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Sector Strength Continues

Revenue and
Expenditure Medians

This edition of water and sewer medians, for 2019, continues Fitch Ratings' effort to offer
transparency to market participants through clear definitions of certain statistical ratios used in
the review of sector credits and quantitative results, specifically as pertaining to retail systems.
The medians continue to highlight the sector's overall financial strength in light of ongoing
business and capital challenges.
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Key Findings
National Medians
Revenue Growth Continues to Climb: Annual revenue growth continued to improve,
increasing almost 5% in the current median cycle. Most of the growth was attributable to rate
adjustments, consistent with past medians. However, revenues did get a slight bump from
increased water sales, which were up about 2% compared to flat sales during the past several
years. Sewer flows were also marginally higher, by almost 1 %.
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Strong Debt Service Coverage Continues: Continued revenue gains helped to lift median
debt service coverage (DSC) on both a senior and all-in basis to a new high, marking the
seventh straight year of total DSC above 2.0x. Utilities are forecasting continued favorable
DSC based on planned rate adjustments and moderate future borrowing plans.
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Expense Figures Mixed: Operating expenses jumped more than 5% with the 2019 medians,
growing at more than double the pace of the past two median cycles and rising faster than
operating revenues. However, debt carrying costs were held in check and even declined
slightly, to just 18% of revenues, compared with 20% with the 2018 medians.
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Source: Fitch Ratings, Fitch Solutions.
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Positive Net Margins: Surplus cash flows benefitted from the stronger DSC and, for the third

straight median cycle, fully covered annual depreciation expense (that is, annual renewal and
replacement costs). Maintenance of such surplus revenues potentially allows utilities the
capacity to maintain depreciating assets on a pay-as-you-go basis without having to borrow for
rehabilitation efforts (that is, a steady state).
Liquidity Continues to Climb: Key liquidity metrics continued to grow, with days cash

reaching a new high at a very robust 561 days of operating expenses. Liquidity metrics are now
over 50% higher than those of a decade ago and are approximately double what they were
relative to Fitch's 2007 medians. The level of liquidity provides a significant amount of flexibility
for utilities in meeting their capital funding needs and managing fluctuations in operations.
Capital Spending Up, But More Needed: Capital investment approximated the 2018 medians

(at 142% of annual depreciation) but was not enough to keep the age of facilities from rising to
a new peak (16 years). While planned capital spending per customer is up from the prior year's
median, additional spending may be necessary to maintain infrastructure performance.
Declining Leverage: Key debt ratios were down over 5% for the year after rising 8% with the

2018 medians. Over the next five years, additional debt is expected to represent a manageable
36% of capital resources, which should limit growth in key debt metrics to 0%-3% annually.
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