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Summary:

Cornelius, North Carolina; General Obligation

Credit Profile

US$7.64 mil GO pub imp bnds ser 2022 due 08/01/2041

Long Term Rating AAA/Stable New

Cornelius GO

Long Term Rating AAA/Stable Affirmed

Rating Action

S&P Global Ratings assigned its 'AAA' rating to the town of Cornelius, N.C.'s series 2022 general obligation (GO) public

improvement bonds. At the same time, S&P Global Ratings affirmed its 'AAA' rating on the town's existing GO debt.

The outlook is stable.

The bonds are secured by a pledge of the town's faith and credit and taxing power. Proceeds will be used toward street

and parking projects, as well as an arts center.

Credit overview

The rating reflects Cornelius' flourishing economy with ongoing residential and commercial development which

benefits from its proximity to several metropolitan areas, including Charlotte, as well as access to Lake Norman. The

detail-oriented management team continues to leverage its codified practices to generate consecutive years of

surpluses, resulting in exceptional fund balance levels in recent years. As the town continues to issue debt to meet its

growth needs, we expect its fixed costs to remain manageable in the near term, without excessive fixed-cost pressure.

Cornelius' GO bonds are eligible for a rating above the sovereign because we believe the town can maintain better

credit characteristics than the nation in a stress scenario. Under our criteria, titled "Ratings Above The Sovereign:

Corporate And Government Ratings—Methodology And Assumptions," published Nov. 19, 2013, on RatingsDirect, the

town has predominately locally derived revenue sources with more than 60% of general fund revenue derived from

property and sales taxes with independent taxing authority and treasury management from the federal government.

Furthermore, Cornelius has considerable financial flexibility, demonstrated by the maintenance of very strong

budgetary flexibility and liquidity.

The rating reflects our view of Cornelius':

• Growing economy, which continues to attract development given its favorable location;

• Robust management practices with embedded long-term planning, supported by a very strong institutional

framework;

• Over five years of consecutive surpluses with analogous fund balance growth in excess of 75% of expenditures; and

• Manageable debt with rapid amortization and limited pension pressures.
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Environmental, social, and governance

We analyzed Cornelius' environmental, social, and governance (ESG) risks relative to the town's economy,

management, financial measures, and debt and liability profile and determined that all are in line with our view of the

sector standard. Despite exposure to 70 miles of shoreline around Lake Norman, its manmade nature precludes

flooding risk since water levels are managed by Duke Energy for hydroelectric power; therefore, we do not consider its

environmental risks elevated.

Stable Outlook

Downside scenario

While we expect the town to continue to effectively manage growth and associated capital needs, we could take a

negative rating action if its debt burden increased to a level that created financial or budgetary pressure, or

non-compliance with its debt management policy.

Credit Opinion

Diverse economy benefiting from lakeside location and access to Charlotte

The town is 20 miles north of Charlotte, with residents benefiting from access to its labor market and broader

economic growth. Locally, the largest employers are the school district (443 employees), followed by the local

government itself (128) and the country club. Lake Norman also provides opportunity for tourism and recreation

activities, as well as high-value lakefront properties. Assessed values (AVs) continue to grow steadily, with just under

40% growth in the last five years.

Similarly development activity continues, as building permit applications continue to rise over the last five years,

peaking in 2020. Notable developments include a $154 million health care facility which is expected to add over 300

jobs, as well as several real estate and commercial projects--both approved and pending approval--throughout the

town. As a result, we expect the town's economy to continue expanding.

Conservative and comprehensive policies and practices

We believe the town's proactive and sophisticated financial management is reflected in its formalized policies and

practices. Cornelius uses internal trend analysis and external information to make revenue and expenditure

assumptions and takes into account historic trends which may affect current ones. The board receives at least

quarterly budget-to-actual information in both summary and detail form. Additionally, it engages in multiyear

operational forecasting to target balanced budgets, and capital planning that is updated annually and identifies funding

for projects five years in advance. The town also has investment management policies that require regular reporting to

the board and annual external review. In addition, it has a debt management policy in accordance with the Local

Government Budget and Fiscal Control Act, whereby the net debt (total debt carried by a municipality less enterprise

fund debt) will not exceed 8% of the AV of taxable property and debt service cannot exceed 15% of expenditures. The

town, per policy, also maintains a minimum unassigned general fund balance of 40% of expenditures to operate

efficiently and effectively, to cash-fund capital projects when possible, and to allow for unforeseen urgent needs.
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Robust financial performance resulting in exceptional fund balance levels

Since fiscal 2018, Cornelius has generated surpluses which have contributed to annual fund balance growth to levels in

excess of 75% of revenue in fiscal years 2020 and 2021. The town has a formal policy to maintain unassigned general

fund balance equal to 40% of general fund expenditures, which it has historically met and exceeded. Given that there

are no plans to draw on reserves, we expect the town's flexibility to remain very strong.

In terms of performance, the town's total revenues have increased by 20.9% between fiscal years 2017 and 2021, in

part benefiting from the 2020 revaluation, as well as strong sales tax performance with 19% growth in fiscal 2021. The

town increased its tax rate to $0.222 in fiscal 2020, which generated an additional $16.7 million in revenues, and has

since been kept flat. Ad valorem taxes make up 60% of general fund revenues, followed by unrestricted

intergovernmental revenues at 28% predominately made up of local option sales and utility franchise taxes. With

regard to expenditures, the total has overall decreased by 6.5% between fiscal years 2017 and 2021, with a rise of 3.6%

between fiscal years 2020 and 2021, reflecting increases in public safety and cultural spending, as well as higher debt

service. Nevertheless, the town generated strong results in both fiscal years 2020 and 2021.

The fiscal 2022 budget is balanced at $29.1 million. Performance is tracking above budget to date, with sales tax

collections exceeding expectations. In addition Cornelius has already received the first round of its ARPA allocation at

$4.1 million, which it has yet to designate for a specific purpose. Overall, we anticipate another year of positive results.

The town has demonstrated its access to external liquidity through its prior issuance of GO debt and installment

finance contracts. Its investments are held in the North Carolina Capital Management Trust's Government Portfolio,

which we do not consider aggressive.

The town has several private-placement installment-purchase obligations, which allow for immediate acceleration as a

remedy in an event of default. However, we believe Section 160A-20 of North Carolina statutes, which prohibits

deficiency judgments for appropriation debt, mitigates liquidity risk. This provision limits the available options for

recourse in an event of default, but does allow the bank to acquire the assets associated with the contract, which is

often the equipment being acquired with the financing. Therefore, we do not consider this debt a contingent liability

risk that would affect the town's liquidity position.

Manageable debt in line with long-term capital plans

Including this issuance, the town's direct debt totals $24.4 million. The town has a remaining $20 million in

unauthorized debt from the 2018 referendum which it plans to issue over the next five-to-seven years. However, given

its rapid amortization, we do not expect the additional debt to materially affect the debt profile.

Pensions are not an immediate credit pressure given strong funding status and limited escalating cost
trajectory risk

Cornelius participated in the following plans as of June 30, 2021:

• Local Government Employees' Retirement System (LGERS), 88.6% funded, with a proportional share of the net

pension liability (NPL) equal to $3.7 million.

• Law Enforcement Officers' Special Separation Allowance, with an NPL of $2 million, which it funds on a

pay-as-you-go basis.
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In general, we expect plan contributions to meet or exceed our view of minimum funding progress, partially due to the

plan's closed, level-dollar, 12-year amortization that should result in timely funding progress. However, we believe

LGERS' discount rate of 7% could lead to some contribution volatility.

Cornelius provides other postemployment benefits (OPEBs) through a single-employer, defined-benefit plan. It funds

the health care benefits plan on a pay-as-you-go basis. The town's OPEB unfunded liability totaled $2.4 million as of

June 30, 2020, the most recent actuarial valuation date. Although OPEB liabilities are typically funded on a

pay-as-you-go basis, which, given claims volatility and medical cost trends, could lead to escalating costs, the town has

legal flexibility to alter OPEB benefits, which we view as a means to mitigate potential cost escalations.

Very strong institutional framework

The institutional framework score for North Carolina municipalities is very strong.

Cornelius, NC -- Key Credit Metrics

Most recent Historical information

2021 2020 2019

Very strong economy

Projected per capita EBI % of U.S. 152

Market value per capita ($) 237,461

Population 31,825 30,969

County unemployment rate(%) 7.8

Market value ($000) 7,557,206 7,464,168 7,353,052

Ten largest taxpayers % of taxable value 4.8

Strong budgetary performance

Operating fund result % of expenditures 15.7 16.4 (1.3)

Total governmental fund result % of expenditures 10.2 15.8 5.3

Very strong budgetary flexibility

Available reserves % of operating expenditures 83.4 75.6 59.0

Total available reserves ($000) 20,119 17,614 14,297

Very strong liquidity

Total government cash % of governmental fund expenditures 151 136 107

Total government cash % of governmental fund debt service 1,286 1,305 1,162

Very strong management

Financial Management Assessment Strong

Strong debt & long-term liabilities

Debt service % of governmental fund expenditures 11.7 10.5 9.2

Net direct debt % of governmental fund revenue 80

Overall net debt % of market value 1.3

Direct debt 10-year amortization (%) 72

Required pension contribution % of governmental fund expenditures 3.4

OPEB actual contribution % of governmental fund expenditures 0.3
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Cornelius, NC -- Key Credit Metrics (cont.)

Most recent Historical information

2021 2020 2019

Very strong institutional framework

EBI--Effective buying income. OPEB--Other postemployment benefits.

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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