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Lower Merion Township, PA's (Aaa stable) financial position will continue to exhibit strength
in the near term in light of conservative budgeting practices and growing property tax
revenue. The township's substantial tax base is poised for continued growth in the near to
middle term in light of ongoing residential and commercial development. Moreover, its debt
burden will remain manageable.

Credit strengths
» Sizeable tax base
» Strong financial position with reserves outside of the General Fund
» Robust wealth levels
» History of conservative budgeting

Credit challenges
» Growing Moody's adjusted net pension liability

Rating outlook
The stable outlook reflects the expectation that the township’s financial position and tax
base will remain strong in the near to middle term.

Factors that could lead to an upgrade
» Not applicable

Factors that could lead to a downgrade
» Material and sustained declines in reserves and liquidity
» Significant decline in the tax base
» Deterioration of existing wealth indicators
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Key indicators
Exhibit 1

Lower Merion (Township of) PA

2013

2014

2015

2016

2017

$11,767,713

$11,808,595

$11,966,577

$11,992,085

$12,358,509

58,009

58,114

58,188

58,220

58,500

$202,860

$203,197

$205,654

$205,979

$211,257

244.9%

242.3%

249.2%

247.7%

243.7%

Operating Revenue ($000)

$57,743

$56,260

$59,431

$59,888

$62,319

Fund Balance ($000)

$20,155

$19,799

$21,046

$19,698

$21,132

Cash Balance ($000)

$40,156

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

$26,982

$39,452

$36,290

$34,428

Fund Balance as a % of Revenues

34.9%

35.2%

35.4%

32.9%

33.9%

Cash Balance as a % of Revenues

46.7%

70.1%

61.1%

57.5%

64.4%

Net Direct Debt ($000)

$87,072

$89,279

$91,197

$90,453

$89,748

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

$50,030

$58,779

$68,936

$67,065

$74,905

0.7%

0.8%

0.8%

0.8%

0.7%

1.5x

1.6x

1.5x

1.5x

1.4x

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

0.4%

0.5%

0.6%

0.6%

0.6%

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

0.9x

1.0x

1.2x

1.1x

1.2x

Debt/Pensions

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

Source: Lower Merion Township audited financial statements & Moody's Investors Service

Profile
Lower Merion Township, PA is a predominantly residential community of about 59,000 located in suburban Montgomery County (Aaa
stable), less than 10 miles northwest of Philadelphia (A2 stable).

Detailed credit considerations
Economy and Tax Base: Sizeable tax base with robust wealth indicators
Lower Merions's sizeable $12.4 billion tax base will experience continued growth moving forward in light of ongoing residential and
commercial development. Within the predominantly residential tax base, there are currently 740 residential units that have been
approved or are under construction. Additionally, a 262 room hotel and an 84 unit senior living facility are under construction. As of
2018, the township's tax base has grown by a healthy 1.1% annually, on average, over the last five years.
The township's wealth indicators are strong. The full value per capita of $212,000 is about 2.75 times the state median of $77,000,
and median family income is 244% of the nation. Moreover, poverty in the township is a below average 5% of the population, while
unemployment in the township is a mere 2.4% (as of January 2019), compared with the state and national levels of 4.4% and 4.2%,
respectively.
Population has remained relatively stable over the long term.
Financial Operations and Reserves: Strong financial position with reserves outside of the General Fund
Lower Merion's financial position will continue to exhibit strength in the near to middle term in light of conservative budgeting
practices and organic growth in local revenues. Over the last five years, the township's available General Fund balance exhibited relative
stability, ending fiscal 2017 at $21.1 million or 33.9% of revenue. In fiscal 2017, the township ran a healthy operating surplus of $1.2
million due largely to real estate transfer taxes, higher license and permit revenue, and higher investment income.

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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The township maintains an additional $3.2 million in its Capital Projects Fund, which brings total available fund balance to
approximately 39.0% of General Fund revenue.
Preliminary results for fiscal 2018 conservatively indicate that the township ran an operating surplus of $176,000 after transferring
$1 million to its Capital Projects Fund. While the township's 2019 budget calls for an operating deficit of $3.9 million, the township
has consistently budgeted conservatively in the past. Year to date, the township's budget variance is positive. Moreover, the township
received $2 million from the sale of a public-private partnership project to a new developer, eliminating the majority of the budgeted
deficit.
The township also has a Sanitary Sewer Fund, which is quite healthy. At the end of fiscal 2017, the fund had net revenues of $3.1
million prior to debt service. With debt service of $1.8 million, coverage by net revenues was about 1.8 times. Moreover, the system
had unrestricted reserves of $12.2 million and cash of $6.8 million, providing a robust 426 days cash on hand. The township does
not anticipate using a significant portion of the sewer fund's unrestricted reserves in the near term. The township's sewer system
is conveyance only, delivering an average daily flow of 6.8 million gallons per day (MGD) with capacity of 14.5 MGD at the City of
Philadelphia's Southwest Treatment Plant. Management reports that the system is not under any consent decrees or environmental
violations.
LIQUIDITY

The township has an excellent cash position with liquidity of $40.2 million or 64.4% of General Fund revenue. The township also has
$3.2 million in cash reserves in its Capital Projects Fund, which brings total available cash to 69.7% of revenue.
With 426 days cash on hand, the sewer enterprise fund has a robust liquidity position.
Debt and Pensions: Manageable debt burden with self-supporting component; Moderate pension liability
Lower Merion's debt burden will remain manageable in the near term despite plans to borrow new money debt on a regular basis
moving forward, since principal amortization is above average. After the township issues its Series A and B of 2019 bonds, its debt
burden will be 0.7% of full value, which is unchanged from year end of fiscal 2017. Of the about $18.8 million in debt being issued,
approximately half will be used to refund existing debt. The township also has an additional $18.0 million in self-supporting Sanitary
Sewer Fund debt. If this debt was included in the township's direct debt burden, total debt would equate to a still manageable 0.9% of
its full value, which is lower than the median of 1.2% for all cities across the nation.
Management expects to borrow between $7 and $10 million in new money debt by 2021, and continuing to borrow a similar amount
annually thereafter through the completion of the township's $34 million capital improvement plan. Due to the above average
amortization of current principal, along with the township's sizeable and growing tax base, we expect that the township's debt burden
will remain manageable.
DEBT STRUCTURE

All of Lower Merion Township's outstanding debt is fixed rate and amortizes over the long term, with 77% of principal repaid in the
next ten years.
DEBT-RELATED DERIVATIVES

Lower Merion Township is not exposed to any swaps or other derivatives.
PENSIONS AND OPEB

The township contributes to two single-employer defined benefit pension plans - one covering non-uniformed employees and the
other covering police. The Township's annual required contribution totaled $2.1 million in fiscal 2017.
The township's adjusted pension liability, under Moody's methodology for adjusting reported pension data, was $84.6 million, which is
moderate at 1.4 times operating revenue. Moody's uses the adjusted net pension liability 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.
Total fixed costs for fiscal 2017 including pension, OPEB and debt service, represented $13.4 million, or a slightly elevated 21.5% of
annual revenue.
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Management and Governance: History of conservative budgeting; Strong formal fund balance policy
The township has a history of conservative budgeting practices, which has allowed it to maintain a very favorable reserve position.
The township has a strong formalized fund balance policy, which requires it to maintain a minimum of 12% of its annual budget as
unassigned in its General Fund. Informally, the township aims to maintain 15% to 18% of its annual budget as unassigned fund balance.
The township has remained in compliance with its policy over the long term.
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 revenues such as income taxes, they have the authority
to increase property taxes to offset any declines in these revenues. 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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