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Lower Makefield (Township of) PA
Update following removal of negative outlook

Summary
Lower Makefield Township, PA benefits from its close proximity to the City of Philadephia
(A2/STA) and the township's large tax base is poised for further growth in light of ongoing
commercial and residential development. Moreover, the township's financial position has
stabilized and is expected to continue to improve due to its perspective sewer system sale.
The sale is expected to materially reduce the township's debt burden and eliminate the need
for any additional governmental support of the utility, which had pressured operations in
previous years.

On February 12, 2021 Moody's affirmed Lower Makefield Township's general obligation rating
at Aa2. The negative outlook has been removed.

Credit strengths

» Large and growing tax base

» Strong wealth indicators, median family income among the highest in Pennsylvania, at
215% of the national

» Favorable commuting location to Philadelphia and New York City (Aa2 negative)

» Manageable pension liability

Credit challenges

» Recent general fund support of enterprise funds resulting in reserves below peer medians

» Debt burden is above average compared to operating revenue

Rating outlook
The removal of the negative outlook reflects the township’s improved financial position,
projected structurally balanced operations and material decline in debt service, that will be
aided by its perspective sewer system sale to Penn Aqua.

Moody’s does not typically assign outlooks to local governments with this amount of debt.

Factors that could lead to an upgrade

» Multiyear trend of material operating surpluses, leading to stronger reserves

» Materially reduced debt and pension liabilities

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1245777
https://www.moodys.com/credit-ratings/Lower-Makefield-Township-of-PA-credit-rating-600026136/summary
https://www.moodys.com/credit-ratings/Philadelphia-City-of-PA-credit-rating-600004663/summary
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Factors that could lead to a downgrade

» Material reductions in general fund reserves and liquidity

» Significant contraction of the tax base and deterioration of resident wealth and incomes

Key indicators

Exhibit 1

Lower Makefield (Township of) PA 2015 2016 2017 2018 2019

Economy/Tax Base

Total Full Value ($000) $4,458,467 $4,474,300 $4,543,831 $4,586,775 $4,700,912 

Population              32,650              32,662              32,621              32,622              32,662 

Full Value Per Capita $136,553 $136,988 $139,292 $140,604 $143,926 

Median Family Income (% of US Median) 222.5% 218.9% 218.7% 217.8% 215.2%

Finances

Operating Revenue ($000) $12,351 $13,854 $13,050 $14,111 $15,432 

Fund Balance ($000) $3,279 $11,589 $8,803 $607 $6,713 

Cash Balance ($000) $3,557 $19,270 $9,369 $2,653 $8,954 

Fund Balance as a % of Revenues 26.5% 83.7% 67.5% 4.3% 43.5%

Cash Balance as a % of Revenues 28.8% 139.1% 71.8% 18.8% 58.0%

Debt/Pensions

Net Direct Debt ($000) $32,068 $44,872 $42,534 $39,316 $37,086 

3-Year Average of Moody's ANPL ($000) $12,043 $15,036 $18,067 $18,869 $20,629 

Net Direct Debt / Full Value (%) 0.7% 1.0% 0.9% 0.9% 0.8%

Net Direct Debt / Operating Revenues (x) 2.6x 3.2x 3.3x 2.8x 2.4x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 0.3% 0.3% 0.4% 0.4% 0.4%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 1.0x 1.1x 1.4x 1.3x 1.3x

Source: Lower Makefield Township's audited financial statements, American Community Survey, and Moody's Investors Service

Profile
Lower Makefield Township is located in Bucks County (Aaa negative) on the Pennsylvania (Aa3 stable) side of the Delaware River. The
township is within 1.5 hours commuting distance to New York City (Aa2 negative) and 25 minutes to downtown Philadelphia (A2
stable).

Detailed credit considerations
Economy and tax base: modestly growing base with solid wealth indicators
The economy and tax base of Lower Makefield Township will continue to benefit from its location near Philadelphia and New York.
Though primarily rural, the township maintains some commercial centers within its bounds and has seen growth in the value of its tax
base, both residential and commercial. Management reports several new developments, including a shopping center and several town
house projects, which will both favorably contribute to the township's assessed value and future property tax collections.

Lower Makefield Township benefits from a large $4.7 billion tax base and close proximity to Philadelphia and New York City.
Furthermore, the township remains a wealthy suburb of Philadelphia, with a median family income at a high of 215% of the nation's.
The township has a low 2.15% poverty rate and unemployment in Bucks County stands at a 5.3%.

Finances and liquidity: improved financial position
The township's financial position will continue to be improve, as management projects increased revenues and structurally balanced
operations. The township ended fiscal 2019 with an operating surplus of $1.3 million, bringing its general fund balance to $1.8 million
or 13% of revenues.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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For fiscal 2020, management projects an ending general fund balance of approximately $4.6 million. The material increase in reserves
is driven by the $3 million deposit the township received from Penn Aqua for the $53 million sale of its sewer authority, expected to
close in the fall of 2021. The perspective sale will materially improve general fund reserves, which were previously strained supporting
the authority. Furthermore, the general fund is no longer supporting the golf course fund and management expects a $1 million
positive cash flow annually for the near term. Favorably, the township budgeted the golf course fund to repay the general fund $2
million over the course of 5 years.

Liquidity
The township's liquidity is healthy. The township closed fiscal 2019 with net cash of $4 million or 28.7% of revenues. The township's
projected ending cash balance in fiscal 2020 is $6.5 million or 46.4% of revenues.

Debt and pensions: debt leverage is expected to decline
Lower Makefield Township’s debt burden may materially decline in the near term given the sale of its sewer authority to Penn Aqua.
The township expects to use proceeds from the sale to pay off all outstanding sewer debt, which currently totals $27 million. The
township currently bears an average debt burden of $36 million in net direct debt, equivalent to 0.8% full market value and 2.4x
operating revenues. Post sale, the township's net direct debt would be $8 million, equivalent to 0.2% or a low 0.57x operating
revenues.

Legal security
The general obligation bonds are secured by the township's full faith and credit.

Debt structure
All of Lower Makefield Township’s debt is fixed rate.

Debt-related derivatives
The township is not party to any interest rate swap or other derivative agreements.

Pensions and OPEB
Lower Makefield Township's police participate in a single-employer defined benefit pension plan and non-uniformed employees also
participate in a single-employer defined benefit pension plan. The township's contributions to the two plans was $493,000 in fiscal
2019, or 3.5% of revenues.

Lower Makefield Township provides a defined benefit group post-employment health plan for retirees and their dependents that
provides the first 30 months of benefits in retirement. Its fiscal year 2019 contributions to this plan were $143,000, or 1.0% of
revenues, fairly consistent with the past five years of other post-employment benefits (“OPEB”) spending.

Under Moody’s methodology for adjusting reported pension liabilities, the township's three-year average adjusted net pension liability
(ANPL) for both plans was $22 million, which represents a low 1.4x operating revenues or 0.5% of full valuation. Moody’s uses ANPL
to improve comparability of reported pension liabilities. The adjustments are not intended to replace the township’s reported liability
information, but to improve comparability with other rated entities.

ESG considerations
Environmental
Environmental risk is generally low for the local government sector and does not factor materially into the city's credit profile. Data
from Moody's affiliate Four Twenty Seven indicates that Lower Makefield Township is at high risk of water stress, extreme rainfall,
hurricanes and typhoons due to its proximity to the Delaware River.

Social
Social factors considered in the rating include the township's demographic profile which includes its relatively stable population and
strong resident wealth and income levels.

Additionally, we regard the coronavirus outbreak as a social risk under our ESG framework given the substantial implications for public
health and safety. We do not currently see a material credit risk associated with the outbreak given the township’s diverse economy
and modest reliance on economically sensitive revenue. However, given the rapidly evolving nature of the situation surrounding
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coronavirus, the longer-term impact will depend upon both the severity and duration of the crisis. If our view of the credit quality of
the township changes, we will update our opinion at that time.

Governance
Pennsylvania townships have an institutional framework score of Aa, or strong. Cities enjoy the authority to adjust the property tax
millage without limitation. While many cities rely on economically sensitive revenue such as income taxes, they have the authority
to increase property taxes to offset any declines in these revenue. Organized labor does have a strong presence in the state, and state
labor law gives bargaining groups significant leeway to seek arbitration. Most cities have been challenged to control and predict labor
costs.
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Rating methodology and scorecard factors

Exhibit 2

Lower Makefield (Township of) PA

Scorecard Factors and Subfactors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $4,723,160 Aa

Full Value Per Capita $144,607 Aa

Median Family Income (% of US Median) 215.2% Aaa

Finances (30%)

Fund Balance as a % of Revenues 43.5% Aaa

5-Year Dollar Change in Fund Balance as % of Revenues 26.2% Aaa

Cash Balance as a % of Revenues 58.0% Aaa

5-Year Dollar Change in Cash Balance as % of Revenues 37.4% Aaa

Management (20%)

Institutional Framework Aa Aa

Operating History: 5-Year Average of Operating Revenues / Operating Expenditures 1.0x Baa

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 0.8% Aa

Net Direct Debt / Operating Revenues (x) 2.4x A

3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%) 0.4% Aaa

3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x) 1.3x A

Scorecard-Indicated Outcome Aa1

Assigned Rating Aa2

[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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