
Summary:

Narragansett Bay Commission, Rhode
Island; Water/Sewer

Primary Credit Analyst:

Edward R McGlade, New York (1) 212-438-2061; edward.mcglade@spglobal.com

Secondary Contact:

Omid Rahmani, Farmers Branch + 1 (214) 765 5880; omid.rahmani@spglobal.com

Table Of Contents

Rating Action

Stable Outlook

Credit Opinion

Related Research

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 2, 2020   1



Summary:

Narragansett Bay Commission, Rhode Island;
Water/Sewer

Credit Profile

US$198.0 mil wastewtr rev bnds (2020 Wifia Loan) ser 2020 B dtd 08/04/2020 due 09/01/2043

Long Term Rating AA-/Stable New

Narragansett Bay Comm swr

Long Term Rating AA-/Stable Affirmed

Rating Action

S&P Global Ratings assigned its 'AA-' underlying rating to the Narragansett Bay Commission (NBC), R.I.'s 2020 Water

Infrastructure Finance and Innovation Act (WIFIA) loan and affirmed its 'AA-' underlying rating on NBC's outstanding

parity debt and the 2019 WIFIA loan, which will have its rate reset. The outlook is stable.

NBC's 2020 WIFIA loan will be used to fund 49% of the commission's $389 million in mainly CSO Phase III projects.

Debt service on 2020 loans are payable from the net revenues of the commission, which are on parity with revenue

bonds outstanding, Rhode Island Infrastructure Bank (RIIB) loans, and the 2019 WIFIA loan. The rate covenant on the

bonds is 1.25x annual debt service on all parity bonds and the WIFIA loan, and 1.35x on outstanding RIIB loans.

Credit overview

As NBC transitions into a significant capital-intensive program to deal with CSO Phase III-related projects, it remains

paramount for rating maintenance that management remain vigilant with regard to getting rates approved by the

Rhodes Island Public Utilities Commission (PUC) as debt service levels will increase from about $45 million per year to

over $55 million by fiscal 2025 and level out around $60 million in 2034.

S&P Global Ratings acknowledges a high degree of uncertainty related to the effects of COVID-19, including the rate

of spread and peak of the outbreak. We believe measures to contain COVID-19 have pushed the economy into a deep

down turn, which this area has yet to show signs of any meaningful recovery. Although we consider the sewer system's

financial flexibility could likely be affected by reduced economic activity in the region depending on the length of the

downturn, in our view, this risk is somewhat mitigated by the system's strong liquidity position, which we believe

provides sufficient cushion for short-term disruptions. While we continue to monitor events related to COVID-19, we

do not currently anticipate it affecting the system's ability to maintain budgetary balance and make debt service

payments. For more information, see "All U.S. Public Finance Sector Outlooks Are Now Negative" (published April 1,

2020, on RatingsDirect) and "The U.S. Economy Reboots, With Obstacles Ahead" (published Sept. 24, 2020).

The rating reflects our views of NBC's very strong enterprise and financial risk profiles.

The enterprise risk profile for the underlying rating reflects our view of the system's:
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• Service area participation in the broad and diverse Providence-Warwick metropolitan statistical area (MSA);

• Rates that we generally view as affordable when benchmarking against Providence County's median household

effective buying income (MHHEBI) and poverty rates; and

• Operational management practices and policies that we view as good.

The financial risk profile for the underlying rating reflects our view of the system's:

• Financial metrics that include all-in debt service coverage (DSC) of at least 1.2x and a days' cash equivalent of

around 160-205 days' cash over the last four fiscal years;

• High leverage, at a 67.5% debt-to-capitalization ratio at the end of fiscal 2020, a signed 2019 WIFIA loan of $268.7

million that will be drawn down starting in 2021, the 2020 WIFIA loan and about $300 million in additional revenue

bond and $54.8 million in RIIB debt plans in the coming years; and

• Financial management practices and policies that we view as strong.

The stable outlook on the underlying rating reflects our expectation that the financial performance should continue in a

fashion consistent with historical trends, given a sound history of credit-supportive rate decisions by the PUC.

Environmental, social, and governance factors

Overall, we believe that management has mitigated most of the system's environmental, social, and governance

(ESG)-related risk by adopting, adhering to, and adjusting its operating and financial policies and procedures. We view

most of the district's other ESG risk factors as being on par with those of other similarly rated sewer utilities. There are

some factors, which have increased risk as compared to other utilities. NBC's social risk, while elevated due to

increased pressures on the service area economy because of higher public health and safety risks related to COVID-19,

will directly increase the system's overall social risks factors. Management continues to try and lower its social risk

beyond COVID-19 by exploring a ratepayer assistance program. Environmental risk is also elevated as the system is

under a consent decree, although management has completed the planning and is beginning the construction of the

Phase III projects with expected completion in 2027. Lastly, governance risk factors are higher that similar sewer

systems in that NBC must get rate approval from an outside entity, the PUC. This risk is somewhat mitigated as the

commission has had a sound history of obtaining PUC rate approval.

Stable Outlook

Downside scenario

Should future rates not generate sufficient revenues to help maintain the consistent financial performance and support

the large capital improvement plan (CIP), we could lower the rating.

Upside scenario

If NBC's financial performance becomes significantly stronger compared to historical trends, and we believe that these

trends are sustainable, then the rating could improve. However, given the need for continued PUC support and

ongoing debt and capital needs, we believe the likelihood for upward rating movement is likely to be well after the

two-year outlook period.
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Credit Opinion

Enterprise risk

NBC was established in 1980 and serves 10 communities with a total of approximately 360,000 residents and 7,800

businesses in northeastern Rhode Island, primarily Providence and Pawtucket. The commission does not have any

taxing authority; it derives revenues from user charges.

The commission's 10 leading customers consist primarily of colleges, universities, hospitals, and cities, and this list has

remained stable in recent years. These top 10 represent just 8.25% of operating revenues in fiscal 2020, which we

consider a diverse customer base.

We benchmark our analysis of market position, which is an input to the enterprise risk profile, to both MHHEBI and

the county poverty rate. MHHEBI for Providence County is 89% of the national average. Monthly-equivalent water

and sewer rates are $50.26 for 800 cubic feet of usage, which is our standard benchmark for monthly consumption, or

only 1.28% of MHHEBI when annualized. When considering that the county's poverty rate is close to 15%, our view of

the market position is somewhat more negative compared to a situation where a utility has both lower nominal rates

combined with a lower poverty rate. That said, our rating reflects our understanding that the service base extends well

beyond the city of Providence, which is likely to lead to greater rate affordability than conservative assumptions used

in our analysis.

Rate increases for both general rate base increases as well as compliance rate increases to comply with debt covenants

both require Rhode Island PUC approval. The most recent rate increase of 5.88% went into effect July 1, 2019. It

included an adjustment to the rate base to provide additional revenues to support operations and maintenance

expense. The commission reports that the average residential rate for its customers is still competitive with those of

other residential systems in the state. A long history of credit-supportive rate decisions by the PUC, an independent

state-level body, supports the current rating. NBC management indicates that it communicates with the PUC on a

regular basis and also informs it of planned rate increases for future fiscal years. We would expect the commission to

continue its regular communications with the PUC to seek timely rate approvals, especially given NBC's large CIP. The

next planned increase is expected in fiscal 2023.

We consider the operational management policies and practices of the utility to be good, including the existence of

generally strong internal controls and asset management policies. The commission owns and operates two treatment

plants, which treat roughly 70% of the state's sewerage and serve more than one-third of its population. Field's Point

has a dry-weather capacity of 65 million gallons per day (mgd) and a wet-weather capacity of 200 mgd. Bucklin Point

is the second-largest wastewater treatment facility in Rhode Island, with a dry-weather capacity of 46 mgd and

wet-weather capacity of 116 mgd. Systemwide average daily flow of 65 mgd is well below capacity. The utility is

currently in design for Phase IIIA of a consent decree with the Federal EPA and Rhode Island Department of

Environmental Management (RIDEM) to reduce combined sewer overflows (CSOs); final project costs will be better

known over the course of the next year. Phase IIIA involves construction a 30-foot internal diameter deep rock tunnel

in Pawtucket and 12 other construction projects. The commission will award the design build contract for the tunnel at

the end of the calendar year in 2020. Pursuant to the consent agreement, the phase III CSO program should end by

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 2, 2020   4

Summary: Narragansett Bay Commission, Rhode Island; Water/Sewer



2041.

The commission has a fully mapped GIS system and an asset management program that has been in place since the

mid-2000s. All new assets are built to be resilient to a 100-year flood event, plus three feet, and submitted a resiliency

plan to RIDEM in November 2019. The utility reviews its cybersecurity policies every other year, has regular data

backups, and is conducting employee training.

Financial risk

The commission's financial performance is very strong, in our opinion. For audited years 2016-2020, all-in debt service

was at least 1.2x. Management is expecting coverage levels of around 1.3x in fiscal 2021; expectations for revenue

growth are very conservative as are the expenditure estimates. Also, the commission had unrestricted cash of $22.8

million in 2020, equal to 205 days' operating expenses. Liquidity has not dropped below 157 days' operating expenses

since 2015. Management does not expect a substantial change in financial results, although in the long run, further rate

increases will be needed to support the costs of the CIP.

The commission's CIP is large, at $921 million over the six years from 2021 through 2026. The majority of this

amount--$548 million, or 87%--is for Phase IIIA of the CSO program. The commission signed a loan agreement with

the Federal EPA for a WIFIA loan of $268.7 million in 2019. An additionally 2020 WIFIA loan of 190 million will also

be signed soon. In addition to the WIFIA loans, we understand management plans to issue a revenue debt and state

revolving fund (SRF) loan of approximately $354 million, and use $48.4 million of the restricted funds to pay for the

five-year CIP. We view NBC as being highly leveraged, with a debt-to-capitalization ratio of 67.5% when counting the

2020 WIFIA loan, which will not be drawn until future years. In addition, its proportionate share of the net pension

liability for the Employees' Retirement System of Rhode Island is underfunded at 52%, which we believe could further

pressure fixed costs in time.

Also supporting the commission's financial risk profile is our financial management assessment of strong, indicating

that, in our view, financial practices are well embedded and likely sustainable. Examples include the existence of

long-term capital planning, formal investment and debt policies, and monthly review of budget performance by the

commission.

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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