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New Rochelle (City of), NY
Update - Moody's Upgrades New Rochelle, NY's GOLT Rating
to Aa2

Summary Rating Rationale
Moody's Investors Service has upgraded the City of New Rochelle's GOLT rating to Aa2 from
Aa3.

The upgrade reflects the city’s multi-year trend of operational surpluses and the material
improvement to its financial position after years of structural imbalance. The rating further
reflects the city’s stabilizing tax base and above-average wealth levels, as well as its modest
pension and debt burden. The rating additionally incorporates the city’s expectation to draw
on financial reserves in fiscal 2017 and its forthcoming debt issuance as part of its ten-year
capital plan.

Credit Strengths

» Improved operating performance and stabilized financial position

» Large tax base with above-average wealth levels

» Material decline in tax certiorari claims over past five years

Credit Challenges

» Narrow reserves for the rating category

» Significant ten-year capital plan likely to increase leverage

Rating Outlook
Outlooks are typically not assigned to local government credits with this amount of debt
outstanding.

Factors that Could Lead to an Upgrade

» Material expansion of the taxable base and wealth levels

» Significant improvement of the city’s reserve position

Factors that Could Lead to a Downgrade

» Contraction of city’s full valuation

» Return to structural imbalance leading to material declines in reserves

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1055384
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Key Indicators

Exhibit 1

New Rochelle's 2016 full valuation is $9.04B
Source: Moody's Investors Service

Detailed Rating Considerations

Economy and Tax Base: Stabilizing Tax Base with Above-average Wealth Levels in Westchester County
The city's tax base is expected to remain stable in the near-term given its integration into the economically diversified New York City
(Aa2 stable) metropolitan area. New Rochelle is located approximately 15 miles north of New York City in Westchester County (Aa1
stable), and is a primarily urban community with a large commercial base. Socioeconomic indicators in the $9 billion tax base are
above-average, with median family income at 135% of the national median. Although the five-year average annual decline in equalized
value is 0.1%, the tax base actually grew slightly in 2015 and was largely flat in 2016, indicating a possible return to stability. The city's
tax base is expected to again grow modestly in fiscal 2017.

After experiencing considerable losses in tax certiorari cases, the city's tax appeal payouts have declined in each of the past five years,
from $1.5 million in 2012 to less than $400,000 in 2016. The city unemployment rate is 4.6%, lower than the state (5.1%) and
national (4.8%) rates.

New Rochelle is largely built-out, however, there are a number of early phase redevelopment projects in the city that are expected to
be completed in the next three to five years. Most of the developments will have PILOT arrangements which will initially prevent the
projects from being placed on the city's taxable rolls, but will ultimately contribute to the city's taxable base in the medium to long-
term.

Financial Operations and Reserves: Much Improved Operating Profile with Satisfactory Finances
The city's operating profile has improved significantly and reserves will remain at levels sufficient for the rating category over the
medium-term. In 2015 the city posted its fourth consecutive operating surplus. The nearly $5 million surplus grew New Rochelle's
unassigned Operating Fund balance (General Fund plus Debt Service Fund) to $13.8 million, a material improvement from the
city's low of $1.6 million in unassigned operating fund balance in fiscal 2011. Similarly, the city's available Operating Fund balance
(unassigned plus assigned plus committed fund balance) grew to $17.7 million or 14.3% of operating revenues. This improvement is up
from a 2011 low of $4.9 million, or 4.7% of revenues. Unaudited fiscal 2016 results shows break-even operations and maintenance of
reserve levels comparable to 2015.

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 city's 2017 budget calls for a drawdown of reserves of $3 million. The budget also restores public safety positions that were
previously maintained as vacant. Over the medium term management anticipates maintaining unassigned fund balance in the $11
million to $12 million range. While this is more than sufficient to allow the city to maintain healthy operations, it is narrow for the
rating position. The 2017 budget also calls for exceeding the statewide property tax cap by 5.48% in order to finance its ten-year
capital plan.

LIQUIDITY

The city maintains $29.4 million in operating fund cash, or 24% of revenues.

Debt and Pensions: Manageable Debt and Pension Burden; Future Debt Issuance Expected as Part of Capital Plan
New Rochelle's debt burden is low, but will increase over the medium-term as the city issues additional debt as part of its ten-year
capital plan. Currently, the city has $68.2 million in net direct debt, which is a modest 0.6 times operating revenues or 0.75% of
full value. The city anticipates issuing approximately $40 million in additional bonds as part of its ten-year capital plan as well as an
additional $5.4 million in bond anticipation notes in fiscal 2017. When accounting for this anticipated issuance the city's net direct debt
would rise to a still manageable 0.98 times operating revenues or 1.3% of full value.

DEBT STRUCTURE

All of New Rochelle's debt is fixed rate.

DEBT-RELATED DERIVATIVES

The city is not party to any interest rate swaps or other derivatives.

PENSIONS AND OPEB

The pension burden will remain average as contribution rates are expected to stabilize. The city participates in the New York State
and Local Employees’ Retirement System (ERS) a multi-employer, defined benefit retirement plans sponsored by the State of New
York (Aa1 stable). For fiscal 2015, employer contributions to the plan totaled $12.3 million. The city's combined adjusted net pension
liability (ANPL) in fiscal 2015, under Moody’s methodology for adjusting reported pension data, was $221 million, or an average 1.79
times operating revenues. Moody’s uses the ANPL to improve comparability of reported pension liabilities. The adjustments are not
intended to replace the city's reported liability information, but to improve comparability with other rated entities. We determined the
city's share of liability for the state-run plans in proportion to its contributions to the plans. The city provides other post-employment
benefits (OPEB) to retirees, which are financed on a pay-as-you-go basis. OPEB costs accounted for 5% of operating revenues.

Management and Governance
Conservative budgetary management will continue to support healthy financial operations of the city.

New York cities have an institutional framework score of “A,” or moderate. Revenues are highly predictable, as property taxes are
usually the largest revenue source, followed by, sales and mortgage taxes, as well as building permit revenue. Cities have a moderate
revenue raising ability, as they can increase property tax revenues above the tax cap with a 60% vote of the local legislative body.
Expenditures vary across the state but primarily consist of personnel costs, which are moderately predictable. Expenditure reduction
ability is low given the presence of strong collective bargaining groups and the Triborough Amendment which enhances collective
bargaining powers.

Legal Security
The city's bonds are secured by the town’s ad valorem tax pledge as limited by the Property Tax Cap – Legislation (Chapter 97 (Part A)
of the Laws of the State of New York, 2011).

Use of Proceeds
Not applicable

Obligor Profile
New Rochelle has a population of 77,000 and is located in Westchester County in the greater New York City area.
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Methodology
The principal methodology used in this rating was US Local Government General Obligation Debt published in December 2016. Please
see the Rating Methodologies page on www.moodys.com for a copy of this methodology.
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