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Summary
The City of Van, TX (A3) has a small tax base and limited local economy, though taxable
values have increased recently and are expected to further grow in the near term with
additional development underway. The city's finances are strong though nominally small.
The debt burden is elevated compared to peers though there are no immediate plans for
additional debt and the pension liability is manageable.

Credit strengths

» Strong finances relative to revenue

» Manageable pension liability

Credit challenges

» Small tax base and limited local economy with below average resident income

» Elevated debt relative to the tax base

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

Factors that could lead to an upgrade

» Substantial tax base growth

» Trend of surplus operations that materially bolster reserves

» Moderation of the debt burden

Factors that could lead to a downgrade

» Material decline of the tax base

» Deficit operations leading to decline in reserves and/or liquidity

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1337744
https://www.moodys.com/credit-ratings/Van-City-of-TX-credit-rating-800040454/summary
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Key indicators

Exhibit 1

Van (City of) TX

2017 2018 2019 2020 2021
Economy/Tax Base
Total Full Value ($000) $102,007 $122,470 $112,449 $137,089 $146,976
Population 2,671 2,649 2,669 2,706 2,706
Full Value Per Capita $38,191 $46,233 $42,132 $50,661 $54,315
Median Family Income (% of US Median) 92.8% 82.5% 81.2% 80.6% 80.6%
Finances
Operating Revenue ($000) $2,397 $2,217 $2,533 $2,098 $3,838
Fund Balance ($000) $1,183 $717 $786 $743 $1,136
Cash Balance ($000) $1,121 $593 $610 $649 $1,069
Fund Balance as a % of Revenues 49.4% 32.3% 31.0% 35.4% 29.6%
Cash Balance as a % of Revenues 46.8% 26.7% 24.1% 30.9% 27.8%
Debt/Pensions
Net Direct Debt ($000) $3,859 $3,586 $8,230 $7,813 $7,782
3-Year Average of Moody's ANPL ($000) $844 $787 $741 $751 $899
Net Direct Debt / Full Value (%) 3.8% 2.9% 7.3% 5.7% 5.3%
Net Direct Debt / Operating Revenues (x) 1.6x 1.6x 3.2x 3.7x 2.0x
Moody's - ANPL (3-yr average) to Full Value (%) 0.8% 0.6% 0.7% 0.5% 0.6%
Moody's - ANPL (3-yr average) to Revenues (x) 0.4x 0.4x 0.3x 0.4x 0.2x

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

Profile
The City of Van, TX is located in Van Zandt County, approximately 70 miles east of Dallas (A1 stable). The city covers three square miles
and has an estimated population of 2,800.

Detailed credit considerations
Economy and tax base
The City of Van has a limited local economy with a tax base that will remain small relative to peers for the foreseeable future. The main
driver of the local economy is its location directly on Interstate 20, which has driven the construction of some hotels as well as a Love's
Travel Stop. The city also serves as a service center for the surrounding rural area, providing commercial services such as a grocery store,
dining and banking. Still, the tax base is small with $151.8 million of full value for fiscal 2022. Tax base growth has averaged 8.3% over
the past five years. With additional commercial and residential development currently underway south of Interstate 20, the tax base is
likely to grow in the near term.

Resident income levels are below average at 80.6% of the nation as of the 2020 American Community Survey, though it has fluctuated
significantly (as low as 76% in 2012 and as high as 100% in 2016) due to the city's small population making estimation difficult.
Unemployment in Van Zandt County is low at only 3.2% as of May 2022, compared to 3.8% for the state and 3.4% for the nation in
the same period.

Financial operations and reserves
The city's fund balance is strong as a percentage of revenues and is likely to remain healthy going forward, though reserves are small on
a nominal basis. The fiscal 2021 general fund surplus of $73,000 brought the available general fund balance to $1.1 million or 29.6% of
revenue. When netting out the large transfer from the utility fund to the general fund for capital, the available fund balance equates to
an even more robust 45.5% of revenue. The available fund balance is likely to increase in the near term with city officials anticipating
a fiscal 2022 general fund surplus. The city does not maintain a debt service fund but instead transfers the debt service property tax
proceeds to the utility fund to pay debt service on utility supported, property tax secured debt. In fiscal 2021, the utility fund ended

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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the year with no cash due to a significant transfer to the general fund to support continued water and sewer development in the city.
In July 2022, the city implemented water and sewer fee increases to bolster water and sewer fund cash reserves and ensure continued
liquidity within the fund.

Historically, the city's two main revenue sources are sales tax (33% of fiscal 2020 general fund revenue) and property tax (29%). The
property tax rate is $6.00 per $1,000 of valuation for fiscal 2022, with $4.66 used to fund general fund operations and the remaining
$1.34 used to pay debt service.

Liquidity
The city's liquidity is strong yet nominally small and expected to move in tandem with fund balance for the near term. The general fund
held $1.1 million in cash and equivalents in fiscal 2021 or 27.8% of general fund revenue. The city's liquidity should improve in the short
term based on expectations for fiscal 2022.

Debt and Pensions
The debt burden is likely to remain elevated over the next several years due to slow principal amortization. Post issuance, Van has $10.7
million of total debt outstanding, of which $9.7 million is general obligation limited tax secured. The city's general obligation debt is
supported by the utility enterprise, however recurring utility revenues do not currently provide full coverage of debt service. Direct debt
outstanding is equivalent to 6.9% of fiscal 2022 assessed valuation, which is much higher than similarly rated peers. City officials do
not plan on issuing debt within the next two years.

Legal security
The certificates are payable from a direct and continuing annual ad valorem tax levied within the limits prescribed by law, on all taxable
property within the city. The certificates are additionally payable from a subordinate lien on and pledge of the net revenues of the city's
waterworks and sewer system.

Debt structure
All of the city's debt is fixed rate. Amortization is slow with only 38.5% of debt scheduled to be retired over the next 10 years.

Debt-related derivatives
The city is not party to any debt-related derivative agreements.

Pensions and OPEB
The city contributes to the Texas Municipal Retirement System (TMRS), a multiple-employer agent pension plan administered by the
state. Budgetary pressures due to the city's participation in the plan are expected to remain manageable in the near term. The city
contributed $53,000 to the plan in fiscal 2021, which is equivalent to 1.4% of operating revenue. The Moody's adjusted net pension
liability (ANPL) is low at only 0.6% of assessed valuation. ANPL reflects certain adjustments we make to improve comparability of
reported pension liabilities with other entities and are not intended to replace the city's reported contribution information or the
reported liability information of the statewide cost-sharing plans. The only other post-employment benefit plan the city participates
in is the TMRS Supplemental Death Benefits Fund, however there are no material costs to the city associated with participation in this
plan.

ESG considerations
Environmental
The local government sector generally has low exposure to environmental risks. According to data from Moody's ESG Solutions,
the city has medium exposure to floods, heat stress and water stress and high exposures to wildfires. The city has low exposure to
hurricanes. The state has taken action to help mitigate water stress risk within its borders by issuing general obligation debt through the
Texas Water Development Board (TWDB) since the 1950s to finance a variety of water conservation and supply projects. The risks are
also mitigated by a history of state and federal disaster aid, which has provided substantial reimbursement to Texas local governments
in the event of disasters.

Social
Social considerations are incorporated into the economy and tax base section. Please refer to that section for more detailed credit
information.
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Governance
The city operates under a council/manager form of government with a city council comprised of the mayor and five council members.
All positions are elected at large for two year staggered terms. The city manager is the chief administrative officer for the city.

Texas Cities have an institutional framework score 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 because 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
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

Scorecard Factors and Subfactors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $151,842 Baa

Full Value Per Capita $56,113 A

Median Family Income (% of US Median) 80.6% A

Finances (30%)

Fund Balance as a % of Revenues 29.6% Aa

5-Year Dollar Change in Fund Balance as % of Revenues 0.9% A

Cash Balance as a % of Revenues 27.8% Aaa

5-Year Dollar Change in Cash Balance as % of Revenues -3.2% Baa

Notching Factors:
[2]

Unusually Volatile Revenue Structure Down

Other Scorecard Adjustment Related to Finances: small nominal reserves Down

Management (20%)

Institutional Framework Aa Aa

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

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 6.9% Baa

Net Direct Debt / Operating Revenues (x) 2.7x A

3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%) 0.6% Aaa

3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x) 0.2x Aaa

Notching Factors:
[2]

Unusually Strong or Weak Security Features Up

Scorecard-Indicated Outcome A2

Assigned Rating A3

[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: US Census Bureau, Van (City of), TX’s financial statements and Moody’s Investors Service
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