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Upgrade to the City of Prescott’s Excise Tax Bond Rating

FOR IMMEDIATE RELEASE

Following a recent review by S&P Global Ratings, the City excise tax bond rating was
upgraded from “AA” to “AA+” with a stable outlook. Attached is the full analysis of
their review.

Finance Director Mark Woodfill commented, “This is very good news, an improved
rating helps the City save money when obtaining financing for needed projects.”  S&P
commented on the City’s stable operating performance and revenue growth, as well as
our very strong coverage of annual debt service.  Woodfill went on to say, “The
leadership of the Mayor and Council in pursuing economic development, adopting sound
annual budgets, and responsible use of debt have put the City in a good financial position.
This would not have been possible without the Council and citizen’s willingness to tackle
the City’s unfunded PSPRS liability with proposition 443”.  Proposition 443 is a
dedicated 0.75% sales tax to pay down the City’s Public Safety Personnel Retirement
System (PSPRS) unfunded actuarial liability that was passed by the voters in August
2017.
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Summary:

Prescott, Arizona; Miscellaneous Tax

Credit Profile

Prescott Mun Prop Corp, Arizona

Prescott, Arizona

Prescott Mun Prop Corp (Prescott) rev bnds

Long Term Rating AA+/Stable Upgraded

Rationale

S&P Global Ratings raised its long-term rating to 'AA+' from 'AA' on Prescott, Ariz.'s existing excise tax revenue

bonds. The outlook is stable.

The raised rating reflects the application of our priority-lien tax revenue debt criteria, published Oct. 22, 2018, on

RatingsDirect, which factors in both the strength and stability of the pledged revenue, as well as the general credit

quality of the city, where taxes are distributed and collected (the obligor's creditworthiness, or OC). In our opinion, the

priority-lien rating reflects the strength of the pledged revenue and is not constrained by our view of the city's

underlying creditworthiness. The raised rating is further reflective of the continued growth in pledged revenue and the

strengthened coverage on the bonds, which we expect will be maintained at a very strong level.

Security

A pledge by the city of its excise tax revenues, including its sales and transaction privilege taxes, state-shared

revenues, licenses and other fees, and fines and forfeitures secure the bonds.

Credit fundamentals

Key credit considerations include:

• A growing local tax base with an estimated population of 43,301 that serves as the retail hub for the

Prescott-Prescott Valley metropolitan statistical area (MSA), coupled with good per capita income levels;

• Our view that nationwide sales taxes have historically demonstrated low volatility, in addition to our view of low

volatility at the local level; and

• The city's maintenance of very strong coverage of maximum annual debt service (MADS) of 12x, based on actual

fiscal 2019 pledged revenue.

While the local tax base is relatively small, ongoing development continues to drive steady population growth. We

believe that the new construction and increasing retail activity will continue to generate growth in pledged revenue

over the near term, providing what we consider extraordinarily strong coverage on the bonds. A very strong additional

bonds test (ABT) of 3.0x and a strong reliance on pledged revenue for operations support our opinion that coverage

will remain at a level we consider extraordinarily strong throughout the foreseeable future.
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Economic fundamentals: Adequate to strong

Located in Yavapai County, 96 miles northwest of Phoenix, Prescott is in a geographic transition region between the

desert and the mountain highlands. The city, with an estimated population of 43,301, is a service center for Yavapai

County, in particular for the communities of Prescott Valley, Chino Valley, and Dewey-Humboldt. The city participates

in the Prescott-Prescott Valley MSA, which we consider broad and diverse, although the MSA's population is relatively

small at approximately 228,970. Historically centered on government and tourism, the city's economy has diversified

into retail, services, and manufacturing. Income levels are good, in our opinion, with a per capita effective buying

income (EBI) of 103% of the national level. The county unemployment rate was 4.5% in 2018.

The city's population has grown by about 1,000 annually, a trend that management anticipates will continue in coming

years as resident and commercial development persists. The city is home to Prescott Regional Airport, which has been

undergoing an expansion in recent years, including an upcoming addition of a new terminal, which the city will help to

fund. Management indicated that there is ongoing housing development near the airport, which will likely continue as

the expanding airport adds more employment opportunities.

The Mountain States continue to lead the country in net inmigration from other states and we expect most of these

new residents to find work, with nonfarm employment growth expanding through 2021, although we expect the pace

to slow to 1.3% in 2021 from 2.4% this year. We see the Mountain States' diverse portfolio of leading

industries--professional services, natural resources and mining, and leisure and hospitality--and attractiveness to

interstate migrants for their quality of life as helping them capture a portion of the growth that would otherwise flow to

high-paying, but even higher-costing, metropolitan areas in the Pacific States. The region's diversity and limited

exposure to export markets also should largely insulate it from international trade risks. But as growth in its major

metropolitan areas and now smaller cities continues, infrastructure capacity and maintenance is increasingly a

challenge. For more information, see "In The Mist Of Mixed Economic Signals, U.S. State And Local Credit Quality

Remains Strong," published Oct. 29, 2019.

Volatility: Low

We assess the volatility of revenue in order to determine the likelihood of the availability of revenue during different

economic cycles. We have two levels of volatility assessment: macro and micro.

On a macro level, we consider sales and use tax revenue to have a low historical volatility assessment, based on total

retail food and service sales data from the U.S. Census Bureau over the past two decades. Our macro volatility

assessment begins with an assessment of the historical volatility of the economic activity being taxed, and includes an

analysis of societal, demographic, political, and other factors that could affect these activities. Nationwide retail and

food service sales have historically fluctuated moderately throughout severe economic downturns and price

fluctuations, as sales of nonessential goods are relatively cyclical. However, we expect overall collections will remain

relatively stable nationwide, given the relative inelasticity of demand for certain taxable goods and services.

On a micro level, local sales taxes, representing 45% of pledged revenue, demonstrated a more significant recessionary

decline relative to national peers, but was more modest compared to state peers. Overall pledged revenue declined by

about 18% in 2009 and 2010, but fully rebounded by fiscal 2014. Over the past five years, the total pledged revenue

trend has been good, growing by an average annual rate of 5% between fiscals 2015 and 2019.
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The inclusion of state-shared sales and income taxes, which together account for 33% of overall pledged revenue,

provides some additional revenue diversity and stability. The state-shared revenue is collected by the state and

distributed to cities and towns monthly based on a statutory formula. The allocation of revenue to each city and town

is based on their population relative to the aggregate population of all cities and towns as shown by the latest census.

The city has seen consistent growth in state-shared revenue in recent years, benefitting from its growing population.

Coverage and liquidity: Very strong

Based on fiscal 2019 collections, the city's pledged revenue of $37.9 million provides MADS coverage on the lien of

12x, which we consider extraordinarily strong. We note that MADS occurs in fiscal 2020 and declines annually through

maturity. The fiscal 2020 budget reflects conservative growth assumptions of about 1.1%, although management

anticipates the actual growth to surpass the budgeted amount, as it has in the past. We expect coverage will remain at

least very strong throughout the near-term horizon, given the expected pledged revenue growth and lack of additional

debt plans.

The city entered into a privately placed bank loan with U.S. Bank in 2019 for approximately $16.5 million to refund its

series 2010 and series 2011 excise tax revenue bonds, which is on parity with the rated series 2014 excise tax revenue

bonds. Accordingly, the 2019 bank loan is included in our coverage calculation. We have reviewed the agreements

associated with the privately placed bonds and we do not believe the agreements pose a contingent liquidity risk.

Bond provisions are, in our view, strong, with a historical ABT of 3.0x and a rate covenant of 1.5x. The indenture does

not require a debt service reserve fund to be maintained for the bonds. We understand the city has no plans to issue

additional debt at this time. Additionally, pledged revenue accounts for approximately 92% of total governmental

funds' revenue, which we believe is a deterring factor for the city to issue debt to the fullest extent allowed under the

ABT.

With very strong coverage and a moderately low volatility assessment based on our view of the dependability of sales

and use taxes (the largest revenue stream), there is no downward adjustment to the strong coverage score that would

indicate potential liquidity pressures.

Obligor linkage: Close

We believe the priority lien of pledged revenue provides some protection from operating risk; however, because taxes

are collected monthly by the city, which then transfers to the trustee, we consider the flow of pledged revenue to be

within the city's direct control. Under our criteria, this narrows the linkage between the priority-lien pledge and the OC,

as we believe pledged revenue has some degree of exposure to operating risk. We assess the city's general operations,

because we view overall creditworthiness as a key determinant of an obligor's ability to pay all of its obligations,

including bonds secured by a special tax.

Rating linkage to Prescott's underlying creditworthiness

The city's ongoing development and participation in the broad and diverse MSA supports our view of its strong

economy, and has contributed to stable revenue growth in recent years. The city has reported stable operating

performance after adjusting for one-time expenditures and has historically maintained what we consider a very strong

general fund reserve of upwards of 50% of expenditures, guided by what we consider strong financial management

policies and practices. The city has intentionally utilized a portion of its reserves in recent years to pay down a portion
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of its large pension liabilities, which are further supported by a recent voter approved dedicated sales tax measure.

While we consider the city's pension liabilities to be large with elevated carrying charges, we note that the city has

adopted an aggressive pension funding policy to fully fund its liabilities by 2029 as a result of the excess contributions

made from the new sales tax levy. As a result, we anticipate minimal budgetary pressure from these long-term

liabilities, but will continue to monitor the city's progress and budgetary impact. Overall, we anticipate these credit

factors will remain stable throughout the near term.

Outlook

The stable outlook reflects our view of the city's growing local tax base, supporting our expectation of continued

growth in pledged revenue. Given the lack of additional debt plans and growing pledged revenue, we expect coverage

will remain at a level we consider extraordinarily strong throughout the near term. Finally, the stable outlook reflects

our view of the city's overall creditworthiness. We do not anticipate changing the rating within the two-year outlook

horizon.

Upside scenario

Should ongoing economic expansion strengthen the city's economic indicators to a level we consider strong, we could

raise the rating.

Downside scenario

If pledged revenue declines considerably, or if the city issues a significant amount of additional parity debt, causing

coverage to fall to levels that we would no longer consider extraordinarily strong, we could lower the rating.

Additionally, should our opinion of the city's OC deteriorate, we could lower the priority-lien rating.

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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