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The Colony, TX's (GOLT Aa2) credit profile is strong, and benefits from a growing tax base
strategically located in the Dallas-Fort Worth metroplex, above-average wealth metrics,
and a healthy financial position, which is expected to remain stable through fiscal 2021. The
rating is constrained by an above-average debt and pension burden.

Credit strengths
» Multi-year trend of significant tax base growth
» Stable financial operations and healthy reserves
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» Manageable pension burden
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Credit challenges

Rating outlook
Moody's generally does not assign outlooks to local governments with this amount of debt
outstanding.

Factors that could lead to an upgrade
» Further tax base expansion
» Material increase in reserves

Factors that could lead to a downgrade
» Material tax base declines
» Operating deficits that reduce reserves, limiting financial flexibility

Key indicators
Exhibit 1

The Colony (City of) TX
2016

Economy/Tax Base
Total Full Value ($000)
Population
Full Value Per Capita

2017

2018

2019

2020

$3,110,038 $3,637,985 $4,074,685 $4,526,049 $5,207,639
40,757
44,228
42,215
43,005
44,610
$76,307
$82,255
$96,522
$105,245 $116,737
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Median Family Income (% of US Median)
Finances
Operating Revenue ($000)
Fund Balance ($000)
Cash Balance ($000)
Fund Balance as a % of Revenues
Cash Balance as a % of Revenues
Debt/Pensions
Net Direct Debt ($000)
3-Year Average of Moody's ANPL ($000)
Net Direct Debt / Full Value (%)
Net Direct Debt / Operating Revenues (x)
Moody's - ANPL (3-yr average) to Full
Value (%)
Moody's - ANPL (3-yr average) to
Revenues (x)

124.0%

124.0%

129.9%

132.8%

132.8%

$36,268
$15,198
$15,436
41.9%
42.6%

$40,938
$14,637
$14,987
35.8%
36.6%

$45,682
$15,556
$16,110
34.1%
35.3%

$53,698
$16,397
$16,506
30.5%
30.7%

$50,778
$20,846
$21,173
41.1%
41.7%

$36,744
$33,976
1.2%
1.0x

$41,816
$38,542
1.1%
1.0x

$110,581
$42,822
2.7%
2.4x

$119,610
$46,754
2.6%
2.2x

$120,927
$58,512
2.3%
2.4x

1.1%

1.1%

1.1%

1.0%

1.1%

0.9x

0.9x

0.9x

0.9x

1.2x

Sources: US Census Bureau, The Colony (City of) TX’s financial statements and Moody’s Investors Service

Profile
The City of The Colony is favorably located in Denton County (Aaa stable), 25 miles southeast of the City of Denton. The city is a
residential community with a 2020 estimated population of 55,000 residents.

Detailed credit considerations
Economy and tax base: favorable location in Dallas-Fort Worth metroplex; strong multi-year growth
The city’s tax base will likely continue growing given its strategic location in North Texas. Located in the Dallas-Fort Worth metroplex,
30 miles north of downtown Dallas, The Colony has benefitted from residential and commercial development, both within the city
and in surrounding areas. The tax base has expanded rapidly the past several years to fiscal 2021's assessed value (AV) of $5.7 billion.
Officials report that despite the pandemic, AV is projected to continue increasing, driven by construction of new restaurants, retailers
and high-end mixed-use properties. In one residential development alone, 250 new single-family homes are being added to the tax
rolls per year, and this trend is expected to continue for the next five to six years.
Top ten taxpayers represent around 15% of the fiscal 2021 AV with most being apartment complexes. Wealth indices are aboveaverage, with a median family income of 132.8%.
Financial operations and reserves: consistent history of positive financial performance
The city's financial position is expected to remain around current levels over the near-term given conservative budgeting. At fiscal 2020
year-end, the city reported a $3.7 million surplus, increasing general fund balance to $19.2 million or a healthy 45.6% of revenues.
Property taxes represent around 60% of the budget, with sales taxes representing a moderate 18%. Officials explain that during the
coronavirus pandemic, sales taxes declined but rebounded before year-end due to increased purchases at Home Depot, Lowes and
Walmart. Operating fund balance, including the general fund and debt service fund, is $21.4 million, or 42.1% of operating revenues.
The fiscal 2021 budget assumes a $1.4 million spend down. Management structures its budget so that ending fund balance is 80 days
of operating expenditures. In practice, the city often ends with balanced operations or a surplus.
The fiscal 2022 budget is not yet prepared.
Liquidity

General fund cash is in line with fund balance. At fiscal 2020 year-end, cash balance was $19 million, or 45.1% of revenues. Operating
fund cash, including the general fund and debt service fund cash, is $21.2 million, or 41.7% of operating 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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Debt and pensions: above average debt profile partially mitigated by enterprise support
The city's debt burden is likely to remain around current levels given future issuances. At 2.2% of fiscal 2021 full value, the city's burden
is elevated relative to national medians, but in line with state medians. A portion of the debt is effectively paid by the city's enterprise
system (water and sewer) and component units (development corporations). The utility system, which is responsible for the bulk of the
self-supporting debt, is healthy with over 600 days cash on hand.
Management reports that they are focused on infrastructure improvements, and will likely issue debt in the next 12 to 18 months. The
exact amount is not yet determined.
Legal security

The Certificates are issued pursuant to the Texas Constitution and the general laws of the State of Texas (the “State”), particularly,
Chapter 271, Subchapter C, Texas Local Government Code, as amended, and the City’s Home Rule Charter and are direct obligations
of the City, payable from a combination of (i) the levy and collection of an annual ad valorem tax, within the limits prescribed by law,
and (ii) a limited pledge (not to exceed $1,000) of the surplus revenues of the City’s waterworks and sewer system, remaining after
payment of all operation and maintenance expenses thereof, and all debt service, reserve, and other requirements in connection with
all of the City’s revenue bonds or other obligations (now or hereafter outstanding), which are payable from all or any part of the net
revenues of the City’s waterworks and sewer system.
Debt structure

Inclusive of the current issuance, the city will have $125.6 million in fixed-rate obligations. Ten year principal payout is average at
69.2%. The debt service schedule is descending with the final maturity in 2041.
Debt-related derivatives

The city is not party to any interest rate swaps or other derivative agreements.
Pensions and OPEB

The city has a manageable pension liability from its participation in the Texas Municipal Retirement System (TMRS), an agent
multiemployer hybrid defined benefit plan. Moody's adjusted net pension liability (ANPL) for the city, under our methodology
for adjusting reported data, was $77.4 million or an average 1.52 times operating revenues. Total fixed cost, including pension
contributions, debt and OPEB, and not reflecting any self-supporting contributions, was around 22% of operating revenues, which is in
line with peers.

ESG considerations
Environmental
Environmental considerations do not present material risks to the city’s credit profile. The city’s exposure to long term environmental
trends is consistent with that of the US local government sector as a whole which is low.
Social
Social considerations were not a material rating driver. Population trends are modestly increasing, and wealth metrics are strong.
County unemployment levels are elevated at 5.8% (March 2021), but this is attributed to the pandemic.
Governance
The City of the Colony is governed by a City Council comprised of a Mayor and six councilmembers. The city's management
demonstrates strong governance through active capital planning to address population demands, and as well as adherence to a reserve
goal of 80 to 90 days of expenditures which exceeds its 60 day policy.
Texas Cities have an institutional framework score 1 of "Aa," which is strong. Institutional Framework scores measure a sector's legal
ability to increase revenues and decrease expenditures. Revenues are largely derived from property taxes which tend to be highly stable
and predictable, sales taxes which are moderately stable and predictable and other fees. As a result unpredictable revenue fluctuations
tend to be minor, or under 5% annually. Cities have a moderate ability to raise revenues becase most cities are at the sales tax cap
set by state statute. Additionally, property taxes are subject to a statutory cap of $25 per $1,000 of assessed values, with no more
than $15 allocated for debt. Although most cities are well under the cap, cities can only increase their property tax revenues by 3.5%
on existing property without voter approval on an annual basis; all increases above 3.5% must be approved by voters. Operating
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expenditures for cities tend to be highly stable and predictable with minor fluctuations under 5% annually. Cities also have a strong
ability to reduce expenditures.
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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 2

The Colony (City of) TX
Rating Factors

Economy/Tax Base (30%)[1]
Tax Base Size: Full Value (in 000s)
Full Value Per Capita
Median Family Income (% of US Median)
Finances (30%)
Fund Balance as a % of Revenues
5-Year Dollar Change in Fund Balance as % of Revenues
Cash Balance as a % of Revenues
5-Year Dollar Change in Cash Balance as % of Revenues
Management (20%)
Institutional Framework
Operating History: 5-Year Average of Operating Revenues / Operating Expenditures
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)
Notching Factors:[2]
Unusually Strong or Weak Security Features

Measure

Score

$5,725,559
$128,347
132.8%

Aa
Aa
Aa

41.1%
13.5%
41.7%
16.8%

Aaa
Aa
Aaa
Aa

Aa
1.0x

Aa
Aa

2.1%
2.4x
1.0%
1.2x

A
A
Aa
A

Scorecard-Indicated Outcome
Assigned Rating

Up
Aa2
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.
Sources: US Census Bureau, The Colony's financial statements and Moody’s Investors Service

Endnotes
1 The institutional framework score assesses a municipality’s legal ability to match revenues with expenditures based on its constitutionally and legislatively
conferred powers and responsibilities. See US Local Government General Obligation Debt (July 2020) methodology report for more details.
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