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Summary:

Carrollton, Texas; General Obligation

Credit Profile

US$20.94 mil GO Bnds ser 2020 dtd 05/15/2020 due 04/15/2035

Long Term Rating AAA/Stable New

Carrollton GO

Long Term Rating AAA/Stable Affirmed

Carrollton GO

Long Term Rating AAA/Stable Affirmed

Rating Action

S&P Global Ratings assigned its 'AAA' long-term rating to Carrollton, Texas' series 2020 general obligation (GO)

bonds. At the same time, S&P Global Ratings affirmed its 'AAA' long-term rating on the city's previously issued GO

debt. The outlook is stable.

Carrollton's GO bonds constitute direct obligations of the city, payable from the proceeds of a continuing, direct

annual ad valorem tax, within the limits prescribed by law, on all taxable property within its borders. The maximum

allowable ad valorem tax rate in Texas is $2.50 per $100 of assessed value (AV) for all purposes, with the portion

dedicated to debt service limited to $1.50. The city's total tax rate is well below the maximum, at 58.99 cents, 15.10

cents of which is dedicated to debt service. Based on the application of our criteria "Issue Credit Ratings Linked To

U.S. Public Finance Obligors’ Creditworthiness" (published Nov. 20, 2019), we view the limited-tax GO debt pledge on

par with the issuer credit rating, which is based on the city's general creditworthiness. The ad valorem taxes are not

levied on a narrower or distinctly different tax base, and there are no limitations on the fungibility of resources

available for the payment of debt service. Officials will use the series 2020 bond proceeds to fund voter-approved

capital projects for street improvements, park improvements, and public safety facilities.

Carrollton's GO debt is eligible to be rated above the sovereign, because we believe the city can maintain better credit

characteristics than the nation in a stress scenario. Under our criteria, "Ratings Above The Sovereign: Corporate And

Government Ratings--Methodology And Assumptions," published Nov. 19, 2013, we consider U.S. local governments

to have moderate sensitivity to national risk. The city's GO pledge is the primary source of debt security, which

severely limits the possibility of negative sovereign intervention in the payment of the debt or in the city's operations.

The nation's institutional framework for local governments is predictable, allowing them significant autonomy,

independent treasury management, and no history of government intervention. Carrollton also has considerable

financial flexibility, as demonstrated by its very strong general fund balance as a percentage of expenditures, as well as

very strong liquidity.
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Credit overview

Carrollton is a mature suburb of Dallas where the city remains primed for future growth, despite a lack of significant

space for development, as a result of its location along central transportation corridors and existing opportunities for

infill development. The city's location within the metroplex continues to drive a demand for new residential growth

while allowing the city to continue attracting corporate relocations, both of which support the city's tax base. While

near-term growth trends could remain muted in line with an expected contraction within the U.S. economy, we expect

the city's management team to continue making intra-year adjustments to hit fiscal targets while addressing the

impacts of possible short-term revenue loss. In addition, near-term rating stability is supported by the availability of

very strong reserves, among other existing sources of budget flexibility, which should support the Carrollton's ability

weather the external pressures imposed by the COVID-19 outbreak without compromising its very strong financial

condition. Generally, our rating outlook time frame is up to two years; given the current uncertainty around the

pandemic, our view of the credit risks to the city are centered on the more immediate budget effects in 2020.

The rating reflects our view of the city's:

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

• Very strong management, with strong financial policies and practices under our Financial Management Assessment

(FMA) methodology;

• Adequate budgetary performance, with balanced operating results in the general fund and an operating surplus at

the total governmental fund level in fiscal 2019;

• Very strong budgetary flexibility, with an available fund balance in fiscal 2019 of 29% of operating expenditures;

• Very strong liquidity, with total government available cash at 133.2% of total governmental fund expenditures and

8.3x governmental debt service, and access to external liquidity we consider strong;

• Weak debt and contingent liability profile, with debt service carrying charges at 16.0% of expenditures and net

direct debt that is 118.1% of total governmental fund revenue, but rapid amortization, with 74.5% of debt scheduled

to be retired in 10 years; and

• Strong institutional framework score.

Stable Outlook

The stable outlook reflects our view that Carrollton's economic base will remain resilient, despite the external

pressures imposed by COVID-19 and an ensuing recessionary period. The outlook also reflects our expectation that

management will take the necessary steps to maintain the city's very strong budgetary flexibility, despite possible

short-term revenue loss. For these reasons, we do not expect to change the rating over the near term. Should the city's

budgetary performance, flexibility, or economic characteristics materially weaken, we could lower the rating.

Credit Opinion
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Very strong economy

We consider Carrollton's economy very strong. The city, with an estimated population of 136,879, is located in Collin,

Dallas, and Denton counties in the Dallas-Fort Worth-Arlington, TX MSA, which we consider to be broad and diverse.

The city has a projected per capita effective buying income of 119% of the national level and per capita market value

of $113,319. Overall, the city's market value grew by 9.0% over the past year, to $15.5 billion in 2020. The

weighted-average unemployment rate of the counties was 3.4% in 2018.

Carrollton is located 14 miles north of Dallas and 10 miles northeast of the Dallas-Fort Worth (DFW) International

Airport. The city has three industrial parks and two office parks. Carrollton benefits from a diverse transportation

system, including three light rail stations and direct access to major thoroughfares in the Dallas metroplex. In addition,

the Dallas Area Rapid Transit (DART) continues to move forward with the renamed Silver Line project, a 26-mile

commuter rail line that will connect downtown Plano with DFW International Airport with a scheduled stop at the

downtown Carrollton DART station. The industry base is diverse, including finance, insurance, real estate,

construction, technology, manufacturing, and regional/national corporate headquarters facilities. Currently, the city is

home to over 14,000 businesses, with a labor force of more than 85,000 people. The leading private-sector employers

are AmerisourceBergen (1,300 employees), Halliburton (1,000), Thomson Reuters (1,000), Western Extrusions

Corporation (850), Securus Technologies (800), and Baylor Scott & White (640).

Prior to the COVID-19 outbreak, Carrollton demonstrated a sustained trend of strong tax base growth, driven by both

commercial and residential development. Given limited land available for large-scale development, new growth in

Carrollton is largely related to residential and infill development. In the past five years, its average annual taxable value

growth was 8.5%. In aggregate, taxable value increased 51%, or $5.2 billion, in aggregate between fiscal years 2015

and 2020. We also note that the tax base is very diverse, with the 10 leading taxpayers representing less than 5% of

total taxable value.

Our view of Carrollton's very strong economy reflects the city's above-average property wealth and income levels, in

combination with a growing labor force and access to the broader Dallas-Fort Worth metropolitan area. While local

tax base and economic growth will likely slow over the short term in line with the contracting U.S. national economy,

we do not expect the city's underlying fundamentals to weaken below levels we consider very strong over the next two

years. For more information, please see our report, "An Already Historic U.S. Downturn Now Looks Even Worse"

(published April 16, 2020, on RatingsDirect).

Very strong management

We view the city's management as very strong, with strong financial policies and practices under our FMA

methodology, indicating financial practices are strong, well-embedded, and likely sustainable.

Carrollton has adopted a comprehensive set of financial and budgeting policies. Highlights of the city's financial

policies include a minimum fund balance requirement for the general fund and management's use of regression

analysis and historical trends to form its revenue forecasts. The minimum fund balance is designed to allow the city to

manage the inherent volatility associated with sales tax revenues and pension liabilities.

Management prepares monthly budget reports and provides budget status reports to the elected officials, amending

the operating budget as needed. The city has adopted a debt management policy that is reviewed annually as part of
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the budget process. The council annually adopts a five-year rolling capital improvement plan with funding sources

identified, primarily through debt issuance. Management prepares a five-year financial forecast that it presents to the

city council annually. The city council has adopted an investment management policy that it reviews annually, and

management provides the council with quarterly investment reports on holdings and returns.

Adequate budgetary performance

Carrollton's budgetary performance is adequate, in our opinion. The city had balanced operating results in the general

fund of 0.2% of expenditures, and surplus results across all governmental funds of 11.9% in fiscal 2019. Our view of

performance reflects the possibility that fiscal 2020 results could moderate somewhat from past trends, given possible

revenue loss tied to the COVID-19-driven economic downturn.

Carrollton has historically maintained strong budgetary performance tied to strong revenue growth and conservative

budgeting. While we recognize that the city will likely experience short-term revenue loss tied to the COVID-19-driven

economic shutdown, we believe the city is well-positioned to weather this temporary disruption, given its framework of

frequent budget monitoring and existing financial policies that limit its exposure to economically sensitive revenues

within the operating budget.

The primary sources of general fund revenue are property taxes (42%), sales taxes (34%), franchise fees (10%), and

charges for services (5%). Carrollton continues to report consistent increases in property tax revenues, propelled by

rising appraisal values. General fund property tax revenues were approximately $49.5 million in fiscal 2019, an

increase of 10% from the previous year. Given the inherent volatility associated with sales taxes, we understand that

the city caps the percentage of total sales taxes within the operating budget to 75% of total collections, with the

remaining 25% spent on one-time nonrecurring expenditures. In fiscal 2019, capped sales tax revenues were $27.6

million, while the amount available for nonrecurring expenditures was $12 million.

Fiscal 2019 general fund results were balanced, reflecting a combination of on-target revenue performance and modest

departmental expenditure savings. Of note, the city reported balanced results, despite a transfer out of the general fund

of over $18 million for nonrecurring capital costs that were funded with surplus revenues, including sales taxes.

The operating budget for fiscal 2020 is balanced at approximately $109 million. We note that nonrecurring

expenditures were budgeted to exceed revenues earmarked for one-time uses, resulting in a possible use of fund

balance at year-end. Through March, revenues and expenditures were trending on target. However, the city is

conservatively projecting a 12% decline in sales taxes below original estimates, which could necessitate a pullback on

discretionary capital expenditures for fiscal 2020. In our view, the flexibility to delay one-time expenditures to maintain

structural balance within this period of economic uncertainty should support the city's ability to hit its fiscal targets

while adhering to established policies on reserves.

Very strong budgetary flexibility

Carrollton's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2019 of 29% of

operating expenditures, or $30.6 million.

Carrollton has historically had strong budgetary flexibility, with reserves maintained in excess of 20% of expenditures.

Despite the original budgeted draw on reserves for fiscal 2020, the city's ending fund balance is expected to remain
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above its formal policy. Given the city's steadfast adherence to its formal fund balance policy of at least 60 days of

operating expenditures, we expect budgetary flexibility to remain very strong.

In addition, the city has historically transferred reserves in excess of its formal policy to the capital projects funds. At

this time, the city has identified approximately $18 million of these capital funds that could be reappropriated for

operations, should a contingency arise. Providing further flexibility, the city revised its sales tax policy in fiscal 2019 to

limit the amount of sales taxes within the operating budget to no more than 75% of total collections. According to

management, this sales tax policy helps it prepare and budget frugally in the event of an economic downturn.

The total tax rate for fiscal 2020 is 0.5899 per $100 of AV. The current tax rate represents a slight decrease from the

previous tax rate of 0.5950 per $100 of AV. Because of the sustained positive growth in AV, the city has been able to

gradually reduce its tax rate without affecting the size of the tax levy.

Very strong liquidity

In our opinion, Carrollton's liquidity is very strong, with total government available cash at 133.2% of total

governmental fund expenditures and 8.3x governmental debt service in 2019. In our view, the city has strong access to

external liquidity, if necessary.

Based on its history of maintaining consistently balanced results, we do not believe the city's liquidity will weaken in

the near term. As of Feb. 28, 2019, the city's investments consisted of federal agency securities, treasury notes, local

government investment pools, and municipal bonds, which we do not consider aggressive. Investments are generally

available and liquid within one year. The city's strong access to capital markets is demonstrated by its regular issuance

of GO and water/sewer debt over the past 20 years. Carrollton does not have any current contingent liabilities that

could lead to an unexpected deterioration from its currently very strong levels.

Weak debt and contingent liability profile

In our view, Carrollton's debt and contingent liability profile is weak. Total governmental fund debt service is 16.0% of

total governmental fund expenditures and net direct debt is 118.1% of total governmental fund revenue.

Approximately 74.5% of the direct debt is scheduled to be repaid within 10 years, which is, in our view, a positive

credit factor.

Carrollton does not have any swaps or variable-rate debt. Carrollton maintains approximately $208 million of total

direct debt outstanding, including $194.5 million of voter-authorized GO bonds. In May 2018, city voters authorized

$106,680,000 of GO bonds for street improvements, public safety facilities, and parks and recreation facilities. The

authorization was initially expected to be exhausted over a five- to six-year period. Carrollton expects to issue

approximately $41 million over the next two fiscal years. We do not expect the issuance of additional debt to have a

negative impact on the city's debt and contingent liability profile, particularly given the above-average amortization

schedule. However, the debt and contingent liability profile could weaken if future debt issuances cause the city's

amortization schedule to fall below 65%.

Carrollton's combined required pension and actual other postemployment benefits (OPEB) contributions totaled 4.6%

of total governmental fund expenditures in 2019. Of that amount, 4.1% represented required contributions to pension

obligations and 0.5% represented OPEB payments. The city made 106% of its annual required pension contribution in
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2019.

We do not view pension and OPEB liabilities as an immediate credit risk for the city. Despite a somewhat extended

amortization, the city's pension plan is well-funded with actuarially determined contribution amounts. Additionally, the

city's strong funding discipline and maintenance of very healthy reserves offset the risk of significant financial

deterioration tied to near-term cost escalations.

The city participates in the following plans as of Dec. 31, 2018 (latest measurement date):

• Texas Municipal Retirement System (TMRS), 90.33% funded with a net pension liability equal to $41.7 million.

Contributions are actuarially determined, and the city has recently overfunded its annual required costs. Actuarial

assumptions include a 6.75% discount rate and a 27-year closed amortization period.

• Single-employer, defined-benefit OPEB plan that provides postemployment medical care benefits to so-called

"grandfathered" retirees. This plan was closed in 2009 and replaced with a defined-contribution plan for

non-grandfathered employees. As of the most recent actuarial valuation (Dec. 31, 2018), the city's total OPEB

liability was $18 million, using Governmental Accounting Standards Board No. 75 and assuming a 3.71% discount

rate.

Strong institutional framework

The institutional framework score for Texas municipalities is strong.

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

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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