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Itasca (County of) MN
Update to credit analysis

Summary
Itasca County (A1) benefits from a large tax base in northern Minnesota (Aa1 stable),
moderate debt and pension burdens, and adequate reserves. Its primary credit risks stem
from tax base concentration and large health insurance and nursing home enterprises. While
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 see any material immediate
credit risks for Itasca County.

The coronavirus is driving an unprecedented economic slowdown. We currently forecast
US GDP to decline significantly during 2020 with a gradual recovery commencing toward
the end of the year. Local governments with the highest exposure to tourism, hospitality,
healthcare, retail, and oil and gas could suffer particularly severe impacts. Historically, the
county's major industries have been tourism, taconite mining, and timber. Yet, employment
is relatively diverse with hospitals, a paper manufacturer, and an electric company as the
largest non-government employers. County officials note that none of the largest employers
have shut down during the pandemic other than a casino that has since reopened and is
now fully operational. The county's unemployment rate of 8.8% in July 2020 was below
the national rate of 10.5%. Resident incomes are lower than average, however, with median
family income equal to 88% of the national median. Favorably, cost of living is low with the
median home valued at 78% of the national median.

The county's property tax base is large at $6.1 billion in full value with 63% residential and
seasonal residential, 14% public utility, 12% agricultural, and 10% commercial and industrial.
The tax base is concentrated in a handful of utilities with Minnesota Power and Light making
up 11% and Enbridge Energy and Pipelines making up 8%. These taxpayers are stable.

Reserves will remain adequate, supported by positive fiscal 2019 performance and stable
property tax revenue. While audited results are forthcoming for fiscal 2019 which ended
December 31, county officials estimate a $3.7 million increase to fund balance due in part
to stricter budget controls. The fiscal 2020 adopted budget has a conservative projection of
a $2 million draw on fund balance, but county officials estimate better actual performance
with a likely increase to fund balance in fiscal 2020. Property taxes make up 51% of operating
revenue followed by 37% from state aid. Minnesota counties levy at a dollar amount and can
increase their property tax rates to offset declines in value. They may also increase their levy
without voter approval, providing strong revenue raising authority. The county reports no
change in property tax delinquencies in fiscal 2020 and no cuts to state aid.

The county operates a large Medicaid managed care organization (MCO) and a nursing
home, neither of which we expect to require county support. Itasca Medical Care, the
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county's Medicaid MCO with 8,000 county residents enrolled, has an O&M of $66 million representing a significant 80% of revenue in
the county's principal operating funds. The nursing home O&M totals about $12 million representing a smaller 20% of governmental
operating revenue. Liquidity is healthy in both enterprises with about $15 million in cash in the MCO and $3.5 million in the nursing
home in September 2020, equal to just above 80 and 100 days cash, respectively. Because of increased unemployment and suspended
elective procedures at the local hospitals, the MCO has increased its enrollment and thus capitation revenue while seeing a 25%
decline in claims this year, resulting in about a $1-1.5 million net income for the MCO. The nursing home census is down about 7%
from the prior year, though county officials anticipate positive cash flow for the year and no plan to provide transfers or property tax
support from the county. The health care enterprises are moderate long-term risks to the county given their size and rapidly evolving
health care landscape, although currently healthy liquidity and operations mitigate this risk in the near term.

Debt, pensions and OPEB burdens will remain moderate inclusive of the upcoming $50 million borrowing to construct a new jail.
Following the bond sale, the county's debt burden will be 1.1% of full value and 0.9x revenue while its adjusted net pension liability
(ANPL), based on a market discount rate, is 1.5x revenue. The adjusted net OPEB burden will fall to around 0.3x revenue in fiscal 2020
from 0.6x revenue in fiscal 2018 given local reforms of its single-employer OPEB fund. Total leverage will roughly equal a moderate
2.7x revenue in fiscal 2020, and fixed costs are a relatively low 8% of revenue.

Credit strengths

» Large tax base size

» Adequate reserves

» Moderate debt and pension burdens

Credit challenges

» Resident incomes below the national median

» Tax base concentrated in energy and pipelines

» Moderate enterprise risk from large Medicaid managed care program and nursing home

Rating outlook
Outlooks are typically not assigned to local governments with this amount of debt.

Factors that could lead to an upgrade

» Increase in resident incomes and tax base size

» Sustained growth in reserves

» Reduction in debt and pension burdens

Factors that could lead to a downgrade

» Large draws on reserves

» Increased operating pressure on the nursing home or Medicaid managed care program

» Major increases in debt, pension or OPEB burdens

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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Key indicators

Exhibit 1

2014 2015 2016 2017 2018
Economy/Tax Base
Total Full Value ($000) $5,738,203 $5,849,505 $5,854,288 $6,029,908 $5,951,378
Population 45,303 45,354 45,356 45,237 45,203
Full Value Per Capita $126,663 $128,974 $129,074 $133,296 $131,659
Median Family Income (% of US Median) 86.6% 85.6% 85.4% 86.4% 87.9%
Finances
Operating Revenue ($000) $69,418 $72,304 $81,354 $77,269 $77,950
Fund Balance ($000) $23,166 $18,230 $22,336 $21,731 $21,237
Cash Balance ($000) $27,816 $21,500 $24,633 $24,686 $29,043
Fund Balance as a % of Revenues 33.4% 25.2% 27.5% 28.1% 27.2%
Cash Balance as a % of Revenues 40.1% 29.7% 30.3% 31.9% 37.3%
Debt/Pensions
Net Direct Debt ($000) $17,210 $22,210 $20,715 $24,170 $23,505
3-Year Average of Moody's ANPL ($000) $81,483 $84,012 $102,610 $113,737 $117,580
Net Direct Debt / Full Value (%) 0.3% 0.4% 0.4% 0.4% 0.4%
Net Direct Debt / Operating Revenues (x) 0.2x 0.3x 0.3x 0.3x 0.3x
Moody's - ANPL (3-yr average) to Full Value (%) 1.4% 1.4% 1.8% 1.9% 2.0%
Moody's - ANPL (3-yr average) to Revenues (x) 1.2x 1.2x 1.3x 1.5x 1.5x

Source: Audited financial statements, US Census Bureau, Moody's Investors Service

Profile
Itasca County is located in northern Minnesota, and its county seat of Grand Rapids (A1) is approximately 70 miles northwest of Duluth
(Aa2 stable). The county has roughly 45,200 residents and provides judicial services, public safety, health and human services, road
maintenance, parks and recreation, nursing home, Medicaid managed care and other services.

Legal security
The Series 2020A and 2020B bonds are secured by the county's full faith and credit pledge with authority to raise ad valorem property
taxes unlimited as to rate or amount. The Series 2020B bonds are also secured by the State of Minnesota's Credit Enhancement
Program (Aa2 stable), which provides for an unlimited advance from the state's General Fund should the county be unable to meet
debt service requirements.

ESG considerations
Environmental
Environmental risk is generally low for the local government sector. Data from Moody's affiliate Four Twenty Seven indicates that
Itasca County has relatively low heat, rainfall, hurricane, or seal level rise risks compared to counties nationally. However, the county is
exposed to wildfire risks because of its large and dense forests. The county maintains a wildfire protection plan to mitigate wildfire risks.

Social
The coronavirus is driving an unprecedented economic slowdown. We currently forecast US GDP to decline significantly during 2020
with a gradual recovery commencing toward the end of the year. Local governments with the highest exposure to tourism, hospitality,
healthcare, retail, and oil and gas could suffer particularly severe impacts.

The county's safety net nursing home and Medicaid managed care program are social strengths as they provide vital services to
vulnerable populations within the county. The nursing home has not had any COVID-positive cases.

Governance
Minnesota counties have an institutional framework score 1 of "Aa," which is strong. The sector has one or more major revenue
sources that are not subject to any caps. Revenues tend to be predictable, as counties rely primarily on property taxes. Revenue-
raising flexibility is moderate as counties generally benefit from unlimited levying authority, except during years in which the state has
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imposed limits. Levy limits are not currently in place for counties. Across the sector, fixed and mandated costs are generally moderate.
Expenditures mostly consist of personnel costs, which are highly predictable.

The county is constructing a new jail because of overcrowding and an order from the State of Minnesota as the current facility design
is out-of-date and dangerous. The new jail will expand to 175 beds from the current 90 beds. As part of the state order, the county will
also renovate its courthouse over the next couple years. County officials anticipate requesting a voter referendum for a 0.5% sales tax
in 2021 to help pay debt service on the jail and courthouse projects.
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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.

Itasca (County of) MN

Scorecard Factors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $6,064,099 Aa

Full Value Per Capita $134,153 Aa

Median Family Income (% of US Median) 87.9% A

Finances (30%)

Fund Balance as a % of Revenues 27.2% Aa

5-Year Dollar Change in Fund Balance as % of Revenues -4.0% Baa

Cash Balance as a % of Revenues 37.3% Aaa

5-Year Dollar Change in Cash Balance as % of Revenues 1.5% A

Notching Factors:
[2]

Outsized Enterprise or Contingent Liabliity Risk Down

Management (20%)

Institutional Framework Aa Aa

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

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 1.1% Aa

Net Direct Debt / Operating Revenues (x) 0.9x A

3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%) 1.9% Aa

3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x) 1.5x A

Notching Factors:
[2]

Unusually Strong or Weak Security Features Up

Scorecard-Indicated Outcome Aa3

Assigned Rating A1

[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: Issuer’s audited financial statements; US Census Bureau

Endnotes
1 The institutional framework score assesses a local government’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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