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Fitchburg (City of) WI
Update to credit analysis

Summary
The city of Fitchburg, WI's (Aa1) credit attributes include a growing and diverse tax base
closely tied to the City of Madison (Aaa negative), with above average resident wealth,
healthy finances, and a moderate pension The city's net direct debt levels are moderate,
while the city's overall debt and fixed cost burdens are more elevated. The city has limited
revenue raising flexibility due to state imposed levy limits.

Credit strengths

» Growing tax base benefits from proximity to Madison

» Strong financial position with healthy liquidity

Credit challenges

» Limited revenue raising flexibility given state imposed levy restriction

» High fixed costs and overall net direct debt burden

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

Factors that could lead to an upgrade

» Improvement of the city's socioeconomic profile and continued expansion reflected in tax
base growth

» Moderation of debt and fixed costs

Factors that could lead to a downgrade

» Material declines in available reserves and/ or liquidity

» Contraction of the city's tax base or a weakened demographic profile

» Material growth in the city's debt burden

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1202109
https://www.moodys.com/credit-ratings/Fitchburg-City-of-WI-credit-rating-600029036
https://www.moodys.com/credit-ratings/Madison-City-of-WI-credit-rating-600003239
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Key indicators

Exhibit 1

Fitchburg (City of) WI 2014 2015 2016 2017 2018

Economy/Tax Base

Total Full Value ($000) $2,623,964 $2,711,402 $2,830,646 $2,954,018 $3,135,272 

Population              26,050              26,321              27,254              27,914              28,316 

Full Value Per Capita $100,728 $103,013 $103,862 $105,826 $110,724 

Median Family Income (% of US Median) 113.3% 113.3% 111.9% 111.4% 111.4%

Finances

Operating Revenue ($000) $24,277 $24,842 $25,307 $25,969 $29,871 

Fund Balance ($000) $6,902 $7,790 $7,739 $7,648 $8,468 

Cash Balance ($000) $2,892 $7,610 $8,017 $8,039 $8,730 

Fund Balance as a % of Revenues 28.4% 31.4% 30.6% 29.4% 28.3%

Cash Balance as a % of Revenues 11.9% 30.6% 31.7% 31.0% 29.2%

Debt/Pensions

Net Direct Debt ($000) $37,362 $41,955 $47,245 $51,425 $50,890 

3-Year Average of Moody's ANPL ($000) $12,061 $16,894 $24,277 $27,525 $31,064 

Net Direct Debt / Full Value (%) 1.4% 1.5% 1.7% 1.7% 1.6%

Net Direct Debt / Operating Revenues (x) 1.5x 1.7x 1.9x 2.0x 1.7x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 0.5% 0.6% 0.9% 0.9% 1.0%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 0.5x 0.7x 1.0x 1.1x 1.0x

Source: Moody's Investors Service; Fitchburg's financial statements; US Census Bureau

Profile
Fitchburg is a city in south central Wisconsin (Aa1 stable) adjacent to the City of Madison. The city covers approximately 35.2 square
miles in Dane County (Aa1 stable). The city provides a variety of municipal services to a population of over 27,000.

Detailed credit considerations
Economy and tax base: growing tax base adjacent to Madison
We expect the city's economy will continue to remain stable given its favorable location within commuting distance to Madison, and
ongoing growth. The city's $3.4 billion tax base grew at an average annual rate of 5.4% during the last five years. Officials report strong
building permit activity indicates further additional growth in coming years. The city's tax base is primarily residential (60.4%) but also
maintains a significant commercial (29%) presence, which continues to exhibit growth. Major employers exist in the biotechnology,
information technology, medical instrumentation, plastics and agriculture sectors. The city has used tax incentives, primarily through
tax increment districts (TIDs), to encourage economic development within these sectors.

The city's population expanded significantly over the last several decades, and grew 23% between 2000 to 2010 alone. At 2.5% in
August 2019, Dane County's unemployment rate is below both the state's rate of 3.3% and the national rate of 3.8%. Resident income
levels are above average with median family income at 111.4% of the national level.

Financing operations and reserves: strong financial operations and healthy reserves
The city's financial position is expected to remain strong given its trend of healthy operations and prudent fiscal management. In fiscal
2018 the city ended with a $1.3 million surplus in the General Fund, which increased the available fund balance to $7.6 million, or a
healthy 36.4% of revenues, up from $6.8 million or 34.6% of revenues in fiscal 2017. The surplus was driven by conservative budgeting
practices on both the revenue and expenditure side. Across major operating funds (inclusive of General, Library Services, and Debt
Service Funds), the city ended fiscal 2018 with an available operating fund balance of $8.5 million, or a healthy 28.3% of revenue.

Although audited results are not yet available for fiscal 2019, unaudited results show a $687,000 surplus in the General Fund, driven
again by favorable revenue and expenditure results. For fiscal 2020 the city budgeted for a planned use of General Fund balance in the

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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amount of $154,000 to go towards employee retiree payments. Property taxes are the city's largest revenue source, comprising 70.8%
of fiscal 2018 operating fund revenues, followed by intergovernmental aid at 9.7%.

LIQUIDITY
The city concluded fiscal year 2018 with a net cash balance across operating funds of $8.7 million, or a healthy 29.2% of revenues.

Debt and pensions: moderate net direct debt burden with high fixed costs; moderate pension liabilities
Inclusive of a planned borrowing in November 2019 of $9.6 million in general obligation (GO) debt, the city's net direct debt burden is
moderate at 1.4% of full valuation or 1.6x operating fund revenue. Though ultimately secured by its general obligation (GO) pledge, a
portion of the city's debt is supported by other revenue, including tax increments, and special assessments. The city's overall net debt
burden is elevated relative to full value at 4.3%, of which a large portion represents significant borrowings from Verona Area School
District (Aa3) and Dane County. The city plans to issue an average of $5.6 million of new debt annually over then next ten years for
development projects and capital improvements.

Fitchburg participates in the Wisconsin Retirement System (WRS), a statewide cost sharing plan. The city's employer contributions to
WRS in fiscal 2018 were $959,000 or a modest 3.2% of the city’s fiscal 2018 operating revenue. Fixed costs, consisting of debt service
and pension contributions, totaled $12.2 million or 40.8% of fiscal 2018 operating revenue, however the fixed costs are inflated due
to a $3.6 million refunding in fiscal 2018. Minus the refunding, fixed costs totaled $8.6 million or a still somewhat elevated 28.8% of
revenues.

DEBT STRUCTURE
All of the city's debt is long-term and fixed rate. Principal amortization is average with 74.8% of debt retired within 10 years.

DEBT-RELATED DERIVATIVES
The city has no exposure to debt related derivatives.

PENSIONS AND OPEB
The city participates in the Wisconsin Retirement System (WRS), a statewide cost-sharing plan. Contributions are determined using
a level contribution actuarial method in an effort to keep employer and employee contribution rates at a level percentage of payroll
over time, and are set at 100% of the plan’s funding requirement. As a result, WRS remains one of the best-funded public employee
retirement systems in the country, with statewide employer contributions to WRS in 2017 totaling 107.7% of the amount needed to
tread water1.

The city’s adjusted net pension liability (ANPL) was $35.5 million in 2018, up from $26.7 million in 2016, bringing the three-year
average to $30.5 million, or 1x operating revenue and 1.0% of full value. Moody's ANPL reflects the use of a market-based discount
rate to value pension liabilities rather than the assumed rate of investment return on plan assets. In comparison, the reported net
pension liability (NPL), based on the plan’s 7.2% discount rate, was a negative $2.6 in fiscal 2018, reflecting a net pension asset.

Growth in the Moody’s ANPL has been driven largely by falling market discount rates, however the plan’s NPL has benefited from
strong investment performance in recent years, with WRS reported a net pension asset as of fiscal 2017. (See Exhibit 2.)
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https://www.moodys.com/credit-ratings/Verona-Area-School-District-WI-credit-rating-800040624
https://www.moodys.com/credit-ratings/Verona-Area-School-District-WI-credit-rating-800040624
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Exhibit 2

Wisconsin Retirement System remains well-funded on a reported basis
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Management and governance: moderate institutional framework
The city's management team is strong, adhering to its reserve policy and long-term capital plans. The city utilizes a conservative
budgetary approach and multi-year capital plan. The city's formal General Fund reserve policy is to hold between 15% and 25% of
annual revenue plus the amount of state shared revenue received during the previous year in unassigned General Fund reserves.

Wisconsin cities have an Institutional Framework score of “A”, which is moderate. The sector's major revenue source, property
tax revenue, is subject to a cap that restricts cities from increasing their operating property tax levies except to capture amounts
represented by net new construction growth. Revenues and expenditures tend to be predictable. Across the sector, fixed and mandated
costs are generally high. Many cities utilize tax increment districts to attract economic development, often issuing debt to fund initial
infrastructure in undeveloped areas. While tax increment districts are ultimately expected to generate revenues sufficient to cover
initial city outlay, cities are exposed to economic downturns which could halt development.
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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 3

Fitchburg (City of) WI

Rating Factors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $3,419,113 Aa

Full Value Per Capita $120,748 Aa

Median Family Income (% of US Median) 111.4% Aa

Finances (30%)

Fund Balance as a % of Revenues 28.3% Aa

5-Year Dollar Change in Fund Balance as % of Revenues 8.5% A

Cash Balance as a % of Revenues 29.2% Aaa

5-Year Dollar Change in Cash Balance as % of Revenues 11.3% Aa

Notching Factors:
[2]

Other Analyst Adjustment to Finances Factor: Understated operating trend Up

Management (20%)

Institutional Framework A A

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

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 1.4% Aa

Net Direct Debt / Operating Revenues (x) 1.6x A

3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%) 0.9% Aa

3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x) 1.0x A

Scorecard-Indicated Outcome Aa2

Assigned Rating Aa1

[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: Moody's Investors Service; Fitchburg's financial statements; US Census Bureau

Endnotes
1 Employer contributions that tread water equal the sum of current year service cost and interest on reported net pension liabilities at the start of the year,

using reported actuarial assumptions. If plan assumptions are met exactly, contributions equal to the tread water indicator will prevent the reported
net pension liabilities from growing. Net liabilities may decrease or increase in a given year due to factors other than the contribution amount, such as
investment performance that exceeds or falls short of a plan's assumed rate of return
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