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Little Elm, TX's (Aa2) credit profile is supported by its strong financial reserves, which have
materially strengthened because of a multiyear trend of operating surpluses and will remain
strong despite the town's budgeted spend down of general fund reserves over the next few
years. The credit profile also reflects the town's rapid tax base growth over the past five
years, driven by population growth and residential development, in addition to its favorable
location in the Dallas-Fort Worth metroplex. The town's debt and pension burdens are
moderate, and will remain manageable over the next few years even with plans for additional
debt issuance.
On July 1 Moody's upgraded the town's issuer and GOLT ratings to Aa2 from Aa3.
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» Strong financial position
» Rapidly growing tax base
» Favorable location in the Dallas-Fort Worth metroplex

Credit challenges
» Growing service needs resulting from rapid population growth

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 expansion of the tax base
» Material moderation of the debt burden

Factors that could lead to a downgrade
» Tax base contraction
» Significant erosion of financial reserves or liquidity
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Key indicators
Exhibit 1

Little Elm (Town of) TX
Economy/Tax Base
Total Full Value ($000)
Population
Full Value Per Capita
Median Family Income (% of US Median)
Finances
Operating Revenue ($000)
Fund Balance ($000)
Cash Balance ($000)
Fund Balance as a % of Revenues
Cash Balance as a % of Revenues
Debt/Pensions
Net Direct Debt ($000)
3-Year Average of Moody's ANPL ($000)
Net Direct Debt / Full Value (%)
Net Direct Debt / Operating Revenues (x)
Moody's - ANPL (3-yr average) to Full Value (%)
Moody's - ANPL (3-yr average) to Revenues (x)

2016

2017

2018

2019

2020

$2,423,877
33,842
$71,623
135.0%

$2,866,056
39,471
$72,612
137.2%

$3,369,313
42,889
$78,559
137.2%

$3,903,825
45,967
$84,927
135.9%

$4,388,888
44,530
$98,560
135.9%

$32,155
$11,482
$10,755
35.7%
33.4%

$36,499
$16,407
$14,714
45.0%
40.3%

$40,362
$22,301
$22,433
55.3%
55.6%

$42,045
$22,393
$21,934
53.3%
52.2%

$48,024
$26,511
$27,345
55.2%
56.9%

$60,217
$15,405
2.5%
1.9x
0.6%
0.5x

$59,039
$19,911
2.1%
1.6x
0.7%
0.5x

$70,115
$21,826
2.1%
1.7x
0.6%
0.5x

$70,716
$24,347
1.8%
1.7x
0.6%
0.6x

$68,723
$31,188
1.6%
1.4x
0.7%
0.6x

Sources: US Census Bureau, Little Elm (Town of) TX’s financial statements and Moody’s Investors Service

Profile
The Town of Little Elm is located about 30 miles northwest of downtown Dallas (A1 stable) in Denton County (Aaa stable). The town
has a current population of roughly 46,000.

Detailed credit considerations
Economy and tax base: rapidly growing tax base
The town’s rapid tax base growth is likely to continue as a result of its favorable location in the Dallas-Fort Worth metroplex. Located
about 30 miles northwest of downtown Dallas and just west of Frisco, the town has averaged 14.1% annual growth in full value over
the past five years, growing to a fiscal 2021 full valuation of $4.7 billion. Preliminary values indicate a 10% increase in full valuation
for fiscal 2022. Tax base growth has been largely driven by residential development, as the town issued a record number of single
family permits in 2020 and town officials also anticipate that a 2,100 home subdivision is likely to break ground in the coming months.
Though the town remains primarily residential, commercial development has increased in recent years as well, with a number of
companies planning expansions and new developments in the near future.
The local economy has also been bolstered by the town's rapid population growth; the population grew from roughly 26,000 in 2010
to 46,000 in 2019. While the population growth is credit positive, the rapid rate of growth does present a challenge to the town as the
service needs of the community increase at a correspondingly rapid rate. Favorably, resident income metrics are above average with
adjusted median family income at 135.9% of the US median. The local economy has largely recovered from the coronavirus pandemic,
and the unemployment rate in Denton County was a low 4.9% as of April 2021.
Financial operations and reserves: materially strengthened reserves
Reserves are strong and are likely to remain healthy over the next few years given the town's track record of strong budget
management. Although the town is currently budgeting to use about $11 million of general fund balance on various projects over the
next five years, management’s conservative budgeting of revenue and expenditures will likely result in a more modest draw on fund

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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balance. In fiscal 2021, the town originally budgeted a general fund deficit and is now projecting a $1.5 million surplus. The town also
intends to keep to its policy of maintaining a minimum of 25% of annual expenditures in reserves, which it has greatly exceeded in
each of the past 5 years.
The town generated a $4.2 million general fund surplus in fiscal 2020, marking five consecutive years of surplus operations. The surplus
was attributable to greater than budgeted tax revenue and federal aid, in conjunction with less than budgeted expenditures. General
fund balance grew to $25.5 million, equal to a strong 59.4% of general fund revenue. Total available operating funds, inclusive of the
general fund and debt service fund, grew to $26.5 million or 55.2% of operating revenue. This represents a significant five-year increase
in available operating fund balance from $7.7 million in 2015.
Liquidity

The town’s liquidity position is strong. Net operating cash is $27.3 million, equivalent to 56.9% of operating revenue. Liquidity is likely
to remain in line with fund balance.
Debt and pensions: manageable debt burden
The town’s debt burden is moderate, and will remain manageable despite plans for additional debt issuance. At fiscal 2020 year end,
the town had $94.2 million of GOLT debt outstanding, of which $36.8 million is considered to be self-supporting from pledged surplus
revenue of the town’s waterworks and sewer system. In addition, the town guarantees $11.3 million of notes payable of the town's
Economic Development Corporation and makes payments to North Texas Municipal Water District from gross revenue of the town’s
waterworks and sewer system on $795,000 of outstanding contract revenue bonds. Excluding self-supporting debt, the town’s net
direct debt burden of $68.7 million is equivalent to a modest 1.4% of fiscal 2021 full value or 1.4x operating revenue. The town plans
to issue $25 million in certificates of obligation later this year and $13.8 million of certificates of obligation in 2023, though continued
revenue growth will keep the debt burden manageable.
Legal security

The town’s outstanding GOLT bonds and certificates of obligation are payable from the proceeds of an annual ad valorem tax levied,
within the limits prescribed by law, against all taxable property within the town. The certificates are additionally secured by a limited
pledge of surplus net revenue from the town’s waterworks and sewer system.
The contract revenue bonds are payable from gross revenues of the town’s waterworks and sewer system, and to the extent required,
from the levy of ad valorem taxes, within the limits prescribed by law.
Debt structure

All of the town's debt is fixed rate and amortizes over the long term. The town's payout is average with 71.3% of principal retired within
10 years and final maturity in fiscal 2040.
Debt-related derivatives

The town is not a party to any derivative agreements.
Pensions and OPEB

The town has a manageable pension burden, based on unfunded liabilities for its share of the Texas Municipal Retirement System
(TMRS), a multi-employer agent plan administered by the state. The town reported unfunded pension liabilities of $5.8 million
based on a 6.75% discount rate as of September 30, 2020. Moody's adjusted net pension liability (ANPL) for the town, based on our
methodology for adjusting reported pension liabilities under which we currently discount future liabilities at 3.22%, is $42.9 million or
0.9 times operating revenue. Pension contributions were $1.5 million in fiscal 2020, notably below Moody's “tread water” calculation
of $2.5 million. Moody's adjusted net Other Post-Employment Benefits (OPEB) liability for the town as of fiscal 2020 was $372,000 or
less than 0.01x operating revenue.
Total fixed costs in fiscal 2020, inclusive of debt service and pension and OPEB contributions, totaled a manageable 19.2% of operating
revenue.
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ESG considerations
Environmental
The local government sector generally has low exposure to environmental risks. The town’s exposure to rising environmental risks is
moderate compared to peer cities nationwide. According to data from Moody's affiliate Four Twenty Seven, the town has medium
exposure to heat stress, water stress and extreme rainfall, and does not have risk exposure to hurricanes or sea level rise. Favorably,
federal and state governments help mitigate the town's exposures. The State of Texas (Aaa stable) 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 an important factor in the town’s credit quality. Population has grown robustly over the past decade, from
about 26,000 residents in 2010 to roughly 46,000 residents in 2019. Resident income levels are above average compared to the
nation, with a median family income of 135.9% of the US median per the 2019 American Community Survey. Housing costs are
relatively affordable with the median home value equivalent to 117.3% of the national median. The unemployment rate in Denton
County was 4.9% in April 2021, below the state and national rates of 6.3% and 5.7%, respectively.
Governance
Little Elm’s management team has demonstrated prudent budgeting practices and effective long-term financial planning, as reflected
in its multiyear growth trend in fund balance and liquidity. Management’s ability to maintain fund balance and financial flexibility as
the population continues to grow and demand for services increases will be an important credit considerations over the next several
years.
Texas Cities have an institutional framework score of "Aa," which is strong. Institutional Framework scores measure a sector's legal
ability to increase revenue 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 revenue 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 revenue 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.
The two notch distinction between the scorecard indicated outcome and the assigned rating reflects the potential for significant
increases in operating expenditures and capital costs resulting from rapid population growth.
Exhibit 2

Little Elm (Town of) TX
Rating Factors

Economy/Tax Base (30%)[1]
Tax Base Size: Full Value (in 000s)
Full Value Per Capita
Median Family Income (% of US Median)
Finances (30%)
Fund Balance as a % of Revenues
5-Year Dollar Change in Fund Balance as % of Revenues
Cash Balance as a % of Revenues
5-Year Dollar Change in Cash Balance as % of Revenues
Management (20%)
Institutional Framework
Operating History: 5-Year Average of Operating Revenues / Operating Expenditures
Debt and Pensions (20%)
Net Direct Debt / Full Value (%)
Net Direct Debt / Operating Revenues (x)
3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%)
3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x)
Notching Factors:[2]
Unusually Strong or Weak Security Features

Measure

Score

$4,232,288
$95,044
135.9%

Aa
Aa
Aa

55.2%
39.2%
56.9%
41.3%

Aaa
Aaa
Aaa
Aaa

Aa
1.1x

Aa
Aaa

1.6%
1.4x
0.7%
0.6x

A
A
Aa
Aa

Scorecard-Indicated Outcome
Assigned Rating

Up
Aaa
Aa2

[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.
Sources: US Census Bureau, Little Elm’s financial statements and Moody’s Investors Service
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