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Montgomery County, PA (Aaa stable) (Aaa stable) benefits from a large dynamic tax base,
with continued development underway despite the economic impact of the coronavirus
pandemic. Top employers are very stable and include several pharmaceutical firms as well as
state and county government, in addition to a more economically-sensitive retail industry.
Resident wealth is satisfactory, with MFI at 145% of the nation, and real estate tax revenue –
the county’s primary revenue source – is stable year over year.
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The county's debt and pension burden is generally modest and its overall financial profile is
solid, though the county was materially impacted by Hurricane Ida in 2021 and its finances
will reflect some one-time costs attributable to the storm. Further, the county expects a
moderate increase in debt service over the next two years which could potentially result
in draws on reserves, though the county intends to operate within its formal fund balance
policy.
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» Sizeable and diverse tax base in the Philadelphia metro area
» Strong financial position; healthy cash and reserve levels
» Above-average resident wealth and income
» Manageable leverage including debt and pensions

Credit challenges
» Moderate structural imbalances expected in the near term as debt service increases
through 2024
» Historically weak pension contributions relative to tread-water; discount rate higher than
peers

Rating outlook
The stable outlook reflects the county's satisfactory current financial position, and our
expectation of continued operations at this level. The outlook also reflects an expectation of
continued growth and resilience in the tax base.

Factors that could lead to an upgrade
» Not applicable
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Factors that could lead to a downgrade
» Failure to consistently maintain structurally balanced operations
» Material draws on fund balance beyond current expectations
» Meaningful, sustained economic downturn that leads to deterioration of wealth levels
» Significant increase in debt and pension burdens

Key indicators
Exhibit 1
Montgomery County, PA

2016

2017

2018

2019

2020

$110,251,665

$117,919,748

$122,553,946

$129,426,378

$136,662,790

815,876

818,677

821,301

823,823

827,180

$135,133

$144,037

$149,219

$157,105

$165,215

149.5%

147.9%

146.6%

146.3%

145.1%

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

$400,510

$408,277

$416,472

$421,269

$485,864

Fund Balance ($000)

$55,935

$82,219

$88,774

$92,360

$133,448

Cash Balance ($000)

$56,698

$79,490

$98,007

$102,823

$79,758

Fund Balance as a % of Revenues

14.0%

20.1%

21.3%

21.9%

27.5%

Cash Balance as a % of Revenues

14.2%

19.5%

23.5%

24.4%

16.4%

Net Direct Debt ($000)

$542,457

$569,029

$515,128

$531,886

$415,263

3-Year Average of Moody's ANPL ($000)

$352,278

$339,986

$381,030

$408,983

$443,564

0.5%

0.5%

0.4%

0.4%

0.3%

1.4x

1.4x

1.2x

1.3x

0.9x

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

0.3%

0.3%

0.3%

0.3%

0.3%

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

0.9x

0.8x

0.9x

1.0x

0.9x

Debt/Pensions

Net Direct Debt / Full Value (%)
Net Direct Debt / Operating Revenues (x)

Source: Moody's Investors Service, audited financial statements

Profile
Montgomery County is the third-largest county in Pennsylvania (Aa3 stable), located in the Philadelphia (A2 stable) metro area. Its
population is roughly 831,000 as of the most recent US Census estimate from 2019.

Detailed credit considerations
Economy and tax base: sizeable, diverse tax Base in Philadelphia metro area
The county's sizeable tax base of $131.15 billion (2021) is dynamic and diverse, with continued material development expected despite
the continued economic impacts of coronavirus pandemic. The base is mostly residential (40%), but includes a sizeable commercial
presence that continues to expand, particularly in King of Prussia and Conshohocken.
The county is also favored with a strong institutional presence, with 22 colleges and university campuses within its boundaries. The
county’s principal taxpayers are a diverse group, and include health care industry leaders Merck & Company, SmithKline Beecham,
Wyeth / Pfizer, and Johnson & Johnson. Overall, the top ten taxpayers contribute just 4.1% of the 2021 assessed valuation. UPS and
state and county government offices round out the county's top employers.
This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Additional moderate tax base growth is likely in the near term, as both residential and commercial developments continue to positively
impact tax rolls. The county also has longer term projects pending, including business parks along the Pennsylvania Turnpike 422
Corridor and a new railway in King of Prussia.
Simon Property Group is the top tax-payer for the county, as owner of the King of Prussia mall. County management reports continued
flow of commerce at the mall and in the surrounding area, with expansion of medical and pharma-affiliated businesses, which should
insulate the county's broader tax base from potential negative impacts of a prolonged recession.
Wealth levels are notably strong and continue to exceed the state and national medians, with median family income of 144% and
145%, respectively. The county's 3.2% unemployment rate as of April 2022 is favorable to both the state (4.2%) and nation (3.3%).
Financial operations and reserves: satisfactory reserves with some draws expected
The county's financial position is satisfactory, with continued expectation of a healthy general fund balance. The county reported a
general fund surplus of $41 million for fiscal 2020, inclusive of $50 million of CARES funding, exceeding budgeted expectations for the
year. This material surplus brought reserves to nearly $135 million, or a healthy 27.6% of revenue. The county has earmarked a portion
of the surplus for future debt and pension costs. Nevertheless, unassigned fund balance remains quite strong at $98 million, or 22.6%
of revenue.
The county expects an operating deficit of $17.2 million for fiscal 2021, though this is inclusive of $12 million in one-time costs
associated with Hurricane Ida. The county expects to be reimbursed by FEMA for the entirety of this amount. In the absence of these
one-time expenditures, the operating deficit would have been closer to $5 million, fairly modest against the county's $505 million
budget. Nevertheless, the county also anticipates an operating deficit for 2022, and will appropriate fund balance earmarked for debt
service and pensions against this imbalance. This is projected to bring fund balance to about $105 million, or about 21.6% of budgeted
revenue for 2022.
Projected deficits in 2021 and 2022 are relatively small, and fund balance is expected to stay within the county's target range of
18% - 20%. However, the county will face two years of elevated debt service requirements - in 2023 and 2024 - before debt service
declines to more normal levels. Future reviews will consider whether the county is able to achieve structurally balanced operations
while providing for debt service, as fund balance of roughly 22% continues to be narrow against national medians (33% for Aaa
counties). Nevertheless, the county's fund balance on a nominal basis is material, at $117 million for year end 2021. We expect that
Montgomery County's continued economic expansion, coupled with its very modest current leverage, will help to ensure continued
healthy operations, though an inability to maintain structurally balanced operations and adhere to formal fund balance policies would
be a credit negative.
The county received $145 million in direct funding from Coronavirus Aid, Relief, and Economic Security (CARES) Act. The county
provided $54 million (37%) to economic and community assistance and $12 million to the emergency response and public health. It
directed $79 million (55%) to support county operations in 2020. The county was allocated $161.4 million of American Rescue Plan
Act (ARPA) funding in 2021, and has established a County Recovery Office to manage the distribution of monies. County management
reports that all ARPA funding will be applied towards projects recommended by county businesses, residents and municipalities.
Liquidity

The county maintains cash reserves of $79.7 million as of year end 2020, a satisfactory 16% of revenues. Current cash reserves are
somewhat narrow when compared to similarly sized peers.
Debt and pensions: modest overall leverage
The county's Series of 2022 is a new money debt issuance to provide ongoing support for the county’s nearly $800 million five year
capital plan. Though sizeable, it is expected that just 80% will be bond-funded, and while this will add materially to the county's overall
debt burden, current debt outstanding is very modest compared to the county's sizeable tax base (0.5% of full value as of 2020).
Legal security

All of the county's rated debt consists of general obligation bonds, to which the county has irrevocably pledged its full faith, credit and
taxing power.
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Debt structure

All county debt is fixed rate and amortizes over the long term.
Debt-related derivatives

The county is not party to any derivative agreements.
Pensions and OPEB

The county provides pension benefits to employees through one single-employer defined-benefit plan. Montgomery County
contributed $13.7 million in 2020, and favorably achieved 125% of Moody's “treadwater” calculation. This is Moody's estimate of
the pension contribution necessary to prevent the current unfunded liability from growing; a contribution below tread-water is not
covering the implied interest cost of carrying the liability. While the county’s pension contributions were relatively strong in 2020
against the tread water indicator, the county has not met this benchmark the past several years. The calculated tread water indicator
assumes all plan assumptions are being met, including the 7.5% discount rate, which remains above other systems nationally. That
being said, the county has improved upon its annual pension payment practices and expects to make 100% of scheduled annual
pension payments for 2021 (unaudited).
The adjusted net pension liability for the plan, under Moody's methodology for adjusting reported pension data, has averaged a very
manageable 0.91 times revenues over the past three years, which is a credit positive.
The county's total fixed costs including debt service and pension contributions totaled $58.7 million, or a moderate 13.5% of 2020
general fund revenue.
The county does not provide post-employment health benefits.

ESG considerations
MONTGOMERY (COUNTY OF) PA's ESG Credit Impact Score is Positive CIS-1
Exhibit 2

ESG Credit Impact Score

Source: Moody's Investors Service

Montgomery County's ESG CIS impact score is a 1, reflecting neutral-to-low exposure to environmental risks, favorable social
characteristics, and strong governance.
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Exhibit 3

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
Montgomery County's overall environmental issuer profile score is neutral-to-low (E-2), reflecting relatively low exposure to
environmental risks across all categories, including physical climate risk, carbon transition, water management, natural capital and
pollution risks.
Social
Montgomery County's social profile score is positive (S-1), indicating favorable characteristics that positively impact the county's
overall credit profile. The county has a strong labor force participation rate of 68%, and more than 50% of the county's adult residents
hold a bachelor's degree. The county reports strong income metrics and a growing population. As a suburban county of Philadelphia,
county residents benefit from access to basic services, as well as the ongoing expansion of many city-based healthcare institutions to
county outposts, such as the Children's Hospital of Pennsylvania's expansion in several Montgomery County locations over the last
several years.
Governance
Montgomery County's strong governance is reflected in a score of G-1. The county has long established policies in place with detailed
reporting and a high level of transparency. The county's budget management and effectiveness is excellent, as evidenced by a more
than seven-fold increase in fund balance between 2015 and 2019.
ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.
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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.
Exhibit 4
Montgomery County, PA
Scorecard Factors

Economy/Tax Base (30%)

Measure

Score

[1]

Tax Base Size: Full Value (in 000s)

$13,11,54,458

Aaa

$1,58,556

Aaa

145.1%

Aa

Fund Balance as a % of Revenues

27.5%

Aa

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

19.4%

Aa

Cash Balance as a % of Revenues

16.4%

Aa

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

13.0%

Aa

Aa

Aa

1.0x

Aa

0.5%

Aaa

1.2x

A

0.3%

Aaa

0.9x

A

Full Value Per Capita
Median Family Income (% of US Median)
Finances (30%)

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

Scorecard-Indicated Outcome

Aa1

Assigned Rating

Aaa

[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.
[3] Standardized adjustments are outlined in the GO Methodology Scorecard Inputs publication.
Source: US Census Bureau, Moody's Investors Service
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