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The City of Taylor's (Baa2 stable) significant long-term liability burden and corresponding
high annual fixed costs will continue to weigh heavily against its credit profile. The city's
other post-employment healthcare benefit (OPEB) plan will require major increases in annual
contributions to reach funding targets absent material changes to benefits. Conversely, the
city has made significant strides in rebuilding its once decimated fund balance and liquidity,
primarily through budgetary reductions as the city is constricted in its revenue raising
authority due to property tax limitations imposed by the State of Michigan (Aa1 stable).
Our credit view also reflects the city's recovering tax base and below average socioeconomic
characteristics.

Credit strengths
» Sizable, recovering tax base, within the Detroit (Ba3 stable) metropolitan area
» Significant strengthening of operating fund balance and liquidity
» Moderate direct debt burden

Credit challenges
» Below-average wealth and income
» Property tax caps cause revenue loss during times of tax base decline and slow recovery of
revenue as valuations increase
» Very high leverage due to unfunded status of pension and OPEB plans

Rating outlook
The stable outlook reflects our expectation that the city’s significant reserve cushion
will allow it to absorb growth in fixed costs over the next couple of years and remain
appropriately positioned within its current rating category.

Factors that could lead to an upgrade
» Material tax base expansion coupled with rising wealth and income indices
» Demonstrated ability to sustain healthy fund balance and liquidity while also beginning to
pay down outstanding long-term liabilities
» Reduction to the city’s combined debt, pension and OPEB burden
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Factors that could lead to a downgrade
» Material tax base contraction and/or significantly diminished socioeconomic characteristics
» Narrowing of operating fund balance and liquidity
» Notable increases to the city’s leverage

Key indicators
Exhibit 1
Taylor (City of) MI

2014

2015

2016

2017

2018

$2,730,389

$2,817,405

$2,888,701

$2,888,701

$2,988,257

62,331

62,021

61,716

61,648

61,648

$43,805

$45,427

$46,806

$46,858

$48,473

74.0%

73.4%

74.4%

73.7%

73.7%

Economy/Tax Base
Total Full Value ($000)
Population
Full Value Per Capita
Median Family Income (% of US Median)
Finances
Operating Revenue ($000)

$56,473

$59,756

$60,709

$60,125

$64,500

Fund Balance ($000)

$5,635

$11,667

$13,288

$12,875

$18,613

Cash Balance ($000)

$14,985

$11,976

$14,594

$9,749

$14,874

Fund Balance as a % of Revenues

10.0%

19.5%

21.9%

21.4%

28.9%

Cash Balance as a % of Revenues

26.5%

20.0%

24.0%

16.2%

23.1%

Debt/Pensions
Net Direct Debt ($000)

$38,666

$32,836

$29,119

$23,823

$21,205

$168,416

$187,945

$200,240

$206,083

$210,139

1.4%

1.2%

1.0%

0.8%

0.7%

0.7x

0.5x

0.5x

0.4x

0.3x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%)

6.2%

6.7%

6.9%

7.1%

7.0%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x)

3.0x

3.1x

3.3x

3.4x

3.3x

3-Year Average of Moody's ANPL ($000)
Net Direct Debt / Full Value (%)
Net Direct Debt / Operating Revenues (x)

Sources: Moody's Investors Service, US Census Bureau, City of Taylor audited financial statements

Profile
The City of Taylor encompasses 24 square miles of Wayne County (Baa2 stable), in the south-eastern portion of Michigan's lower
peninsula. The city operates under a Mayor-Council form of government and provides municipal services to an estimated 61,648
residents.

Detailed credit considerations
Economy and tax base: recovering metro Detroit tax base with sliding socioeconomic characteristics
Taylor's tax base continues to recover following severe contraction during the most recent economic downturn. The city is located
approximately miles 15 miles southeast of downtown Detroit and is heavily influenced by the health of the broader metropolitan
economy and its high reliance on automotive manufacturing. Currently valued at a sizable $3.0 billion the city's tax base grew at an
average annual rate of 2.3% over the last five years, though it remains 33% below its 2007 pre-recession peak. The base is diverse,
comprised of a mix of residential (55% of 2018 taxable value), commercial (29%), and industrial (13%) property classes. Top ten
taxpayers account for a moderate 11.3% of taxable value, which includes the Southland Mall at 2.9%. Future tax base growth will likely
be derived through redevelopment and appreciation on existing properties.

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 city's demographic and socioeconomic profile are declining slowly. Since peaking at 77,568 residents in 1980 the city's population
has shrunk by 21%. Similarly the city's income levels have slid over the past several decades relative to the nation. Taylor's current
estimated median family income stands at 74% of the US, down from 97% in 2000. Although the city's labor force has remained stable
over the past decade, unemployment consistently exceeds state and national rates. It stood at 5.3% in June 2019 as compared to the
national rate of 3.8%.
Financial operations and reserves: healthy operating fund balance and liquidity following significant belt tightening
Taylor's financial position has dramatically improved over the past several years, though rising costs associated with defined
benefit pension and OPEB plans loom. Dramatic taxable value contraction beginning in fiscal 2009 negatively impacted the city's
largest revenue source, property taxes (39% of fiscal 2018 governmental revenue). The declines coupled with cuts in state aid and
underperforming tax increment districts, resulted in the use of fund balance to plug budget gaps with the city's general fund balance
reaching a deficit of $2.3 million by fiscal 2013. Large expenditure reductions followed enabling the city to slowly regain its financial
footing leading to surpluses in five of the past six audited fiscal years, including a $3.2 million surplus in fiscal 2018. Across all operating
funds, including the city's library, rubbish, debt service, and police and fire retirement funds, total available fund balance stood at $18.6
million at the close of fiscal 2018, equal to a healthy 28.9% of operating revenue.
The city financial position may begin to erode going forward. For fiscal 2019 (year-end June 30) the city estimates a general fund draw
of approximately $300,000. An additional draw of $1 million is budgeted for fiscal 2020. The draw is due to a combination of one
time capital expenses and increasing operating costs stemming from wage pressure, inflation and increasing employer contributions for
pensions and OPEB. Additionally, while the city's reserves provide some cushion against the next economic downturn, the combination
of state's restrictive tax limitation laws and the city's lack of available expenditure cutting options, given the scale past cuts, mean the
city's finances may be vulnerable should recessionary conditions arise.
LIQUIDITY

The city's liquidity position is adequate, and has been boosted in recent years as a result of its positive operations. At the close of
fiscal 2018 the city held $14.9 million in cash across its operating funds, equal to a sound 23.1% of operating revenue. In addition to
governmental operating cash, the city held $19.2 million in cash across its enterprise business funds, including $12.9 million in cash in
its sewer utility fund, equal to 629 operating days cash-on-hand. The strong cash position of the sewer fund has allowed the city to
transfer a reported $3 million into a OPEB trust fund in fiscal 2019.
Debt and pensions: total leverage is high and primarily consists of unfunded pension and OPEB liabilities
The city's already high fixed costs are expected to grow given its sizable OPEB liability and current pension contribution practices. At
the close of fiscal 2018 the city's gross debt burden stood at a moderate 1.7% of full value and 0.8x operating revenue. Net of selfsupporting sewer enterprise debt, and debt paid from increment generated by the city's tax increment finance authority (TIFA), the
city's debt burden is a more modest 0.7% of full value and 0.3x operating revenue. City officials report that the only near-term debt
plans is to issue $5.5 million in general obligation limited tax (GOLT) debt for parks and maintenance sometime over the next twelve
months.
The city's outstanding debt profile consists of $16.5 million in GOLT bonds supported by governmental operations, including
component unit brownfield debt subsidized by the city's general fund. Subsidization of brownfield debt by the general fund has been
reduced significantly in recent years, falling from a high of over $600,000 to $237,000 in fiscal 2018. Governmental operations also
support a small amount of various capital leases. The city's sewer enterprise fund supports $18.2 million in GOLT debt originally issued
by Wayne County in 1994. Additionally, the city's TIFA has $5.7 million in debt secured by increment revenue, which is not backed by
the city's GOLT pledge or full faith and credit.
Our Moody's three-year (2016-2018) adjusted net pension liability (ANPL) for the city stands at a sizable $210.1 million, equal to a
high 7.0% of full value and 3.3x operating revenue. Adjusted net OPEB liabilities stand at $247.4 million, equal to an additional 8.3%
of full value and 3.8x operating revenue. All in leverage for the city is a considerable $478.8 million, equivalent to 16.0% of full value,
7.4x operating revenue and $7,766 per capita. Fiscal 2018 governmental fixed costs, inclusive of debt service, pension, and OPEB
contributions, totaled $17.6 million, or 27.3% of operating revenue.

3

22 August 2019

Taylor (City of) MI: Update to credit analysis

U.S. PUBLIC FINANCE

MOODY'S INVESTORS SERVICE

Exhibit 2

Taylor's all in leverage is considerable driven by unfunded pension and OPEB liabilities
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Sources: Moody's Investors Service, City of Taylor audited financial statements

DEBT STRUCTURE

The city's outstanding debt is fixed rate and amortizes over the long-term. Payout is rapid with 78.2% to be retired over the next ten
years.
DEBT-RELATED DERIVATIVES

The city is not a party to any derivative agreements.
PENSIONS AND OPEB

Eligible city employees participate in one of three defined benefit pension plans. The General Employees' Retirement System and the
Police and Fire Retirement System are single-employer plans, while the Municipal Employees' Retirement System (MERS) is a multiemployer agent plan. The city has taken steps to reduce growth in liabilities including closing the defined benefit plan to most new
hires including the majority of general employees beginning in 2004 and firefighters in 2013. Police are still eligible to participate, but
the multipliers apply only to base wages.
The city contributes at the actuarial required contribution for each of the three plans. However, liabilities are likely to continue growing
under current contribution practices because the city contributed just 72.3% to the combined plans' tread water indicator in fiscal
2018. Tread water measures the annual employer contribution required to prevent reported net pension liabilities from growing, under
plan assumptions. After accounting for employee contributions, annual government contributions that tread water equal the sum of
employer service cost and interest on reported net pension liabilities at the start of the fiscal year. The city has in the past adjusted plan
discount rates up to provide budgetary relief. While, plan discount rates have been subsequently lowered, the composite rate of the
three plans remains a relatively high 7.3%.
Like many local governments, Taylor has historically contributed to its OPEB plan on a pay-as-you-go basis, but will slowly begin prefunding the plan per its corrective action plan (CAP) approved by the state's Treasury Department. Public Act 202 implemented by the
state in 2017 requires Taylor to submit a CAP for two of its three pension plans and its OPEB plan. In fiscal 2019, the city will contribute
$3.0 million from the sewer enterprise fund to establish an OPEB trust and thereafter will contribute $225,000 in annual contributions
above pay-go through 2039. Total contributions for OPEB are projected to rise to $11.1 million by fiscal 2023 from $8.3 million in
fiscal 2018 (see exhibit). Despite the increase, the contributions will remain far short of the actuarially determined contribution, which
was most recently pegged at $17 million in 2017. After 2039, the plan assumes significant decreases to required pension contributions
that will allow an increase off supplemental OPEB contributions to $7 million. The availability of revenues could be delayed if pension
plans under preform their assumptions. Assuming the revenues are available, the plan still projects OPEB to be just 40% funded on a
reported basis by 2047.
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Exhibit 3

Taylor's OPEB contributions are projected to dramatically rise
Establishment of trust in 2019
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*Projections from OPEB Corrective Action Plan approved by Michigan Department of Treasury. Assumes 3.5% annual increase in total governmental revenue beginning in 2019 based on
the average annual growth of the five years prior (2013-2018)
Sources: City of Taylor audited financial statements, Corrective Action Plan

Management and governance: moderate institutional framework
Michigan cities have an Institutional Framework score of “A”, which is moderate. Cities rely on property tax and state aid revenues,
which are moderately predictable. Revenue-raising ability is moderate as cities are subject to limits on taxable valuation growth
(Proposal A) and revenue growth (Headlee Amendment). The Headlee Amendment restriction creates a permanent reduction in the
millage rate, although voters can approve an override. Expenditures are moderately predictable and cities have moderate flexibility to
reduce them, but many have recently reduced service levels to accommodate rising fixed costs. While Michigan’s constitution protects
accrued pension benefits, changes can be made to future benefits.
The city's management is credited with significantly improving its governmental fund balance and liquidity, though at the expense
of significant cuts. Going forward management will be challenged with sustaining the city's financial progress while meeting service
demands, along with the expectation of increasing post-retirement benefit contributions. Given restrictions on property tax growth,
Taylor may need to consider voter approved millage to significantly boost revenue. The city currently receives 16% of its general fund
revenue in the form of fines and forfeitures, a level which is considerably high as compared to the majority of local governments.

Rating methodology and scorecard factors
The US Local Government General Obligation Debt methodology includes a scorecard, a tool providing a composite score of a local
government’s credit profile based on the weighted factors we consider most important, universal and measurable, as well as possible
notching factors dependent on individual credit strengths and weaknesses. Its purpose is not to determine the final rating, but rather to
provide a standard platform from which to analyze and compare local government credits.
The difference between the scorecard-indicated outcome of A3 and the Baa2 is based on the city significant vulnerability to an
economic downturn given the combination of high fixed costs, limited expenditure reduction options and restrictive tax base
limitations. Given those factors, a material decline in revenues could lead to rapid decline in reserves and liquidity.
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Exhibit 4
Taylor (City of) MI
Rating Factors

Economy/Tax Base (30%)

Measure

Score

[1]

Tax Base Size: Full Value (in 000s)
Full Value Per Capita
Median Family Income (% of US Median)

$2,988,257
$48,473
73.7%

Aa
A
Baa

Notching Factors:[2]
Other Analyst Adjustment to Economy/Taxbase Factor: Weak demographic and socioeconomic trends

Down

Finances (30%)
Fund Balance as a % of Revenues

28.9%

Aa

5-Year Dollar Change in Fund Balance as % of Revenues

24.3%

Aa

Cash Balance as a % of Revenues

23.1%

Aa

5.8%

A

5-Year Dollar Change in Cash Balance as % of Revenues
Notching Factors:[2]
Unusually volatile revenue structure: Above average reliance on fines and forfeitures as a % of revenue

Down

Management (20%)
Institutional Framework
Operating History: 5-Year Average of Operating Revenues / Operating Expenditures (x)

A

A

1.0x

Aa

0.7%

Aaa

0.3x

Aaa

7.0%

Baa

3.3x

A

Debt and Pensions (20%)
Net Direct Debt / Full Value (%)
Net Direct Debt / Operating Revenues (x)
3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%)
3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x)
Notching Factors:[2]
Other Analyst Adjustment to Debt and Pensions Factor (specify): Outsized exposure to unfunded OPEB liabilites

Down
Scorecard-Indicated Outcome
Assigned Rating

A3
Baa2

[1] Economy measures are based on data from the most recent year available.
[2] Notching Factors are specifically defined in the US Local Government General Obligation Debt methodology dated December 16, 2016.
[3] Standardized adjustments are outlined in the GO Methodology Scorecard Inputs Updated for 2019 publication.
Sources: Moody's Investors Service, US Census Bureau, City of Taylor audited financial statements
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