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Summary:

Mexico, Missouri; Water/Sewer

Credit Profile

US$7.55 mil sewerage sys rfdg rev bnds ser 2020 due 07/01/2032

Long Term Rating A/Stable New

Mexico util

Long Term Rating A/Stable Affirmed

Rating Action

S&P Global Ratings assigned its 'A' long-term rating to Mexico, Mo.'s approximately $7.5 million series 2020 sewerage

system revenue bonds. At the same time, we affirmed our 'A' rating on the city's sewage system revenue debt. The

outlook is stable.

Officials plan to use the series 2020 bond proceeds to refund its series 2010B and 2011 bonds for economic savings.

The city's net revenue pledge of wastewater revenues secures the bonds. We consider bond provisions credit neutral.

The bond provisions include: the rate covenant requires coverage of 1.1x of annual debt service and additional debt

must meet the same requirement with planned debt.

Credit overview

The rating reflects the combination of the utility's adequate enterprise and a very strong financial risk profiles. Our

assessment of the utility system's enterprise risk profile reflects our view of the city's rural residential and customer

base, above average rate affordability, coupled with what we view as good operational management practices. Our

assessment of the utility system's financial risk profile as very strong reflects our view of the city's very strong all-in

debt service coverage (DSC), nominally thin liquidity position with $2.5 million in fiscal 2019 but strong days cash

when looking at cash compared to operating expenses, average debt-to-capitalization ratio, and good financial

management framework.

In our opinion, given the current economic conditions, we believe the sewerage system's revenue may decline

somewhat for fiscal 2020, though we expect management will defer projects to manage its expenses to sustain sound

financial metrics. Management indicated they have not seen a decrease in utility revenue based on their customers

being primarily residential. The sewerage system, as of June 2020, had 610 days' cash on hand, which we believe

provides some cushion against short-term disruptions. While we continue to monitor events related to the COVID-19

pandemic, we do not currently expect it to affect the sewerage system's ability to pay debt service costs. For more

information, see our article "COVID-19's Potential Effects In U.S. Public Finance Vary By Sector," published March 5,

2020, on RatingsDirect.

The enterprise risk profile reflects our view of the sewerage system's:
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• The city's role as a regional economic base with access to the broader Columbia, Mo. economic base;

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

• Average residential bill when based on percentage of median household effective buying income (MHHEBI), with

above-average poverty rates; and

• Good operational management assessment (OMA).

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

• Very strong all-in DSC as evident with coverage being above 1.46 for the last five years;

• Good days cash offset with low nominal liquidity levels during the past four years, as evidenced by unrestricted cash

and investments ranging from $2.3 million to $2.7 million with days' cash ranging from 499 to 669;

• Moderate debt level with no debt plans in the next five years; and

• Good financial management assessment (FMA).

Our stable outlook reflects the largely residential customer base with low rates. Furthermore, this stability is

demonstrated by a slight increase in year-over-year demand in May 2020, showing the resilience of the largely

residential customer base, even during challenging economic conditions.

Environmental, social, and governance (ESG) factors

The sewerage system environmental risk is standard to its peers given the age and technology in the treatment such as

UV and digester system. Governance risk is in line with its peers as the utility has an emergency plan at the plant,

offset by smaller staff and lack of formal succession planning. In our opinion, the utility's social risk is higher than that

of its peers, given that the income level and poverty rates could pressure management's ability to further increase rates

which pressures its market position score however this is offset with the lack of debt needed to fund its five-year

capital plan.

Stable Outlook

Downside scenario

We could lower the rating with a material reduction in all-in coverage or unrestricted liquidity, whether by lower

demand, higher delinquencies, debt, or from other recessionary pressures.

Upside scenario

We don't anticipate a rating increase during the two-year outlook period due to uncertainty with the economic fallout

from COVID-19. Additionally, credit improvement around growing the low nominal liquidity and economic metrics to

provide rate flexibility.

Credit Opinion
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Enterprise risk

The city of Mexico has an estimated population of 11,500 and is about 40 miles northeast of Columbia. Residents have

access to the Columbia employment base, but the city itself is a regional economic center and the seat of Audrain

County. However, we don't characterize this as an MSA or credit for access to one based on the distance to Columbia.

Income levels are below the U.S. average, in our view, with recent median household effective buying income

(MHEBI) at 70% of national levels. The unemployment rate has historically trended below the state's and nation's

average; it was 10.3% as of May 2020.

The city's sewerage system collects and treats sewage for almost all city residents, serving nearly 5,400 customers.

Mexico's customer base has been relatively stable, and management expects that it will remain so. However, there is

some concentration in the 10 leading customers, which represent 26% of total fiscal 2019 billings. The leading

customer, TEVA Pharmaceuticals, generated roughly 6% of total revenue. With a current treatment rated capacity of

3.1 million gallons per day, the plant operates at 70% of capacity to meet the average daily demand.

Mexico completed a rate study in 2009, as a result of which, it has raised rates almost annually since 2011. As a part of

its rate model, the city raised rates annually 10%, 12%, and 19% in fiscal years 2014, 2013, and 2012, respectively.

Recently rates have been raise 3% to 4%. The current rate (effective October 2019) is $50.7 for 6,000 gallons, which we

consider somewhat high, as it translates to about 2.4% of the MHEBI. Management plans to increase rates by about

3% going forward depending on capital requirements.

Based on our OMA, we view the sewerage system as a '3' on a six-point scale with '1' being the strongest. An

assessment of good, in our view, implies average alignment between the system's operational characteristics and

management. The sewerage system has just adequate treatment capacity 3 million gallons per day (mgd) to meet daily

demand of 2.18 mgd. The utility is compliant with environmental requirements and believes that with minor process

improvements, it should be able to meet all future regulation mandates. It informally reviews succession planning and

has an internal plan for operators and key positions within management within the utility.

Financial risk

Debt service coverage (DSC) for 2019-2016 ranged between 1.46x-2.10x, with DSC of 2.1x for fiscal 2019, a level we

consider extremely strong. Management budgets to maintain a similar level of DSC for fiscal 2021. Management has

indicated that the delinquency rate has not caused any cash-flow issues; nevertheless, we consider it to be high,

ranging between 22%-24% in the past three years. The city estimates their collection rate is 97.17% when including

late fees. Management indicated delinquency rates through May of 2020 during the recession are consistent with

historic trends.

Liquidity has been increasingly strong in the past three years. For fiscal 2016, unrestricted cash balance of $2.5 million,

or a still-strong, in our view, 610 days' cash on hand. It increased from about 320 days' cash in 2011 to the present

level primarily because of the rate increases. For 2014, the city budgets to maintain reserves of about $1.4 million.

Management has indicated that it does not plan to draw down on the reserves for the next three years. The city has a

formal target to maintain at least a 90-day reserve.

In our view, the leverage position is moderate, with the debt to plant ratio at 41.8% for fiscal 2019. At this point,

management does not plan to issue any additional long-term debt. For 2020-2025, Mexico's current capital needs
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amount to about $6.4 million, which the city expects it will fund on pay-as-you-go basis. As of fiscal 2019, the net

position of liability percentage was 111.4%, which we view as credit neutral. The city are fully funded their annual

defined contribution over the past three years.

Based on our FMA, we view the utility as a '3' on a six-point scale, where '1' is the strongest. A FMA of good indicates

we consider financial practices sustainable, but not comprehensive. The utility internally reviews budget-to-actuals

monthly and presents to the council biannually. Management uses a zero-based budget and focuses operational

performance analysis. It does not produce long-term financial projections but uses a rate study produced in 2013 to

plan for the longer term. The good management practices include audits that comply with generally accepted

accounting principles (GAAP). The utility sent us their formal debt management policy.

Related Research

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

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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