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Summary:

Hendersonville Utility District, Tennessee;
Water/Sewer

Credit Profile

US$9.99 mil wtr and swr rev rfdg bnds ser 2021A due 08/01/2039

Long Term Rating AA/Stable New

US$9.4 mil wtr and swr rev rfdg bnds ser 2021B due 08/01/2039

Long Term Rating AA/Stable New

US$4.175 mil wtr and swr rev rfdg bnds ser 2021C due 08/01/2039

Long Term Rating AA/Stable New

Hendersonville Util Dist WS

Long Term Rating AA/Stable Affirmed

Rating Action

S&P Global Ratings assigned its 'AA' rating to the Hendersonville Utility District, Tenn.'s series 2021A, 2021B, and

2021C water and sewer revenue refunding bonds. We also affirmed our 'AA' rating on the district's parity revenue

bonds. The outlook is stable.

The bonds are secured by a pledge of the net revenues of the district's retail water and wastewater system, subordinate

only to the series 1995 bonds; the prior lien that authorized the series 1995 bonds is closed, and less than $293,000

remains outstanding ahead of the working lien. Therefore, we are not notching downward the rating on the working

lien as we do not view those bondholders as materially disadvantaged. We understand series 2021 bond proceeds will

be used to refund the district's series 2011 and 2012 revenue bonds for interest cost savings. The district had $50

million in total debt as of June 30, 2020.

The district has preliminary plans to refund its remaining series 2015 and 2016 debt outstanding in 2022 to achieve

interest cost savings. Following the defeasance of all outstanding parity debt, the district's October 2020 amendment

to its bond resolution, which removes the requirement to fund a debt service reserve fund (DSRF), would be effective.

Given its robust liquidity position, which we believe is sustainable, we do not consider the proposed change to funding

a DSRF a credit weakness. We view the bond provisions as credit neutral. Key bond provisions include a rate covenant

set at 1.2x annual debt service and an additional bonds test set at 1.2x maximum annual debt service (MADS).

Credit overview

The rating is reflective of the district's affluent service area and robust financial position, demonstrated by affordable

rates, strong all-in coverage, and healthy liquidity. Benefitting from the Nashville-Davidson-Murfreesboro-Franklin

metropolitan statistical area (MSA), the district has considerable rate flexibility due to the higher-than-national average

incomes. Management has no rate adjustments planned at this time. The district's financial position is a credit strength,

as evidenced by robust all-in coverage metrics of over 2x for the past five years and liquidity reserves equal to over
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one year of day's cash on hand. We anticipate coverage will remain strong as the district intends to cash-fund its

capital program over the next five years. Given the moderate five-year capital program, which is in our view

manageable, we expect liquidity to remain healthy, with no significant drawdowns in the medium term.

We have applied a one-notch negative adjustment to arrive at the rating based on peer comparisons, due to financial

management policies and practices, which we view as good, but not comprehensive, and the district's relatively small

customer base, which limits future revenue-raising flexibility and could frustrate the district's plans to fund capital

needs from current revenue.

The stable outlook reflects our expectation that the system's healthy financial position will continue to be characterized

by extremely strong coverage, liquidity margins, and limited debt-funded capital needs. Our expectation for these

trends is based on the district's representation that it has no additional debt plans and that the service area's

above-average median household income levels and proximity to Nashville will continue to provide additional stability

for the rating.

Environmental, social, and governance factors

We believe the district's environmental and social factors are in line with those of other rated water and wastewater

utilities. Management indicates its water treatments plant is in compliance with environmental regulations. The district

maintains a drought management plan and has succession planning for key staff members per its recent risk and

resiliency assessment in December 2020. Specific to the area, the district maintains system redundancies and backup

generators to address tornado risk. We consider the district's governance factors to be slightly elevated to peers given

less comprehensive financial planning. This is somewhat mitigated by the district's cybersecurity insurance and

practices, which includes an in-house IT department.

Stable Outlook

Downside scenario

Given the historical financial performance, no future debt plans, and a modest capital program, we do not anticipate

lowering the rating. However, if the district were to experience unexpected costs related to capital needs that

materially decreased liquidity, we could lower the rating.

Upside scenario

We believe credit improvement is constrained by the district's relatively small customer base, which limits its

revenue-raising flexibility, and its financial management practices, which are not comprehensive, and are not

supportive of a higher rating.

Credit Opinion

The district provides water treatment and wastewater collection service to approximately 16,600 customers within the

corporate city limits of Hendersonville, a wealthy suburb north of Nashville. The proximity to Nashville bolsters

economic diversity within the service area evidenced by median effective buying income of 115% that of the national

average and low unemployment, at 3.7% in April 2021. The district's revenue mix is primarily residential and is not

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 1, 2021   3

Summary: Hendersonville Utility District, Tennessee; Water/Sewer



dependent on any of its principal customers, which we view as a credit strength. Given the strong economic base, rates

are considered highly affordable, with the monthly bill at only 1.68% of MMHEBI. This provides the district with plenty

of rate flexibility should capital needs expand, though management has indicated no rate plans.

We view management's rate setting practices favorably, considering they pass along all sewer-related cost increases

from its wholesale service provider. The district sends all its flows to Nashville-Davidson County Metropolitan

Government's (Metro) Dry Creek wastewater treatment plant, paying only a wholesale volumetric rate to Metro so

long as it does not exceed its allocation of 16.7 million gallons a day (mgd) to that plant. Daily average flows from

Metro are approximately 5 mgd. The current Metro rate for sewer treatment is $1.21 per 100 cubic ft. Management

has said they only expect inflationary cost adjustments for the next four years of less than 2%. Wastewater treatment

capacity available to the district is more than sufficient to meet average and peak flow levels. The district is fully

compliant with all environmental regulations. The operational characteristics are further strengthened by the district's

no-cost permitted rights of up to 8 million mgd from Old Hickory Lake, which the city borders. The district's 10 mgd

water treatment plant is more than sufficient to meet its 4.6 mgd average daily demand.

Due to the service system's more-than-sufficient water treatment capacity, there are minimal capital projects related to

growth in the near term. Capital projects total over $17 million for the next five years, and management does not have

any additional new-money debt issuance plans. Given the moderate capital plan, we expect coverage and liquidity to

be maintained at strong historical levels. We calculate all-in coverage to be 1.9x, 2.1x, and 2x in fiscal 2020, 2019, and

2018 respectively. Current budgeted fiscal 2021 targets all-in coverage of 2.5x. Liquidity has grown modestly in recent

years. Management informally targets rates to fund the five-year capital plan out of unrestricted cash. Due to the small

size of the district, we view the nominal reserve position of about $17 million as just adequate, however it equates to

495 days operating expenses in fiscal 2020, which we view as a strength and credit cushion.

Our view of the operational management assessment (OMA) is reflective of policies and practices similar to those of its

peers. The district benefits from a low-risk operation, characterized by rights to an ample water supply and a

collection-only wastewater system, and regular review and adjustment of rates to pay for capital needs and maintain

operations. Without long-term financial planning or formalized liquidity policies, we consider the financial

management assessment (FMA) as weaker than those of its peers. The district performs regular budget updates to the

board and maintains five-, 10-, and 15-year capital long-term capital plans.

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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