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Credit Profile

US$5.4 mil cap imp bnds (GO - ltd tax) ser 2018 due 06/01/2026

Long Term Rating AAA/Stable New

Washtenaw Cnty GO

Long Term Rating AAA/Stable Affirmed

Rationale

S&P Global Ratings assigned its 'AAA' rating and stable outlook to Washtenaw County, Mich.'s series 2018

capital-improvement limited-tax general obligation (GO) bonds and affirmed its 'AAA' rating, with a stable outlook, on

the county's existing GO debt.

The county intends to use series 2018 bond proceeds to relocate Washtenaw metropolitan dispatch and the

emergency operations center to the county-owned Zeeb Road facility.

The county's full-faith-and-credit and limited-ad valorem-tax-GO pledges secure the bonds. We rate the limited-tax GO

debt on par with our view of the county's general creditworthiness, as expressed in the unlimited-tax GO bond rating.

The county's GO bonds are eligible to be rated above the sovereign because we believe the county 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

county has predominately locally derived revenue sources with independent taxing authority and treasury

management from the federal government.

We believe Washtenaw County's strong management will continue to take budgetary actions to make sure available

reserves remain very strong. The county has recently adopted a quadrennial budget, which we think will give it even

more ability to forecast possible budgetary issues. The county also has, what we view as, a very strong debt profile,

which provides more rating stability.

The rating reflects our opinion of the county's:

• Very strong economy, with a local stabilizing institutional influence;

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

methodology;

• Strong budgetary performance, with a slight operating surplus in the general fund and an operating surplus at the

total governmental-fund level in fiscal 2017;

• Very strong budgetary flexibility, with available fund balance in fiscal 2017 of 28% of operating expenditures;
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• Very strong liquidity, with total government available cash at 52% of total governmental-fund expenditures and

21.8x governmental debt service, and access to external liquidity we consider strong;

• Very strong debt-and-contingent-liability position, with debt service carrying charges at 2.4% of expenditures and

net direct debt that is 16.7% of total governmental-fund revenue, as well as low overall net debt at less than 3% of

market value and rapid amortization, with 91.4% of debt scheduled to be retired within 10 years, but a large pension

and other-postemployment-benefit (OPEB) obligation; and

• Strong institutional framework score.

Very strong economy

We consider Washtenaw County's economy very strong. The county has an estimated population of 362,474. It

benefits, in our view, from a stabilizing institutional influence. The county has a projected per capita effective buying

income of 120% of the national level and per capita market value of $114,400. Overall, market value has grown by

4.6% during the past year to $41.5 billion in fiscal 2018. Unemployment was 3.6% in 2017.

The county is home to a number of stabilizing institutions, in our view, most notably University of Michigan, with more

than 44,000 students and more than 31,000 employees. Eastern Michigan University, in Ypsilanti, also has a significant

presence with more than 21,000 students and about 1,600 employees. The government, including Ann Arbor Public

Schools, employs about 8,230. Two large health systems employ about 8,272. Of the 10 leading employers, only one is

automotive related.

The county continues to see economic development throughout its borders, and taxable value (TV) has continued to

increase. TV has grown by 5.23% since the 2017 valuation year to $16.6 billion in the 2018 valuation year due to

continuous development.

Strong management

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

indicating that financial practices exist in most areas but that governance officials might not formalize or regularly

monitor all of them.

The county typically examines multiple years of historical data when formulating robust revenue and expenditure

assumptions. Other highlights include management's:

• Formal updates to the county board on budget-to-actual performance at least quarterly but more often in practice,

and

• As-needed budget amendments.

The county's investment policy adheres to state guidelines with, at least, quarterly reports to the board. It engages in

long-term planning that includes a recently adopted quadrennial budget for various maintenance, vehicle-replacement,

and equipment plans. Its current replacement plan looks out through fiscal 2035, which management updates annually.

Apart from a policy that limits water-and-sewer debt for local governments, the county does not have a comprehensive

debt-management policy. Management recently increased the fund-balance policy to 20% of expenditures from 8%,

which it exceeded during the first year of adoption.
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Strong budgetary performance

Washtenaw County's budgetary performance is strong, in our opinion. The county had slight surplus operating results

in the general fund of 1.5% of expenditures and surplus results across all governmental funds of 3.2% of expenditures

in fiscal 2017.

We adjusted for general fund expenditures for recurring transfers out to support other nonmajor governmental fund

operations and capital plans. Officials balanced the quadrennial budget for the general and total governmental funds

through fiscal 2022. The fiscal 2019 budget includes 1% annual property tax growth and flat state-sharing revenue. The

county signed 10-year labor contracts with a majority of its employees, which we believe will help maintain a four-year

rolling budget. While the contracts include annual raises through 2023, not all raises are structural salary increases

with some tied to property tax base growth.

Audited fiscal 2017 results show the county finished with a $1.6 million general fund surplus, which management

attributes to very conservative budgeting. The county continues to budget for 1% of TV, which it believes is

conservative, and sets aside $311,250 annually for tribunal judgements from 2018-2021.

Fiscal 2018 adopted, budgeted general fund expenditures total $114.9 million without using fund-balance

appropriation to balance the budget. Through nine months of fiscal 2018, management reports that most line items are

currently tracking the budget favorably and that it currently expects to post close to a $1 million general fund surplus

at fiscal year-end 2018. Officials are also projecting another surplus in total governmental funds at fiscal year-end

2018.

Fiscal 2019 budgeted general fund expenditures total $120.2 million without using fund-balance appropriation to

balance the budget. Officials report that they have not changed any budgetary assumptions heading into fiscal 2019

and that they do not currently plan to spend down available reserves. Therefore, we expect budgetary performance

will likely remain strong.

Very strong budgetary flexibility

Washtenaw County's budgetary flexibility is very strong, in our view, with available fund balance in fiscal 2017 of 28%

of operating expenditures, or $30.3 million.

We adjusted general fund expenditures for recurring transfers out to support other nonmajor governmental fund

operations and capital plans. We believe budgetary flexibility is likely sustainable due to a balanced quadrennial

budget. With plans to add roughly $1 million of reserves in fiscal 2018 and no plans to spend reserves in fiscal 2019,

we expect budgetary flexibility will likely remain very strong.

Very strong liquidity

In our opinion, Washtenaw County's liquidity is very strong, with total government available cash at 52% of total

governmental-fund expenditures and 21.8x governmental debt service in fiscal 2017. In our view, the county has

strong access to external liquidity if necessary.

The county holds most cash in highly liquid pooled cash and investments, which we consider available for liquidity.

The county issues GO debt annually, demonstrating its strong access to capital markets. We expect liquidity will likely

remain very strong.
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Very strong debt-and-contingent-liability profile

In our view, Washtenaw County's debt-and-contingent-liability profile is very strong. Total governmental-fund debt

service is 2.4% of total governmental-fund expenditures, and net direct debt is 16.7% of total governmental-fund

revenue. Overall net debt is low at 2.7% of market value and approximately 91.4% of direct debt is scheduled to be

repaid within 10 years, which are, in our view, positive credit factors.

We excluded debt issued for local municipalities fully supported by local governments, as well as Michigan

Transportation Fund bonds. The county does not have any direct-purchase or variable-rate debt. It does not currently

have any formal additional debt plans.

In our opinion, Washtenaw County's large pension and OPEB obligation is a credit weakness. The county's combined

required pension and actual OPEB contribution totaled 10.4% of total governmental-fund expenditures in fiscal 2017.

Of that amount, 5.2% represented required contributions to pension obligations and 5.2% represented OPEB

payments. The county made its full annual required pension contribution in fiscal 2017. The largest pension plan's

funded ratio is 77.4%.

The county provides pension benefits to full-time employees through a single-employer, defined-benefit retirement

plan. County employees in the sheriff's department receive pension benefits from Michigan Municipal Employees'

Retirement System, a multiemployer, defined-benefit pension plan. Effective Jan. 1, 2014, the county enrolls all new

hires in a defined-contribution plan and provides OPEB through health-savings accounts.

The county also provides medical and health-care benefits to retirees and their beneficiaries; it contributed $13.2

million to this plan in fiscal 2017. The county proactively addressed pension and OPEB liabilities by closing its prior

defined-benefit pension plan to new employees and establishing health-reimbursement accounts for retiree health care.

Strong institutional framework

The institutional framework score for Michigan counties with a population greater than 4,000 is strong.

Outlook

The stable outlook reflects S&P Global Ratings' opinion the county will likely maintain its very strong budgetary

flexibility and liquidity, coupled with strong budgetary performance and very strong debt, supported by strong

management. We believe the county's very strong economy, with stabilizing institutions, provides additional rating

stability.

While we view it as unlikely during the two-year outlook period, we could lower the rating if budgetary performance

were to weaken, causing available reserves to decease to levels we no longer consider commensurate with its 'AAA'

rated peers.

Related Research

• S&P Public Finance Local GO Criteria: How We Adjust Data For Analytic Consistency, Sept. 12, 2013
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• Incorporating GASB 67 And 68: Evaluating Pension/OPEB Obligations Under Standard & Poor's U.S. Local

Government GO Criteria, Sept. 2, 2015

• Local Government Pension And Other Postemployment Benefits Analysis: A Closer Look, Nov. 8, 2017

• 2018 Update Of Institutional Framework For U.S. Local Governments

Ratings Detail (As Of October 30, 2018)

Washtenaw Cnty GO

Unenhanced Rating AAA(SPUR)/Stable Affirmed

Allen Creek Drainage Dist, Michigan

Washtenaw Cnty, Michigan

Allen Creek Drainage Dist (Washtenaw Cnty) GO

Long Term Rating AAA/Stable Affirmed

Lake Forest Highlands Dr Drainage Dist, Michigan

Washtenaw Cnty, Michigan

Lake Forest Highlands Dr Drainage Dist (Washtenaw Cnty) GO

Long Term Rating AAA/Stable Affirmed

Michigan Ave East Cent Area Dr Drainage Dist, Michigan

Washtenaw Cnty, Michigan

Michigan Ave East Cent Area Dr Drainage Dist (Washtenaw Cnty) rfdg bnds (GO ltd tax) (Washtenaw Cnty) ser 2016 due
05/01/2029

Long Term Rating AAA/Stable Affirmed

Oak Pk Washtenaw Hgts Dr Drainage Dist, Michigan

Washtenaw Cnty, Michigan

Oak Pk Washtenaw Hgts Dr Drainage Dist (Washtenaw Cnty) GO

Long Term Rating AAA/Stable Affirmed

Washtenaw Cnty Bldg Auth, Michigan

Washtenaw Cnty, Michigan

Washtenaw Cnty Bldg Auth (Washtenaw Cnty) GO

Unenhanced Rating AAA(SPUR)/Stable Affirmed

Washtenaw Cnty Refuse Sys No 1, Michigan

Washtenaw Cnty, Michigan

Washtenaw Cnty Refuse Sys No.1 (Washtenaw Cnty) GO

Long Term Rating AAA/Stable Affirmed

Many issues are enhanced by bond insurance.

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
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