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Credit Profile

US$9.995 mil wastewtr sys rev bnds (Knoxville Utilities Board) ser 2022C due 04/01/2052

Long Term Rating AA+/Positive New

Knoxville Utils Brd wastewtr

Long Term Rating AA+/Positive Affirmed

Knoxville, Tennessee

Knoxville Utils Brd, Tennessee

Knoxville Utils Brd wastewtr

Long Term Rating AA+/Positive Affirmed

Knoxville (Knoxville Utils Brd) wastewtr

Long Term Rating AA+/Positive Affirmed

Knoxville (Knoxville Utils Brd) wastewtr

Long Term Rating AA+/Positive Affirmed

Credit Highlights

• S&P Global Ratings has assigned its 'AA+' rating to Knoxville, Tenn.'s series 2022C wastewater system revenue

bonds, issued for the Knoxville Utilities Board (KUB).

• At the same time, we affirmed our 'AA+' rating on the city's wastewater system revenue debt, with $472 million

outstanding as of the fiscal year ended June 30, 2022.

• The outlook is positive.

Security

The bonds are secured by a first-lien pledge of KUB's wastewater division. The bonds have a rate covenant and

additional bonds test (ABT) based on 1.2x coverage, with the ABT based on pro forma maximum annual debt service

(MADS) and additional extension of service. No debt service reserve is pledged to the bonds.

KUB will use bond proceeds to finance capital improvements.

Credit overview

The positive outlook reflects our opinion that KUB's wastewater division's emergence from a nearly 20-year consent

decree will help support more regular rate increases and steady financial results consistent with historical trends. While

it is our understanding that the wastewater division will still be subject to ongoing monitoring of its systems related to

sanitary sewer overflow mitigation and prevention, KUB's embedded operational framework that already has capacity

and monitoring systems in place should help minimize the potential for significant future environmental violations.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT NOVEMBER 17, 2022   2



We expect to resolve the outlook within the next year in order to assess any impact on wastewater operations given

the current inflationary and recessionary pressures across the country; however, we understand that the Knoxville

region may be particularly well prepared to weather downside economic trends due to the large university and U.S.

government (nearby Oak Ridge) presence.

KUB's wastewater revenue base is supported by Knoxville's growing and diverse economic base. Financial metrics

remain robust and provide a significant level of cash flow to support the wastewater division's capital program. The

latter reflects continued investment in the program, supported by KUB's division-wide Century II planning process that

offers a rolling 10-year planning horizon for rate-setting and capital projects. Financial and operational management

policies also help support all these operations to help minimize any potential effects from drought, wet weather events,

and extreme weather events. We consider KUB's emergency planning, asset management, and financial management

policies to be strong for the rating level.

The rating also reflects S&P Global Ratings' expectation that the utility will sustain its extremely strong financial risk

profile over the near term because of KUB's strong internal financial benchmarks, including the high level of capital

funding from internally generated revenues. In support of these benchmarks, management has a target to not exceed a

50% debt-to-capitalization ratio, maintains a discretionary reserve fund policy equivalent to 90 days of operating

expenses (part of KUB's contingency fund reserves), and sets rates to achieve 1.5x MADS coverage.

Environmental, social, and governance

While KUB is subject to flooding and other events like ice storms and tornadoes, management's efforts to mitigate

these risks have been extensive--most notably the 2005 federal consent decree, which should be moving to the

monitoring phase shortly. Since 2005, KUB reports just under $600 million of capital spending related to consent

decree projects. Its Century II consolidated capital and financial plan includes several key performance indicators that

should help alleviate this over time, especially the goal of 15 miles per year sewer line and 10 miles per year of water

line replacement (which will help lower water loss in that division). To target line improvements, the wastewater

division has an asset management program supported by a fully operational CMOM program for ongoing inflow and

infiltration reduction and pipe cleanout prioritization. As the consent decree moves to the monitoring phase,

management has represented that it has dedicated staff to work with state and federal officials for post-consent decree

compliance requirements. Full advanced metering infrastructure has been implemented across all of KUB's divisions,

which should continue to provide tools for flow monitoring.

Emergency planning is extensive. KUB works on emergency planning with first responders from surrounding

municipalities and districts. When emergency services are activated, cross-division staff do damage/outage reporting,

and staff organize an incident command structure that connects KUB's divisions and helps coordinate media and

internal communications. As far as cybersecurity, KUB has multiple layers of IT and security, along with system

training and ongoing system hardening tests. Multiple layers of data backups are also performed.

KUB also has a customer assistance program and works with customers who request help. While the utility has

experienced consistent rate increases for decades, with some being double-digit, the overall rates are still generally

affordable, in our view, for the median household. For median household effective buying income (MHHEBI) at 94% of

the national average, management reports the average monthly household rate is $65.50, or 1.5% of MHHEBI. Given
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management's plans for continued system investments and steady planned rate increases, we do not believe

affordability will pose an outsized risk, especially balanced with the continued economic growth in the area, which

should continue to help support KUB's revenue base.

Governance risks for KUB do not pose an outsized risk, in our view, since KUB has rate autonomy and an independent

board; however, we note that the board is appointed by the mayor with consent by Knoxville City Council.

Outlook

Downside scenario

An outlook revision to stable could occur if actual financial results are not in line with or better than historical trends.

Downward rating pressure would most likely come from a significant weakening of the financial profile that, in our

view, would constitute a sustained worsened credit profile.

Upside scenario

We would expect that since the consent decree is formally closed and no other unexpected compliance items arise, the

rating could be raised as long as actual financial performance meets or exceeds projections, and that no outsized or

unexpected capital and debt needs arise. Contributing to this would be our assessment of how the wastewater utility is

able to weather an economic slowdown or inflationary pressures.

Credit Opinion

Enterprise risk

KUB's operations benefits from a strong and diverse regional economy, as the Knoxville metropolitan statistical area

(MSA) serves as the health, educational, trade, and governmental center of East Tennessee. Given the city's central

location, with approximately 50% of the U.S. population living within 650 miles of the county, the Knoxville MSA is a

key location for the distribution and manufacturing industries as well. However, the service area is surrounded by

other utility districts, which limits customer account growth to less than 0.5% annually, coming mostly from new infill

residential connections.

While we consider wastewater rates to be affordable but still rising, pressure on the total bill has been exacerbated by

support of the capital program and consent decree that the water system has not needed to finance. Since 2005, the

wastewater division has implemented corrective measures to address the consent decree, with work now complete.

KUB's governing board typically adopts preapproved, multiyear rate hikes in three-year batches for both water and

wastewater. Through 2025, management expects water rates to be increased by 5% annually and 4% annually for

wastewater.

Financial risk

The wastewater system's financial position remains a strength. Management's long-term financial plan indicates net

revenues that will cover annual debt service by no less than about 1.75x, assuming ongoing rate increases and

additional debt of about $100 million over a 10-year period. This level of coverage is largely consistent with historical

trends, and we believe that this forecast is obtainable as long as management continues to consistently review its rate
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and cost structure so that it can generate the scheduled amount of cash to keep financing about 75% of its $396 million

capital spending program with cash on hand over the next 10 years.

KUB's management team maintains best practices we consider critical to supporting credit quality, and these are well

embedded in the utility's daily operations and practices. Formal policies support many of these activities, adding to the

likelihood that these practices will transcend changes in the operating environment or personnel. This includes

detailed long-term financial and capital planning, monthly reviews of budget-to-actual and year-to-date results, and a

comprehensive set of debt management policies. It is also our understanding that the Century II long-term plan,

applicable to all of KUB's divisions, is also updated frequently (as often as several times a year) to account for changes

to capital spending priorities, cost changes, and planned rate increases.

Rating above the sovereign

Although we currently do not rate KUB's wastewater system debt above the U.S., the related sovereign, its positive

outlook is better than the U.S.'s stable outlook. The system has a predominantly local revenue base. Local service

charges, derived through an autonomous rate-setting process, represent virtually all revenues. This, coupled with

operating expense flexibility, precludes exposure to federal revenues, allowing S&P Global Ratings to assign an outlook

better than that on the U.S.

Related Research

Through The ESG Lens 3.0: The Intersection Of ESG Credit Factors And U.S. Public Finance Credit Factors, March 2,

2022

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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