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Worcester (City of), MA
New Issue - Moody's assigns Aa3 to Worcester, MA's GO
Refunding Bonds

Summary Rating Rationale
Moody’s Investors Service has assigned a Aa3 rating to the City of Worcester, Massachusetts'
$33.19 million General Obligation Advance Refunding Bonds of 2017. Moody's maintains the
Aa3 rating with stable outlook on the city's outstanding general obligation bonds.

The Aa3 rating reflects the stable financial position supported by formal fiscal policies, an
elevated debt burden, and significant unfunded liabilities for pension and OPEB. The rating
also incorporates a sizeable tax base anchored by multiple health and higher education
institutions and strong redevelopment potential.

Exhibit 1

Stable Financial Operations Have Contributed to Improving But Still Limited Reserves
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Credit Strengths

» Sizeable tax base with strong redevelopment potential

» Stabilizing presence of higher education and health care institutions

» Trend of balanced financial operations

» Conservative approach to budgeting revenues and managing expenditures
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Credit Challenges

» High debt burden

» Below average available reserves relative to the size of operating budget

» Moderate reliance on state aid as revenue source

» Significant long-term liabilities for pension and OPEB

Rating Outlook
The stable outlook reflects our expectation that the city will continue to adhere to its detailed long-term financial plan and maintain a
stable financial position with continued growth in the tax base.

Factors that Could Lead to an Upgrade

» Continued operating surpluses resulting in significant growth in reserves

» Steady progress toward reducing unfunded pension and OPEB liabilities

» Material tax base expansion and improvement of demographic profile

» Sizeable reduction in debt burden

Factors that Could Lead to a Downgrade

» Continued growth in the debt burden over the near term

» Decline in available reserves

» Lack of progress in funding long-term liabilities

» Erosion of the tax base

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 2

Worcester (City of) MA 2012 2013 2014 2015 2016

Economy/Tax Base

Total Full Value ($000)  $   11,928,304  $    12,173,645  $    12,173,645  $    11,615,944  $    11,615,944 

Full Value Per Capita  $           65,730  $          66,925  $           66,701  $          63,343  $          62,855 

Median Family Income (% of US Median) 86.5% 89.2% 87.1% 85.2% 85.2%

Finances

Operating Revenue ($000)  $        585,700  $        605,899  $        635,040  $         581,613  $         616,615 

Fund Balance as a % of Revenues 6.4% 7.4% 7.2% 7.9% 8.8%

Cash Balance as a % of Revenues 13.4% 15.1% 15.5% 17.8% 18.5%

Debt/Pensions

Net Direct Debt ($000)  $        658,335  $        807,502  $        820,949  $        830,062  $         852,261 

Net Direct Debt / Operating Revenues (x) 1.1x 1.3x 1.3x 1.4x 1.4x

Net Direct Debt / Full Value (%) 5.5% 6.6% 6.7% 7.1% 7.3%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 1.1x 1.2x 1.3x 1.5x 1.5x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 5.3% 6.2% 6.7% 7.7% 7.8%

As of June 30 fiscal year-end; Full value = equalized value
Source: Moody's Investors Service and city's audited financial statements

Recent Developments
Fiscal 2017 year-end operations in the General Fund are positive with an expected surplus of almost $7 million due to positive variance
in revenues while expenditures were $1 million under budget with a snow and ice deficit that was covered out of favorable variances
on other expenditures. The surplus will provide for an increase in undesignated fund balance of more than $2 million, the remaining
surplus will be restricted or allocated per the financial policy.

Additionally, the City Council has adopted seven updates to the city's five point plan (long term financial plan). The updates include a
new high school construction stabilization fund, an increase to targeted reserve levels to 10% of budget from 5%, and a more defined
debt affordability policy that includes annual debt service requirements of no more than 8-10% of the annual operating budget. These
three updates will help to control and mitigate the recent rise in the city's debt burden that we consider to be the primary credit
challenge to the city over the near term.

The detailed rating considerations have no material new information since our credit opinion dated July 18, 2017.

Detailed Rating Considerations
Economy and Tax Base: A regional economic center anchored by universities and healthcare
We expect Worcester, the second most populous city in New England, to experience modest new growth in its large, primarily
residential tax base. The city's taxbase is currently valued at $12.2 billion (2017 equalized value) and the regional real estate market
continues to settle as moderate new development continues. Economic revitalization efforts and leveraging of the city's medical and
higher education sectors have contributed to steady but modest commercial redevelopment. Assessed values have increased for four
consecutive years including a healthy 9.2% gain in 2017.

Large scale redevelopment of downtown continues, anchored by the City Square project. City officials expect this $565 million,
multi-phased development to create 2.2 million square feet of commercial, medical, retail, entertainment, and residential space. The
additional development of the CSX facility and improvements to the Union Station intermodal transportation center serving the MBTA,
Amtrak and bus services, will further enhance the city’s already favorable location. Worcester is roughly equidistant (approximately 44
miles) to the cities of Boston (Aaa stable) and Providence, RI (Baa1 negative).

Worcester's wealth and income levels are below average. Median family income and per capita income are both roughly 85% of
national medians. This partially reflects large health care and educational components of the local economy, which also represent a
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number of the city's top employers, including the UMass Memorial Health Care (Baa3 stable), College of the Holy Cross (Aa3 stable),
Clark University (A1 stable), Worcester Polytechnic Institute (A1 stable), Worcester State University (A2 stable), and Massachusetts
College of Pharmacy and Health Sciences (MCPHS University, A1 positive). Students account for roughly 16.5% of the city's 182,669
population and moderately depress the city's overall income levels. The city's unemployment rate of 5.4% (July 2017) has historically
trended higher than the state (4.4%) and US (4.6%). Fiscal 2017 equalized value per capita is also relatively modest at $66,219, but
increases to roughly $89,000 when considering the value of tax-exempt property in the city, estimated at approximately $4.5 billion.

Financial Operations, Reserves and Liquidity: Operations expected to remain stable due to conservative budgeting and
fiscal management
Worcester's financial position will likely remain stable given management’s commitment to its comprehensive five-point long-term
financial plan. The plan includes a five year budget forecast which projects a minimal average annual budget deficit of $3 million (fiscal
2017 – 2021), or less than 1% of expenditures. The forecast is conservative and the city has historically eliminated minor budget gaps as
the respective years’ budget adoption approaches.

The fiscal 2016 audited financial report reflects an Operating Funds (General Fund and Debt Service Fund) of $7.3 million (net of
bond premium), the city's sixth consecutive operating surplus. The surplus is attributable to positive variance in local revenue receipts
and conservative expenditure budgeting. The surplus increased the available Operating Funds (committed, assigned and unassigned)
balance to $54.6 million or 8.8% of operating revenues. Given the challenges of rising education costs and employee benefits against
limited revenue raising ability under Proposition 2½, it will be difficult for the city to materially grow operating reserves as a percent
of revenues beyond the narrow levels they currently maintain. The city does, however, expect the recent trend of modest growth in
reserves to continue. In addition to the narrow General Fund reserves, the city has built up a large Internal Service Fund balance of
$22.1 million to offset health insurance costs. The additional reserve, combined with unused levy capacity of over $11 million, provides
the city with greater operating flexibility and confidence of maintaining stable operations over the near term.

Preliminary unaudited fiscal 2017 operating results in the General Fund are positive and reflect an increase of over $2 million in
undesignated fund balance. Revenues reflect positive variance while expenditures were $1 million under budget and a snow and ice
deficit was covered by budgetary reversions.

The fiscal 2018 budget increased 2.4% over the prior year driven by education, health insurance and retirement costs. The budget is
balanced with a tax levy increase to the limit plus conservative assumptions for new growth, local receipts and state aid and with no
use of free cash or stabilization funds.

LIQUIDITY

The net cash position in the General and Debt Service Funds at the close of fiscal 2016 was $114.3 million or 18.5% of operating
revenues.

Debt and Pensions: Elevated long term liabilities for debt, pension and OPEB
Worcester's net direct debt burden is well above average at 5.9% as of the current issuance based on 2017 Equalized Value. Debt
service expenditures, however, make a moderate claim on operations. Water and sewer enterprise debt contribute to the large debt
burden. Despite the stable operations of the water and sewer enterprise funds, we do not net out the respective debt, given the annual
operating coverage is less than 1 times and does not meet our definition of self-supporting. Including the significant overlapping debt
of the Upper Blackstone Water Pollution Abatement District (Aa3), the overall debt burden is 7%. The city also maintains a five-year
capital improvement plan (FY18-22) totaling $304.4 million that covers equipment, building rehabilitation and infrastructure. The
authorized unissued amount is $491 million.

DEBT STRUCTURE

All debt is fixed rate with 71% of principal retired in ten years. The fiscal 2016 debt service of $67.6 million represented 11.1% of
operating expenditures.

DEBT-RELATED DERIVATIVES

Worcester is not party to any interest rate swaps or other derivative agreements.
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PENSIONS AND OPEB

The city contributes to the Worcester Regional Contributory Retirement System, a multi-employer public employee defined benefit
pension plan for all employees other than teachers and certain administrators. The city continues to fully fund its required contribution,
as required for all Massachusetts municipalities, which was $39.3 million or 6.5% of operating expenditures in fiscal 2016. The 2016
three-year average Moody's adjusted net pension liability (ANPL) under Moody's methodology for adjusting reported pension data, is
approximately $900 million, or an average 1.46 times operating revenues, or a high 7.8% of equalized value. The ANPL has risen given
the recent reduction in the discount rate to 7.75%.

Worcester remains challenged to address a large unfunded liability for post-employment health benefits (OPEB). According to the
actuarial study dated July 1, 2015, the city's liability was $860.9 million. The city funded approximately 41% of the 2016 OPEB ARC,
representing $22 million. Notably, the city has adopted a policy to fund the OPEB liability over the long term and continues to make
annual deposits into an OPEB trust that has a balance of $8.9 million as of June 30, 2016.

Total fixed costs in fiscal 2016, including debt service, required pension contributions and retiree healthcare payments, represented
$129 million, or an elevated 21.1% of operating expenditures.

Management and Governance
Management is strong as evidenced by the adoption of and adherence to a comprehensive set of formal financial policies. Additionally,
the city maintains a long-range capital improvement plan to help prioritize and guide capital investment.

Massachusetts cities have an institutional framework score of “Aa,” or strong. Revenues are highly predictable due to a heavy reliance
on property taxes. Cities have a moderate revenue-raising ability given the Proposition 2 ½ levy limit. Expenditures primarily consist of
personnel costs, as well as education costs for cities that manage school operations, and are highly predictable given state-mandated
school spending guidelines and employee contracts. Cities have a moderate expenditure reduction ability given the high presence of
collective bargaining contracts, offset by low fixed costs in most cases.

Legal Security
Debt service on the bonds is secured by the city's general obligation limited tax pledge as debt service has not been voted exempt from
the property levy limitations of Proposition 2 ½.

Use of Proceeds
Proceeds of the bonds will provide an advance refunding of bonds dated November 1, 2011 and November 1, 2010 for an estimated net
present value (NPV) savings of $3.3 million or 9.8% of refunded principal with no extension of maturity.

Obligor Profile
Worcester, the second largest city in New England, is located approximately 45 miles from Boston, along several major transportation
routes. The city is home to several higher education and healthcare institutions and serves as a regional employment center. The city
has an estimated population of 182,669.

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.

5          6 October 2017 Worcester (City of), MA: New Issue - Moody's assigns Aa3 to Worcester, MA's GO Refunding Bonds



MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

Ratings

Exhibit 3

WORCESTER (CITY OF) MA
Issue Rating
General Obligation Advance Refunding Bonds of
2017

Aa3

Rating Type Underlying LT
Sale Amount $33,190,000
Expected Sale Date 10/16/2017
Rating Description General Obligation

Limited Tax
Source: Moody's Investors Service
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