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Summary:

Fishers, Indiana; Miscellaneous Tax

Credit Profile

US$21.8 mil taxable econ dev rev bnds ser 2018 dtd 10/31/2018 due 02/01/2041

Long Term Rating AA+/Stable New

Fishers misc tax

Long Term Rating AA+/Stable Affirmed

Rationale

S&P Global Ratings assigned its 'AA+' long-term rating to the City of Fishers, Ind.'s taxable economic development

revenue bonds, local income tax (LIT) (formerly County Option Income Tax [COIT]), series 2018 (North of North

Project). At the same time, S&P Global Ratings affirmed its 'AA+' rating on the city's existing LIT-secured debt. The

outlook on all ratings is stable.

The bonds are secured by the first-lien pledge of the city's distributive share of 1% LIT revenues collected within

Hamilton County, Ind. We rate the bonds under our criteria, titled "Priority-Lien Tax Revenue Debt," published Oct.

22, 2018, on RatingsDirect, which factor in both the strength and stability of the pledged revenues, as well as the

general quality of the city, where taxes are distributed and collected.

Fishers will use the proceeds from 2018 bonds to refund its series 2016 taxable economic development revenue bond

anticipation notes (BANs), issued to provide interim financing of parking garage construction (the city used BANs to

build municipal parking garages adjusted to a new mixed-used development called Spark Apartments). The leased

premises for both the public lease (roads) and garage lease (garage) have been completed and are ready for use and

occupancy. Although the tax increment is not pledged as security, the city anticipates using it to make lease rental

payments. As such, the financing incorporates capitalized interest through to and including Feb. 1, 2021, until the

mixed-used development is able to generate tax increment revenue. The debt service reserve fund obtained through a

surety policy supports this structure and, along with the availability of the capitalized interest, mitigates the payment

timing risk.

Key credit considerations include:

• Hamilton County's broad and diverse tax base, serving as the economic anchor of central Indiana's growing

economy;

• Strong LIT, with more than $21.8 million in annual revenue and no sunset date;

• An expectation that coverage levels will remain very strong even after the additional bond issuance in 2021; and

• Our view that personal income taxes have historically demonstrated very low volatility, with no volatility at the

local level.
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Fishers general obligor's creditworthiness (OC) does not limit the above credit strengths of the LIT bonds' structure.

Right now, the coverage on the bonds exceeds 5x. The city plans to issue approximately $12 million of BANs in 2018

and these BANs will be taken out by long-term LIT-supported debt in 2021. Assuming the revenues remain more or

less stable through 2021, coverage then will be about 4.6x. The city does not plan to issue additional income

tax-supported debt after that, so we expect the coverage to remain very strong on a forward-looking basis. This

assumption is also supported by currently strong coverage, the use of the revenues for operations, and very strong

economic fundamentals. We note that the obligor's (Fishers) leverage is relatively high. The city's reliance on LIT for

operations is also significant (36% of general fund revenue came from LIT in 2017). Therefore, we think that if the city

continues to leverage income tax as a security for its debt, and this result in a material reduction in coverage, the rating

could come under pressure.

Economic fundamentals: Very strong

Hamilton County is just north of Indianapolis and serves a growing population of about 312,157. The county is home

to a diverse employment base, supplemented by residents' easy access to jobs throughout the

Indianapolis-Carmel-Anderson metropolitan statistical area (MSA). Underpinning the economy is a large

transportation network, which includes extensive highway and rail access, and the area's average cost of living and

affordability, a mature and diverse tax base, and growing employment. The MSA's three largest employers are Indiana

University Health, St. Vincent Hospital and Health Services, and Community Health Network, with a combined 51,913

jobs. Eli Lilly & Co. (10,005) is the largest non-health care employer, and the leading taxpayer. The cities in the county

have their own robust employment bases. The MSA as a whole has more than 1 million jobs and has experienced 11%

employment growth in the past five years. The pace of job growth continued at an annualized rate of 1.5%-2.0% in

2018, according to IHS Markit.

Area income is well above average, in our opinion, with county per capita effective buying income at a very strong

146% of the national level. Hamilton County's unemployment rate is historically among the lowest in the state and

income levels are among the highest. The state's wealthiest cities are located within the county.

Coverage and liquidity: Very strong

The Hamilton County Income Tax Council levies a 1% tax on the adjusted gross income of Hamilton County residents

and those who maintain their principal place of business or employment in the county and are not subject to county

income tax elsewhere in Indiana. Each eligible taxing unit in Hamilton County receives a distributive share of

countywide LIT revenues based on its total property tax levy in proportion to the aggregate property tax levies of all

eligible civil taxing units in the county.

All of the existing parity debt is secured by former COIT revenues, and now from LIT. As of Jan. 1, 2017, state statutes

governing COIT revenues were repealed, and the pledge of revenues to the parity bonds now falls under the state's

new-LIT statutes. The new LIT statute ensured that any debt outstanding issued under the previous COIT statutes

retains its full pledge as long as the debt remains outstanding.

The following obligations carry the city's formal LIT pledge (primary or secondary) on parity with the 2018 bonds:

• COIT revenue bonds of 2009;
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• COIT tax refunding revenue bonds of 2009;

• Taxable economic development revenue bonds, series 2013;

• COIT lease rental revenue refunding bonds of 2016; and

• COIT revenue bonds, series 2016.

Fishers' distributive percentage share of LIT revenues has dropped slightly in each of the past five years due to the tax

base growth of other cities in the county, to 14.0% for 2019 from 14.5% in 2016. The county's and city's LIT revenues,

however, have been generally increasing in the past 10 years, with median 10-year growth totaling 5.00% and 6.44%,

respectively. LIT revenues (the city's share) improved 1.4% to $21.834 million in 2019 from $21.536 million in 2018.

City officials expect to see annual increases or at least stable revenues in LIT based on Hamilton County's

exceptionally strong economy.

The city's 2019 certified distributive share of $21.834 million LIT revenue provided 5.2x coverage of maximum annual

debt service (MADS) (occurring in 2021) on 2018 and other parity bonds. Management has plans to issue at least $12

million in BANs in 2018 that will be taken out by long-term debt in 2021. Assuming the revenues remain more or less

stable, the coverage will then will be about 4.6x and we generally expect the coverage to remain above 2.0x. There are

no other additional debt issuance plans at this time.

There are strong incentives that lead us to conclude that coverage is not likely to be diluted to the level of the

additional bonds test (ABT), therefore, we think it is more appropriate to use forward-looking MADS as a basis of our

coverage analysis.

Income taxes typically account for more than one-third of general fund revenue, including 36% in 2017. In our view,

the general fund's heavy reliance on these revenues for operational purposes acts as a disincentive to issue a

significant amount of additional parity debt against income taxes. For the city to issue additional bonds with a parity

income tax pledge, it must have a certified accountant's report indicating that projected COIT revenues to be received

in each succeeding calendar year provide at least 1.25x MADS coverage of then-outstanding bonds and the additional

proposed parity bonds. In our view, the lower permitted coverage threshold and permitted use of estimates as opposed

to historical figures represents a weak ABT. When factoring in the currently very strong coverage, the use of the

revenues for operations, and limited additional debt plans, we do not anticipate any significant reduction in coverage

in the near term, thus lessening the significance of the weaker ABT.

While the coverage is over 5x now, we cannot be certain that it will remain above 4x on a forward-looking basis. While

we do not expect the city to issue additional bonds now, Fishers is going through a growth phase and could still issue

more debt in the future. We also believe the city does not have a lot of control over its revenue share of the income

tax--the income tax council sets the rate (the city has the representation on that council though) and its proportionate

share is based on its total share of the property tax base. If the tax base of other cities in the county grows more

rapidly, Fishers' share could decline.

Liquidity is provided through a debt service reserve surety policy funded at the standard three-prong level at closing.
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Volatility: Low

Our view is that personal income taxes have historically demonstrated very low volatility, with no volatility at the local

level. Adjusted gross incomes have risen in the county every year since the recession officially ended in June 2009.

Based on historical trends, we expect LIT revenues will remain relatively stable. This stability also comes from the

significance of the county's economic base to the state's economy. The Indianapolis-Carmel-Anderson MSA is the

34th-largest in the nation in terms of population and the largest economy in the state.

Obligor linkage: Mitigated

The state certifies income taxes in the fall based on prior-year tax returns; revenues are distributed in monthly

installments the following calendar year. Once certified for the next calendar year, the revenues cannot be reduced.

We believe the revenues have exposure to the operating risk. Bond provisions are less restrictive with respect to

revenue collection and distribution. Bond provisions include a requirement to deposit monthly receipts to the bond

fund on the 14th day of each month equal to one-sixth of semiannual debt service. The city typically receives its

distributions from the county between the eighth and 12th day of the month.

Rating linkage to Fishers

We assess Fishers' general operations because we view overall creditworthiness as a key determinant of an obligor's

ability to pay all of its obligations, including the bonds secured by LIT.

We think the general obligation rating (AAA/Stable) on the city does not limit the income tax rating. Fishers' economy

is very strong. This affluent city, in the southeastern portion of Hamilton County, is approximately 20 miles northeast

of downtown Indianapolis. Fishers has undergone significant expansion over the past few decades and its population

has increased by more than 1,000%, to an estimated 91,809 in 2018 from 7,508 in 1990. The city's rapid residential

expansion has been accompanied by accelerated commercial development, which has diversified the tax base.

Officials project the population will rise to more than 110,000 by 2030. Many companies are making large capital

investments in Fishers. In 2017, $65 million of capital investment created 2,135 new jobs--a record economic

development year.

Fishers' economic strength, sound fiscal practices, and very strong reserves should enable it to retain a strong credit

profile in the next two years despite the city's high leverage, in our opinion. Factors that could result in negative rating

pressure are a decline in fiscal performance that results in structural imbalance caused by economic stagnation and

high fixed costs, or a material rise in debt liability beyond expectations.

Outlook

The stable outlook reflects our expectation that LIT certifications will continue to provide more than 2x coverage on

all parity income tax bonds including 2018 bonds and projected 2021 bonds. The MSA's status as the largest economy

in Indiana and the area's growing taxing base lend additional stability. We do not expect to change the rating during

our two-year outlook horizon. However, under our criteria, there is a link between the attributes of the LIT pledge and

Fishers. Therefore, in some cases, movement in the LIT rating could be dictated or limited by movement in our rating

on the city.
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Downside scenario

If the city does not sustain coverage levels above 2x, or if Fishers OC deteriorates, we could lower the rating.

Upside scenario

We could raise the rating on the bonds if collections continue to grow to levels that produce higher and consistent

coverage, accompanied by stability in Fishers' OC.

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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