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Spotsylvania County, Virginia Water and Sewer Enterprise (Aa2) will continue to benefit from
sound debt service coverage and very healthy liquidity. The county Board of Supervisors is
the governing body responsible for the utility's operations, budget and rates. The Board has
demonstrated a willingness to utilize its unlimited rate setting authority in order to maintain
sound financial metrics while addressing capital needs. The enterprise also benefits from a
stable and diverse customer base, moderate debt burden and ample system capacity.

Credit strengths
» Diverse customer base experiencing steady growth
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» Very strong liquidity and currently sound debt service coverage

Credit challenges
» Rising annual debt service requirements will likely cause coverage to fall over the next
three years
» Relatively small system size compared to similarly rated water and sewer utilities

Rating outlook
Moody’s does not typically assign outlooks to water and sewer utilities with this amount of
debt outstanding.

Factors that could lead to an upgrade
» Sustained increase in debt service coverage
» Decline in debt burden

Factors that could lead to a downgrade
» Material declines in debt service coverage or liquidity
» Significant increase in debt burden
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Key indicators
Exhibit 1

Spotsylvania (County of) Water and Sewer Enterprise, VA

System Characteristics
Asset Condition (Net Fixed Assets / Annual Depreciation)

26 years

System Size - O&M ($000)

$20,434

Service Area Wealth: MFI % of US median

129.70%

Legal Provisions
Rate Covenant (x)
Debt Service Reserve Requirement

1.15x
No DSRF

Management
Rate Management

Aa

Regulatory Compliance and Capital Planning

Aa

Financial Strength
2015

2016

2017

2018

2019

Operating Revenue ($000)

$30,332

$31,793

$32,546

$33,390

$34,195

System Size - O&M ($000)

$17,780

$16,872

$17,460

$19,655

$20,434

Net Revenues ($000)
Net Funded Debt ($000)

$16,930

$22,438

$21,747

$21,533

$23,413

$126,598

$124,453

$113,944

$108,398

$102,602

$9,949

$10,181

$9,557

$10,149

$10,160

1.7x

2.2x

2.3x

2.1x

2.3x

1411 days

1691 days

1658 days

1516 days

1447 days

4.2x

3.9x

3.5x

3.2x

3.0x

Annual Debt Service ($000)
Annual Debt Service Coverage (x)
Cash on Hand
Debt to Operating Revenues (x)
Sources: audited financial statements; offering documents, Moody's Investors Service, US Census Bureau

Profile
The utility is a department of Spotsylvania County (Aa1) and provides water and sewer treatment and conveyance within the county
and neighboring City of Fredericksburg. As of fiscal 2020, the utility served approximately 32,271 water customers and 31,250 sewer
customers.

Detailed credit considerations
System characteristics and service area: relatively small system with stable customer base and ample capacity
The water and sewer utility's customer base will likely continue its trend of steady growth given ongoing population growth and
new development activity. The combined utility provides water and sewer treatment services within Spotsylvania County and
the neighboring City of Fredericksburg (Aa2). The regional economy is supported by a mix of health care, transportation, and
manufacturing firms. Prior to the coronavirus outbreak and ensuing economic downturn, total employment within the county grew by
11% between 2010 and 2019. While the county's unemployment rate increased to 11% in April 2020, it has started to rebound and as
of August was 6.0%, a figure below that of the state (8.0%) and nation (10.5%). Spotsylvania County and Fredericksburg's combined
population has tracked their longer-term employment gains, rising by 11% between 2010 and 2019 to 162,598. The utility's top ten
customers accounted for just 5% of revenues in fiscal 2019, with most of the largest accounts being apartment buildings.
The water system sources raw water from several local reservoirs and rivers and treats water at one of two plants, the Ni River Water
Treatment Plant (WTP) and the Motts Run WTP. The Motts Run WTP has a 15 million gallon per day (MGD) capacity and in fiscal 2019
its average demand was 7.9 MGD. Likewise, the Ni River WTP has ample headroom, with a capacity of 6.0 MGD and average demand
of 2.7 MGD.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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The sewer system treats wastewater at three treatment plants (WWTP). The largest plant is Massaponax WWTP with a total capacity
of 9.4 MGD and average fiscal 2019 demand of 7.9 MGD. The other two plants have a combined capacity of 4.0 MGD and average
daily demand of 2.4 MGD.
The county and City of Fredericksburg have entered into joint agreements under which the city purchases all of its potable water from
the county and the county treats a portion of the city's wastewater. The city is the utility's only wholesale customer and the perpetual
service agreements have been in place since the early 1980s.
Moody's estimate of the system's assets' remaining useful life is approximately 26 years, which is in line with the national median for
Aa2 rated utilities (also 26). The system's size (measured by the annual cost of operations and maintenance, O&M) is smaller than that
of similarly rated entities (approximately $20 million vs. the Aa2 median of $34 million).
Debt service coverage and liquidity: very strong metrics likely to weaken due to planned capital projects
The utility's very strong liquidity and sound debt service coverage will likely decline in the coming years but remain at healthy levels.
The utility's net revenues have been stable over the past three years and provided 2.3x debt service coverage in fiscal 2019 (see Exhibit
1 on Page 2 for the five year trend). Preliminary, unaudited results for fiscal 2020 show another strong year with net revenues growing
by a substantial 22% and coverage increasing to 3.1x. The utility's debt service coverage is in line with the median for Aa2 rated water
and sewer utilities (around 3.1x).
The fiscal 2020 improvement was due in part to an increase in water and sewer charges, but also driven by very strong availability
fees (i.e. connection fees). Net of these more volatile availability fees, coverage remains sound at 1.8x in fiscal 2019 and 2.0x in fiscal
2020. Management reports the coronavirus outbreak and economic slowdown have had limited financial implications for the utility
and estimates the revenue loss from temporarily discontinued disconnection fees and lower demand are under $300,000 (less than 1%
of annual revenues).
The utility's annual debt service requirements will likely grow over the next five years due to planned capital borrowing outlined in
the below “Debt and Pensions” section. Current five-year projections, which factor in not yet issued debt, show annual debt service
rising from its current level of about $10 million to $17 million by fiscal 2025. The county Board of Supervisors, who sets rates, has
a long track record of phasing in annual rate increases in order to maintain the utility's strong financial metrics. Future reviews will
monitor the Board's maintenance of these practices and ability to generate net revenues and coverage that is in line with the Aa2
rating category.
Liquidity

The utility's liquidity will remain very strong despite planned capital outlays. At the close of fiscal 2019, the utility's cash balance
totaled $81.0 million, an amount equal to 1,447 days of system operations and maintenance (O&M). The utility's unaudited cash
balance at the end of fiscal 2020 was even stronger at $98 million or 1,805 days of O&M. Management plans to utilize a portion of its
cash reserves over the next several years and current projections show liquidity falling to $59 million in fiscal 2023 (906 days of O&M)
before stabilizing. Even with the projected decline, the utility's liquidity is expected to remain above the median for Aa2 rated utilities
(around 730 days of O&M).
Debt and pensions: growing debt burden and modest pension burden
The utility will have approximately $114 million of revenue debt following the upcoming issuance of the Series 2020 bonds, an
amount equal to 2.9x annual revenue. The county Board annually adopts a five-year capital improvement plant for the system and
its current plan will be finalized during fiscal 2021 as the county assesses and responds to the coronavirus pandemic. As a planning
tool, management's financial projections assume $51 million of debt will be issued between fiscal 2022 and fiscal 2025. The debt will
finance various system updates including WTP and WWTP expansions. Factoring in amortization of outstanding debt, the issuance of
$51 million would bring the utility's debt burden to around 3.4x in fiscal 2025. The median debt burden for Aa2 rated water and sewer
utilities is 1.7x.
Legal security

The bonds are secured by net revenues of the water and sewer system. The bonds do not have a debt service reserve fund requirement.
The county has covenanted to maintain rates such that net revenues of the system provide at least 1.15x coverage of annual senior lien
debt service.
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Debt structure

All of the utility's debt is fixed rate and long term.
Debt-related derivatives

The utility is not a party to any debt-related derivatives.
Pensions and OPEB

County employees participate in a multiple employer defined benefit pension plan administered by the Virginia Retirement System
(VRS). Moody's three-year average adjusted net pension liability (ANPL) for the utility's share of the county's pension liability is equal
to $4.3 million or a modest 0.4x annual revenue. Contribution rates are established by VRS as a share of annual payroll and made by
employees and the employer.
Moody's aforementioned ANPL uses the utility's allocation of plan liabilities and fair market value of reported assets and adjusts the
liability based on a market-based discount rate. While the plan's current discount rate is 7.0%, the market based discount rate we used
to value the liabilities was 4.14% as of the measurement date of the plan as reported in the county's financial statements.
The county also provides other post employment health care benefits (OPEB) via a multi-employer defined benefit cost-sharing
plan through VRS. The utility's share of the county's Moody's adjusted net OPEB liability is just $11.7 million, or about 0.3x operating
revenue.

ESG considerations
Environmental
Similar to the local government sector overall, Spotsylvania County has low exposure to environmental risks. According to data from
Moody's affiliate Four Twenty Seven, the county's total average exposure to the projected rate of change of five climate risk factors is
midranged compared to other counties nationwide. Of the physical climate risks Four Twenty Seven evaluates, the county's highest
exposure is to extreme rainfall and hurricanes. This exposure is mitigated by several factors, including management's maintenance
of strong reserves and the state and federal governments' history of providing diaster relief to local governments following a major
weather event.
Social
Social issues, which include demographics, labor force, and income metrics, are reflected in the utility's median family income, which at
about 130% of the national median is well above that of similarly rated utilities. The utility's sound resident incomes provide flexibility
in increases utility rates. While social issues do not currently pose a credit risk, we will continue to monitor a variety of factors such as
demographics, income levels, population trends and employment levels, as these remain important key credit metrics.
We regard the coronavirus outbreak as a social risk under our ESG framework, given the substantial implications for public health and
safety. The utility is not susceptible to immediate material credit risks related to coronavirus. The longer-term impact will depend on
both the severity and duration of the crisis. The situation surrounding coronavirus is rapidly evolving. If our view of the credit quality of
the county changes, we will update the rating and/or outlook at that time.
Governance
Governance considerations are an important driver of the utility's credit quality. As mentioned above, the utility is a department of
the county and governed by the county Board of Supervisors. The Board has a strong history of approving rate increases in order to
maintain sound financial metrics. Additionally, the county has favorably structured its rates to include a volumetric component that
is driven by usage and a fixed monthly debt service charge. Management also maintains prudent financial policies such as a debt
service coverage floor of 1.3x and a minimum cash balance target equal to three year average of total revenues (currently equal to 856
days O&M). Management maintains a five-year capital improvement plan and the utility does not have any outstanding regulatory
violations or consent orders.
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