersecurity risk.

Weak budgetary performance

Grainger County's budgetary performance is weak, in our opinion. The county had operating deficits of 3.9% of

expenditures in the general fund and of 3.5% across all governmental funds in fiscal 2019. Our assessment accounts for

our expectation that budgetary results could improve somewhat in the near term.

For fiscal 2020 the county passed a 38-cent tax rate increase (15.7%), with 24 cents going to the general fund and 14

cents to the debt service fund. This increase, which contributed to $936,000 in additional property revenue, along with

expenditure controls leading to a $161,000 positive variance relative to the budget, lead to a general fund surplus of

$312,645 in 2020. Property taxes accounted for 63% of 2020 general revenue, followed by state shared--primarily for

prisoner charges and state shared sales taxes--at 14% with the remainder coming from a variety of sources.

For fiscal 2021, the county budgeted a $300,008 drawdown as state prisoner board revenue (associated with the

county jail) is down by more than $200,000 as a result of pandemic-related responses to the criminal justice system

(around 50%) while jail expenditures are up slightly. However, the county is to receive approximately $852,000 at the

end of July 2020 in state grants to support local governments, with economically distressed counties (including

Grainger County) receiving extra funds. The county did not budget these funds, and the funds will serve to increase

reserves by approximately $500,000, all else equal. Officials have employed a private firm to aid with ambulance

charge collections (8.7% of 2021 budgeted revenue). We note the county conservatively budgeted other items,

including keeping property tax collections and other revenue in line with 2020 figures.

Outside of the general fund the county maintained a practice of drawing down its debt service fund balance, as

recurring tax revenue dedicated to the fund was insufficient to cover expenditures. However, with the 2020 tax

increase, the county restored balance to the fund, increasing its position by $210,450. The fund is balanced in fiscal

2021, and both the current refunding and decline in overall debt service starting in 2023 will support this position.
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While we believe the county has taken steps to restore financial balance and improve its position, ongoing effects

related to COVID-19 will challenge near-term results. In particular, state shared sales taxes, while budgeted in line with

actual receipts in 2020, may be pressured, and patient charges for ambulance will continue to be difficult to predict.

Should results negatively vary compared with the budget in fiscal 2021, leading to unanticipated reserve drawdowns,

and should the 2020 budget become imbalanced, our view of the county's credit quality could deteriorate.

Adequate budgetary flexibility

Grainger County's budgetary flexibility is adequate, in our view, with an available fund balance of 2.4% based on

audited 2019 results, though we expect this will improve based on unaudited 2020 results and the 2021 budget.

However, we consider the county's reserves low on a nominal basis at less $500,000, and we view this as a

constraining factor.

While the county has never carried a substantial general fund reserve position, negative results in 2018 and 2019 led to

a $780,000 drawdown (80% reduction) compared with balances in fiscal 2017. As a result, we consider the county's

2019 available fund balance nominally low at $208,000. Positive results in 2020 will bring this balance on a budgetary

basis closer to $411,614, or 4.6% of expenditures, which we still consider nominally low (below $500,000). However,

nonbudget state funds to be received this month should serve to improve the county's budgetary flexibility position,

though it's unclear exactly how much of $852,000 windfall state funds will be retained in the general fund. Officials

report that excess revenue from the debt service fund will support general fund balances once debt service fund

reserve balances are restored, which is estimated to occur around 2023. Officials plan to restore general fund balances

to around 15% of expenditures. We believe the county has enacted budgetary changes, even considering the current

economic environment, to restore its budgetary flexibility position. However, should the county return to a position of

budgetary imbalance, leading to another period of fund balance drawdowns, our view of the county's credit quality

could deteriorate.

Very strong liquidity

In our opinion, Grainger County's liquidity is very strong, with total government available cash at 23.7% of total

governmental fund expenditures and 1.6x governmental debt service in 2019. In our view, the county has strong

access to external liquidity if necessary.

The county maintains $334,680 in GO capital outlay notes issued largely for capital equipment. These obligations do

contain a "payable on demand" clause, which we consider a permissive liquidity feature. However, we do not consider

this to pose a significant liquidity risk given the relatively small amount relative to the county's overall liquidity

position.

The county does have a practice of issuing tax anticipation notes to manage cash in advance of property tax receipts.

Officials report borrowing $1.8 million this year.

Strong debt and contingent liability profile

In our view, Grainger County's debt and contingent liability profile is strong. Total governmental fund debt service is

14.5% of total governmental fund expenditures, and net direct debt is 128.5% of total governmental fund revenue.

Overall net debt is low at 1.3% of market value, and approximately 94.7% of the direct debt is scheduled to be repaid

within 10 years, which are, in our view, positive credit factors. Following the refunding, the county will have
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approximately $18.1 million in debt outstanding.

Pension and other postemployment benefit (OPEB) liabilities

• We do not believe pension liabilities pose a significant credit pressure for the county given the fully funded status

and manageable contributions relative to the budget.

• Grainger County's pension contributions totaled 2.3% of total governmental fund expenditures in 2019.

• The county does not provide OPEBs.

The county and noncertified employees of the discretely presented Grainger County School Department participate in

the Public Employees Retirement Plan administered by the Tennessee Consolidated Retirement System. The plan is an

agent multiple-employer plan. As of the latest valuation, the county's share of the plan was 105.4% funded with a net

asset position of $1.4 million. Required contributions exceed actuarially determined contributions. We consider the

discount rate slightly elevated at 7.25%, contributing to some risks associated with cost volatility.

Very strong institutional framework

The institutional framework score for Tennessee counties is very strong.

Related Research

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

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

• Criteria Guidance: Assessing U.S. Public Finance Pension And Other Postemployment Obligations For GO Debt,

Local Government GO Ratings, And State Ratings, Oct. 7, 2019

• Through The ESG Lens 2.0: A Deeper Dive Into U.S. Public Finance Credit Factors, April 28, 2020

• 2019 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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