
55 Water Street, 38th Floor
New York, NY 10041-0003
tel 212-438-2000
reference no.: 1605194

February 12, 2020
 
Town of Sullivan's Island
2056 Middle Street
PO Box 427
Sullivan's Island, SC 29482
Attention: Mr. Andy Benke, Town Administrator

Re: US$18,230,000 Town Of Sullivan's Island Public Facilities Corporation, South Carolina, Installment
Purchase Revenue Bonds, (Town Of Sullivan's Island), Series 2020, dated: Date of delivery, due:
December 01, 2046

 
Dear Mr. Benke:  
 
Pursuant to your request for an S&P Global Ratings rating on the above-referenced obligations, S&P Global
Ratings has assigned a rating of "AA" . S&P Global Ratings views the outlook for this rating as stable. A copy
of the rationale supporting the rating is enclosed.  

This letter constitutes S&P Global Ratings' permission for you to disseminate the above-assigned ratings to
interested parties in accordance with applicable laws and regulations. However, permission for such
dissemination (other than to professional advisors bound by appropriate confidentiality arrangements or to allow
the Issuer to comply with its regulatory obligations) will become effective only after we have released the
ratings on standardandpoors.com. Any dissemination on any Website by you or your agents shall include the full
analysis for the rating, including any updates, where applicable. Any such dissemination shall not be done in a
manner that would serve as a substitute for any products and services containing S&P Global Ratings'
intellectual property for which a fee is charged. 

To maintain the rating, S&P Global Ratings must receive all relevant financial and other information, including
notice of material changes to financial and other information provided to us and in relevant documents, as soon
as such information is available. Relevant financial and other information includes, but is not limited to,
information about direct bank loans and debt and debt-like instruments issued to, or entered into with, financial
institutions, insurance companies and/or other entities, whether or not disclosure of such information would be
required under S.E.C. Rule 15c2-12. You understand that S&P Global Ratings relies on you and your agents and
advisors for the accuracy, timeliness and completeness of the information submitted in connection with the
rating and the continued flow of material information as part of the surveillance process. Please send all
information via electronic delivery to: pubfin_statelocalgovt@spglobal.com. If SEC rule 17g-5 is applicable, you
may post such information on the appropriate website. For any information not available in electronic format or
posted on the applicable website,

Please send hard copies to:   
                   S&P Global Ratings
                   Public Finance Department
                   55 Water Street 
                   New York, NY 10041-0003

The rating is subject to the Terms and Conditions, if any, attached to the Engagement Letter applicable to the
rating. In the absence of such Engagement Letter and Terms and Conditions, the rating is subject to the attached
Terms and Conditions. The applicable Terms and Conditions are incorporated herein by reference.

S&P Global Ratings is pleased to have the opportunity to provide its rating opinion. For more information
please visit our website at www.standardandpoors.com. If you have any questions, please contact us. Thank you
for choosing S&P Global Ratings.

Sincerely yours,

S&P Global Ratings
a division of Standard & Poor's Financial Services LLC
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mb
enclosures

cc: Mr. Andy Benke
Mr. David Cheatwood
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S&P Global Ratings
Terms and Conditions Applicable To Public Finance Credit Ratings

General. The credit ratings and other views of S&P Global Ratings are statements of opinion and not statements
of fact. Credit ratings and other views of S&P Global Ratings are not recommendations to purchase, hold, or sell
any securities and do not comment on market price, marketability, investor preference or suitability of any
security. While S&P Global Ratings bases its credit ratings and other views on information provided by issuers
and their agents and advisors, and other information from sources it believes to be reliable, S&P Global Ratings
does not perform an audit, and undertakes no duty of due diligence or independent verification, of any
information it receives. Such information and S&P Global Ratings' opinions should not be relied upon in
making any investment decision. S&P Global Ratings does not act as a "fiduciary" or an investment advisor.
S&P Global Ratings neither recommends nor will recommend how an issuer can or should achieve a particular
credit rating outcome nor provides or will provide consulting, advisory, financial or structuring advice. Unless
otherwise indicated, the term "issuer" means both the issuer and the obligor if the obligor is not the issuer.

All Credit Rating Actions in S&P Global Ratings' Sole Discretion. S&P Global Ratings may assign, raise,
lower, suspend, place on CreditWatch, or withdraw a credit rating, and assign or revise an Outlook, at any time,
in S&P Global Ratings' sole discretion. S&P Global Ratings may take any of the foregoing actions
notwithstanding any request for a confidential or private credit rating or a withdrawal of a credit rating, or
termination of a credit rating engagement. S&P Global Ratings will not convert a public credit rating to a
confidential or private credit rating, or a private credit rating to a confidential credit rating.

Publication. S&P Global Ratings reserves the right to use, publish, disseminate, or license others to use, publish
or disseminate a credit rating and any related analytical reports, including the rationale for the credit rating,
unless the issuer specifically requests in connection with the initial credit rating that the credit rating be assigned
and maintained on a confidential or private basis. If, however, a confidential or private credit rating or the
existence of a confidential or private credit rating subsequently becomes public through disclosure other than by
an act of S&P Global Ratings or its affiliates, S&P Global Ratings reserves the right to treat the credit rating as a
public credit rating, including, without limitation, publishing the credit rating and any related analytical reports.
Any analytical reports published by S&P Global Ratings are not issued by or on behalf of the issuer or at the
issuer's request. S&P Global Ratings reserves the right to use, publish, disseminate or license others to use,
publish or disseminate analytical reports with respect to public credit ratings that have been withdrawn,
regardless of the reason for such withdrawal. S&P Global Ratings may publish explanations of S&P Global
Ratings' credit ratings criteria from time to time and S&P Global Ratings may modify or refine its credit ratings
criteria at any time as S&P Global Ratings deems appropriate.

Reliance on Information. S&P Global Ratings relies on issuers and their agents and advisors for the accuracy
and completeness of the information submitted in connection with credit ratings and the surveillance of credit
ratings including, without limitation, information on material changes to information previously provided by
issuers, their agents or advisors. Credit ratings, and the maintenance of credit ratings, may be affected by S&P
Global Ratings' opinion of the information received from issuers, their agents or advisors.

Confidential Information. S&P Global Ratings has established policies and procedures to maintain the
confidentiality of certain non-public information received from issuers, their agents or advisors. For these
purposes, "Confidential Information" shall mean verbal or written information that the issuer or its agents or
advisors have provided to S&P Global Ratings and, in a specific and particularized manner, have marked or
otherwise indicated in writing (either prior to or promptly following such disclosure) that such information is
"Confidential."

S&P Global Ratings Not an Expert, Underwriter or Seller under Securities Laws. S&P Global Ratings has not
consented to and will not consent to being named an "expert" or any similar designation under any applicable
securities laws or other regulatory guidance, rules or recommendations, including without limitation, Section 7
of the U.S. Securities Act of 1933. S&P Global Ratings has not performed and will not perform the role or tasks
associated with an "underwriter" or "seller" under the United States federal securities laws or other regulatory
guidance, rules or recommendations in connection with a credit rating engagement.

Disclaimer of Liability. S&P Global Ratings does not and cannot guarantee the accuracy, completeness, or
timeliness of the information relied on in connection with a credit rating or the results obtained from the use of
such information. S&P GLOBAL RATINGS GIVES NO EXPRESS OR IMPLIED WARRANTIES,
INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS
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FOR A PARTICULAR PURPOSE OR USE. S&P Global Ratings, its affiliates or third party providers, or any
of their officers, directors, shareholders, employees or agents shall not be liable to any person for any
inaccuracies, errors, or omissions, in each case regardless of cause, actions, damages (consequential, special,
indirect, incidental, punitive, compensatory, exemplary or otherwise), claims, liabilities, costs, expenses, legal
fees or losses (including, without limitation, lost income or lost profits and opportunity costs) in any way arising
out of or relating to a credit rating or the related analytic services even if advised of the possibility of such
damages or other amounts.

No Third Party Beneficiaries. Nothing in any credit rating engagement, or a credit rating when issued, is
intended or should be construed as creating any rights on behalf of any third parties, including, without
limitation, any recipient of a credit rating. No person is intended as a third party beneficiary of any credit rating
engagement or of a credit rating when issued.
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Summary:

Sullivan's Island, South Carolina

Sullivan's Island Public Facilities Corp.;
Appropriations; General Obligation

Credit Profile

US$18.23 mil installment purch rev bnds (Town of Sullivan's Island) ser 2020 due 12/01/2046

Long Term Rating AA/Stable New Rating

Rationale

S&P Global Ratings assigned its 'AA' rating to Sullivan's Island Public Facilities Corp., S.C.'s series 2020

installment-purchase revenue bonds (IPRBs), supported by the Town of Sullivan's Island, based on the application of

its criteria "Issue Credit Ratings Linked To U.S. Public Finance Obligors’ Creditworthiness" (published Nov. 20, 2019,

on RatingsDirect). The outlook is stable.

Security and bond proceeds

The series 2020 IPRBs are an obligation of Sullivan's Island Public Facilities Corp., issued on parity with the series

2018 IPRBs and payable by semiannual installments of the town as dictated under a trust agreement to be dated Aug.

1, 2018, and a supplemental trust agreement dated March 1, 2020. The trust estate primarily consists of amounts paid

to the corporation under the agreement, which obligates Sullivan's Island to make installment payments in an amount

equal to annual debt service on the bonds from any lawfully available source of funds. Under the agreement's terms,

on each payment, an undivided interest in the facilities equal to that percentage of the purchase price--the sum of all

installment base payments--represented by such a payment will transfer to Sullivan's Island from the corporation.

Additional security is provided by an agreement in which the corporation has assigned all of its rights in the facilities

agreement to the trustee. Pursuant to the facilities agreement, the town is required to include the installment payments

in its budget and there is no abatement of the installment payments. The contract constitutes a triple-net lease with no

right to set off or counterclaim. In addition, the town has agreed to provide for the necessary insurance, taxes, and

maintenance on the facilities.

The intended payment source on the series 2020 IPRBs, as well as on the series 2018 IPRBs that were previously

issued primarily to fund improvements to the town's wastewater treatment plant, consists of general obligation (GO)

proceeds to be issued annually by Sullivan's Island. Specifically, management intends to make semiannual lease

payments on its IPRBs through the annual issuance of GO debt, which management estimates will add 11.3 mills to the

debt service tax rate in fiscal 2020. Although this is a plan of finance, the town also could use any legally available

sources for the payment of debt service, including general fund reserves. The town's current debt capacity based on

the state-imposed 8% of assessed value (AV) limit is about $6.7 million, with about $3.4 million currently outstanding

against this limit, and aggregate annual debt service on the series 2018 and 2020 IPRBs through maturity is about $2.3
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million. The town projects debt service capacity to continue growing and expects to have approximately $4.7 million

of capacity in fiscal 2021 as previously issued GO debt is repaid.

We rate the bonds one notch off of the implied GO issuer credit rating to reflect annual appropriation risk.

Furthermore, we note that while annual lease payments on the series 2018 and 2020 IPRBs are significant relative to

operating revenues, we do not believe the obligation introduces a moderate level of contingent liquidity risk given

current capacity under the 8% AV limit, extremely strong property valuation, limited future debt plans, and current

reserve levels.

Officials intend to use series 2020 bond proceeds to fund various town improvements, including improvements to the

town's wastewater treatment plant project and stormwater improvements. The bonds have been structured to produce

level annual debt service over a 26-year repayment term.

Credit profile

The rating reflects our view of the town's very affluent tax base that sits at the entrance to Charleston Harbor and is a

suburb of Charleston. The rating also reflects our view of the town's strong financial performance. As a coastal

community, we believe Sullivan's Island is somewhat susceptible to severe weather events, although, we note the

town's very strong reserves and resiliency planning help mitigate this risk. In our view, the town's debt and continent

liability position constrains near-term upward potential given Sullivan's Island's elevated debt service carrying costs

and very weak debt and contingent liability profile.

Credit factors supporting our opinion include Sullivan's Island's:

• Very strong economy, with access to a broad and diverse metropolitan statistical area (MSA);

• Strong management, with good financial policies and practices under our Financial Management Assessment (FMA)

methodology;

• Strong budgetary performance, with operating surpluses in the general fund and at the total governmental fund level

in fiscal 2019;

• Very strong budgetary flexibility, with an available fund balance in fiscal 2019 of 96% of operating expenditures;

• Very strong liquidity, with total government available cash at 1.5x total governmental fund expenditures and 8.0x

governmental debt service, and access to external liquidity we consider strong, but an exposure to a non-remote

contingent liability risk;

• Very weak debt and contingent liability profile, with debt service carrying charges at 19.1% of expenditures and net

direct debt that is 274.4% of total governmental fund revenue, as well as high overall net debt at greater than 10% of

market value; and

• Strong institutional framework score.

Very strong economy

We consider Sullivan's Island's economy very strong. The town, with an estimated population of 1,893, is located in

Charleston County in the Charleston-North Charleston MSA, which we consider to be broad and diverse. The town has

a projected per capita effective buying income of 273% of the national level, which we view as extremely high and a

positive credit factor and per capita market value of $885,494. Overall, the town's market value grew by 5.0% in 2018
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to $1.7 billion in 2019. The county unemployment rate was 2.8% in 2018.

The affluent town consists primarily of residential properties as demonstrated by the number of individuals included

among its 10-largest property taxpayers. There are very few short-term rentals and no hotels, motels, bed and

breakfast establishments, or other transient lodging. Sullivan's Island was affected by Hurricane Hugo in 1989, but

rebuilding efforts swiftly ensued and AV quickly rebounded, demonstrating the town's resiliency. Although the island is

susceptible to hurricanes and other natural disasters, we believe its desirable location on the Atlantic and access to

Charleston will likely keep market values extremely strong. In addition, management indicates that extensive resiliency

planning occurs both in private developments as well as in the town's management, mitigating the impacts of severe

weather-related events.

The island is home to Fort Moultrie, which, until its closure, served as the base of command for the defense of

Charleston from 1776 to 1947. Today, the fort is part of the National Park System and attracts visitors year-round.

Sullivan's Island's beachfront lands, which have accreted over the years, are owned by the town and held in a

perpetual easement by the Lowcountry Open Land Trust, protecting the natural environment along the Atlantic

Ocean.

Strong management

We view the town's management as strong, with good financial policies and practices under our FMA methodology,

indicating financial practices exist in most areas, but that governance officials might not formalize or monitor all of

them on a regular basis.

Factors in our assessment include the following:

• The town uses, in our opinion, conservative revenue and expenditure assumptions when crafting the budget, and

revenues and expenditures are derived using historical trends, outside sources, and forward-looking rate increases;

• Sullivan's Island has the ability to amend the budget as needed with budget-to-actual reports provided monthly to

town council;

• The town adopts a five-year capital improvement plan, specifically for its water and sewer department, that is

updated annually with the budget, identifying projects, costs, and funding sources;

• Sullivan's Island follows state investment management guidelines, with holdings reported to the council quarterly;

and

• The town upholds a policy to maintain an emergency reserve fund of 20%-30% of total audited cash disbursement

for all combined funds, and allocates at least 20% of the prior year's surplus to a capital improvement reserve.

Sullivan's Island lacks a formal long-term financial plan and debt management policies.

Management indicates it is on the front lines in terms of resiliency planning given its location on the coast. In recent

years, the town has experienced higher tides and some flooding, in addition to storm-related events. As a result,

resiliency planning is heavily involved both in new home construction and in general infrastructure construction.

Nevertheless, management indicates the town has fared better than other coastal communities given that its shores are

not losing sand but are in fact maintaining its shorelines.
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Strong budgetary performance

Sullivan's Island's budgetary performance is strong in our opinion. The town had operating surpluses of 1.7% of

expenditures in the general fund and of 12.4% across all governmental funds in fiscal 2019.

Our calculations are adjusted to account for recurring transfers into the general fund, as well as capital outlay funded

through bond proceeds.

Based on year-end results for fiscal 2019, the town posted a sizable operating surplus due to strong revenue growth

and conservative budgeting. Property tax revenues have grown by about 12% annually over the past four fiscal years,

while local option sales tax revenues grew by a strong average annual rate of 8%. Management maintained relatively

level general fund expenditures in fiscal 2019.

The budget for fiscal 2020 is balanced and includes a slight increase to the operating millage rate to 35.8 mills from

35.0 mills. Through the first six months of the fiscal year, management indicates revenues and expenses are largely on

track relative to budget. Given past historical results, increasing debt service payments, and the relative size of the

general fund compared to its total governmental funds, we believe there could be some fluctuations in future

budgetary performance, but Sullivan's Island should post at least adequate, if not better, budgetary performance over

the next two years given that more than half of general fund revenues are derived from property taxes.

The town's general fund revenues are composed of property taxes, equal to slightly more than half of general fund

revenues, followed by licenses, which account for about 22% of revenues.

Very strong budgetary flexibility

Sullivan's Island's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2019 of 96%

of operating expenditures, or $7.1 million. We expect the available fund balance to remain above 30% of expenditures

for the current and next fiscal years, which we view as a positive credit factor. The available fund balance includes $5.5

million (74.3% of expenditures) in the general fund and $1.6 million (21% of expenditures) of committed reserves.

The $1.6 million consists of funds classified as committed, but could be made available for operations through council

action. Although, we note that a portion of these committed funds might be used for capital projects. As a result, we

believe the fund balance could decline relative to annual operating expenditures over the next two years. There are no

plans to spend down the town's unassigned fund balance, which totals nearly $5.5 million. As a result, and with at least

balanced operating results expected for fiscal 2020, we believe Sullivan's Island's budgetary flexibility will remain very

strong.

Very strong liquidity

In our opinion, Sullivan's Island's liquidity is very strong, with total government available cash at 1.5x total

governmental fund expenditures and 8.0x governmental debt service in 2019. In our view, the town has strong access

to external liquidity if necessary. Weakening Sullivan's Island's liquidity position, in our assessment, is the town's

exposure to a nonremote contingent liability that could come due within 12 months.

This strong access to external liquidity is in part demonstrated by the town's access to the market in the past two

decades. Sullivan's Island has issued primarily GO- and revenue-backed bonds over the past 20 years. The series 2014

bonds, which were issued to construct a new town hall, are privately placed and do not have any permissive events of
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default that could immediately accelerate debt outstanding. The town has historically had what we consider very

strong cash balances and we do not believe its liquidity position will materially worsen over the next two years.

Currently, all of Sullivan's Island's investments comply with state statutes and the town's internal investment policy. At

year-end fiscal 2019, the majority of the town's cash was stored in demand deposits, state government pools, or

investment instruments with maturities of less than one year.

Payment of the 2020 bonds is expected from the annual issuance of GO bonds under its 8% debt capacity on an annual

basis. Although Sullivan's Island has covenanted to maintain annual GO debt capacity to cover debt service payments,

we believe this covenant exposes it to an annual liability for the life of the IPRBs. Given the intended payment source

is property taxes, council's ability to sufficiently maintain capacity is key as the aggregated average annual debt service

is nearly $2.5 million, which is more than 36% of 2019 general fund revenues. At this time, however, the town has

sufficient capacity to meet this annual liability, in addition to ample reserves.

Very weak debt and contingent liability profile

In our view, Sullivan's Island's debt and contingent liability profile is very weak. Total governmental fund debt service

is 19.1% of total governmental fund expenditures, and net direct debt is 274.4% of total governmental fund revenue.

Negatively affecting our view of the town's debt profile is its high overall net debt of 10.3% of market value.

We expect debt service costs to increase to nearly $2.5 million annually by 2025 through maturity. Town council plans

to increase its debt service levy by 11 mills to help service the debt. As a result, net direct debt-to-total governmental

revenues could moderate over time, but we expect debt ratios to remain what we consider very weak as carrying

charges will remain elevated. Management, however, has no plans to issue additional debt for the foreseeable future

and minor capital projects will be funded with pay-as-you-go capital.

Pension and other postemployment benefits

Sullivan's Island's pension contributions totaled 6.2% of total governmental fund expenditures in 2019. The town

continues to meet its contractually required annual contributions for the plans.

We expect Sullivan's Island will continue to absorb pension and other postemployment benefits (OPEB) costs into its

overall budget; however, if these costs rise to levels that we believe account for an outsized portion of the budget

compared with those of peers, our view of the town's debt and long-term liability profile could weaken.

• We do not view pension and OPEB liabilities as an immediate source of credit pressure for Sullivan's Island, despite

lower funding levels and our expectation that costs will likely increase in the long term.

• Because the town's pension actuarially determined contribution is built from what we view as weak assumptions

and methodologies, we believe it increases the risk of unexpected contribution escalations. However, we anticipate

higher contributions will likely remain affordable given the strength of the town's revenue base.

Sullivan's Island participates in the following cost-sharing, multiple-employer pension plans funded as follows:

• South Carolina Retirement System (SCRS): 54.7% funded, with a net pension liability of $2.4 million.

• Police Officers' Retirement System (PORS): 61.7% funded, with a net pension liability of $2.8 million.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT FEBRUARY 13, 2020   6

Summary: Sullivan's Island, South Carolina   Sullivan's Island Public Facilities Corp.; Appropriations; General
Obligation



In addition, the town provides health care benefits to eligible employees through the state's health plan. Sullivan's

Island acts as a pass-through for the retirees' premium payments and retirees can opt in or out of the plan. Employees

have to be in the state's health insurance system for at least five years before retiring in order to qualify for

postretirement eligibility. In addition, given the town is simply a pass-through for the retiree's premium payments to

the state, the town does not have a liability related to the plan.

The town's combined required pension contributions totaled 6.2% of total governmental fund expenditures in 2019.

Although the town funds 100% of its actuarially determined contribution, payments fell short of both static funding and

minimum funding progress. The plans' amortization methods, especially the level 3% of payroll amortization, defer

costs and will result in slow funding progress. In our view, a discount rate of 7.25% for both plans could lead to

contribution volatility. For more information on the pension reform, see "South Carolina's Proposed Pension Reform

Provides Path To Improve Funding, But Challenges Remain," published March 14, 2017.

Strong institutional framework

The institutional framework score for South Carolina municipalities is strong.

Outlook

Our stable outlook reflects our view that management will maintain what we consider very strong reserves, in excess

of its policy, and that liquidity will remain very strong despite increasing debt service. Sullivan's Island's very strong

economy and desirable location in the Charleston MSA provide additional stability to the rating. As a result, we do not

expect to change the rating within the two-year outlook period.

Upside scenario

If the town is able to demonstrate its ability to maintain reserves in excess of 75% of annual operating expenditures in

addition to debt levels moderating, all else being equal, we might consider a higher rating.

Downside scenario

Should AV or income levels significantly decline due to deteriorating economic factors, or a natural disaster, we could

lower the rating on the town's general creditworthiness. Our view of Sullivan's Island's general creditworthiness could

also be affected, potentially by multiple notches, if the town's contingent liquidity risk materially increases due to a

decline in the taxable base or a reduction of capacity under the 8% AV limit.

Related Research

• S&P Public Finance Local GO Criteria: How We Adjust Data For Analytic Consistency, Sept. 12, 2013

• Criteria Guidance: Assessing U.S. Public Finance Pension And Other Postemployment Obligations For GO Debt,

Local Government GO Ratings, And State Ratings, Oct. 7, 2019

• 2019 Update Of Institutional Framework For U.S. Local Governments

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
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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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