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Summary
The City of Newport (Aa3) benefits from strong reserves, operating flexibility, and a low
pension burden as the city largely contracts for public safety services. Its tax base is small
compared to peer cities, though recent developments and valuation growth and its favorable
location in the Twin Cities metro provide credit uplift. The city plans on borrowing in fiscal
2021 for a new city hall and public safety building, which will double its debt, leaving it above
average.

On November 24, 2020 Moody's upgraded the city's general obligation unlimited tax
(GOULT) rating to Aa3 from A1.

Credit strengths

» Growing tax base favorably located near the Twin Cities

» Strong reserves and financial operations

» Low pension burden

Credit challenges

» Tax base is small compared to peers

» Upcoming debt plans will leave debt above average

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

Factors that could lead to an upgrade

» Continued tax base expansion and improvement in resident incomes

» Moderation of the debt burden

Factors that could lead to a downgrade

» Substantial draws on reserves

» Large increase in debt or pension burdens

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1254175
https://www.moodys.com/credit-ratings/Newport-City-of-MN-credit-rating-600027350/summary
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Key indicators

Exhibit 1

Newport (City of) MN

Newport (City of) MN 2015 2016 2017 2018 2019
Economy/Tax Base
Total Full Value ($000) $307,966 $326,150 $342,752 $363,480 $380,862
Population 3,470 3,459 3,485 3,506 3,506
Full Value Per Capita $88,751 $94,290 $98,351 $103,674 $108,631
Median Family Income (% of US Median) 110.4% 108.1% 106.6% 102.1% 102.1%
Finances
Operating Revenue ($000) $3,701 $3,592 $3,596 $3,800 $4,082
Fund Balance ($000) $3,013 $3,273 $3,598 $3,520 $4,175
Cash Balance ($000) $3,157 $3,782 $4,030 $4,249 $4,748
Fund Balance as a % of Revenues 81.4% 91.1% 100.1% 92.6% 102.3%
Cash Balance as a % of Revenues 85.3% 105.3% 112.1% 111.8% 116.3%
Debt/Pensions
Net Direct Debt ($000) $5,560 $7,105 $6,570 $9,115 $6,145
3-Year Average of Moody's ANPL ($000) $4,135 $4,295 $3,845 $6,525 $1,729
Net Direct Debt / Full Value (%) 1.3% 1.3% 1.1% 1.8% 1.6%
Net Direct Debt / Operating Revenues (x) 1.1x 1.2x 1.1x 1.7x 1.5x
Moody's - ANPL (3-yr average) to Full Value (%) 1.7% 1.6% 1.1% 0.7% 0.5%
Moody's - ANPL (3-yr average) to Revenues (x) 1.4x 1.4x 1.1x 0.7x 0.4x

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

Profile
The City of Newport is located in Washington County (Aaa stable) in eastern Minnesota and is a southeastern suburb within the Twin
Cities metro area. The city's population is about 3,500, and it provides general municipal services, water, sewer, and storm sewer
utilities while contracting for police and fire services.

Detailed credit considerations
Economy and tax base
The city's tax base will continue to grow due to ongoing residential and industrial developments and its favorable location in the Twin
Cities metro, though the tax base will remain small compared to peers. At $381 million in full value, the tax base trails the national
median for Aa-rated peer cities of $2.5 billion. Yet the city has been experiencing a strong 5-7% growth annually since 2015, and
growth will likely continue for at least two more years as valuations increase from new warehouse and distribution centers and roughly
500 new housing units at varying levels of construction. There is still much land for development within the city as well. We expect full
value to exceed $500 million within the next few years based on a surge in building permits.

The primary risk to further development is the city's ongoing challenges with flooding from the Mississippi River, discussed more in the
Environmental section of this report. The tax base is somewhat concentrated with Xcel Energy making up 17% of market values. While
it comprises a large portion of the market values, officials report that it only comprises about 2% property tax revenue. The company
owns a substation and fleet facility in the city.

Financial operations and reserves
The city's financial reserves will remain strong compared to revenue for at least the next few years. City management expects to add
$100,000 to $200,000 in fund balance for fiscal 2020 (ending December 31) even after transferring $600,000 of its own reserves for
its upcoming city hall project. The city also sold land for an estimated gain of $1.2 million to be used for the city hall project. The city
received about $280,000 in state distributed CARES Act funding that it is using to offset health and public safety expenses in fiscal
2020.

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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For fiscal 2021, the city will likely add slightly to fund balance given a 13% increase to its general levy with no major increases in
general expenditures. New developments have allowed the city to increase its overall levy without increasing tax paid by individual
property owners. The city's fund balance policy is to maintain 50% of revenue in reserve, and we do not expect the city will fall below
this reserve level for at least the next several years.

Debt, pensions and OPEB
Newport's total leverage will remain moderate as its low pension burden offsets upcoming increases in its debt burden. The city plans
on borrowing in fiscal 2021 for a new city hall and public safety building, which will double its debt, leaving its debt burden at around
3.0x revenue or 3.0% of full value, which is above average compared to peer cities. The city has no debt plans beyond this and plans to
fund its remaining capital needs through state sewer grants. Its pension burden is low as the city is not directly exposed to public safety
pension plans as it contracts for police services with Washington County and pays for fire services on an as-needed basis. Despite the
low direct burden, the city is subject to cost increases if the county's pension funding needs rise. Fixed costs, inclusive of debt service
and retirement contributions are a moderate 16% of revenue in fiscal 2019, though we expect they will increase to about 25% of
revenue after its planned issuance in 2021.

Legal security
The city's general obligation unlimited tax (GOULT) bonds are secured by a full faith and credit pledge with authority to raise property
taxes unlimited as to rate or amount. The bonds are additionally secured by a statutory lien.

ESG considerations
Environmental
According to Moody's data affiliate Four Twenty Seven, Washington County has medium exposure to heat and water stress, low risk of
extreme rainfall, and no risk from hurricanes or sea level rise. The city's primary environmental risk is flooding from the Mississippi River,
which flanks the city to the west. A major flooding event in 2019 required some homes to evacuate. Through grants from FEMA and
the state, the city is upgrading its storm sewer system and buying and demolishing homes in the floodplain. The city is also monitoring
contamination from PFAS, which has so far affected neighboring communities but not Newport itself.

Social
Resident incomes in the city are in line with the nation, and the unemployment rate in Washington County is lower than the state and
nation. The county has benefitted from population growth over the past decade, leading to a 6-9% growth in the county's labor force
growth over the same period. The city's largest employer by far is Bailey's, a plant nursery with 800 employees, and city management
reports the business is operationally healthy. The city is less than 20 miles from downtown Minneapolis (Aa1 stable) and St. Paul (Aa1
stable), providing ample employment opportunities.

Governance
Minnesota cities 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 cities rely primarily on property taxes and state Local Government
Aid (LGA), which is distributed based on demographic and tax base factors. Revenue-raising flexibility is moderate as cities generally
benefit from unlimited levying authority, except during years in which the state has imposed limits. Levy limits are not currently in
place for cities. Across the sector, fixed and mandated costs are relatively high. Expenditures mostly consist of personnel costs, which
are highly predictable.

The city maintains a 10-15 year capital plan and a conservative fund balance policy of 50% of revenue in reserve. The city has just 11
full time employees and no full time public safety staff. The city began contracting police services with the county in 2015 and does not
plan to return to a full time police staff. The city is primarily funded through property tax revenue, a relatively stable revenue source.
Growth in building permits in recent years has also helped to build reserves.
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https://www.moodys.com/credit-ratings/Minneapolis-City-of-MN-credit-rating-600003562/summary
https://www.moodys.com/credit-ratings/St-Paul-City-of-MN-credit-rating-600035585/summary
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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 assigned rating of Aa3 differs from the Aa1 scorecard indicated outcome largely because of the city's still small tax base size
compared to higher rated cities.

Exhibit 2

Newport (City of) MN

Scorecard Factors and Subfactors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $380,862 A

Full Value Per Capita $108,631 Aa

Median Family Income (% of US Median) 102.1% Aa

Notching Factors:
[2]

Economic Concentration Down

Finances (30%)

Fund Balance as a % of Revenues 102.3% Aaa

5-Year Dollar Change in Fund Balance as % of Revenues 35.7% Aaa

Cash Balance as a % of Revenues 116.3% Aaa

5-Year Dollar Change in Cash Balance as % of Revenues 48.1% Aaa

Management (20%)

Institutional Framework Aa Aa

Operating History: 5-Year Average of Operating Revenues / Operating Expenditures 1.1x Aaa

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 1.6% Aa

Net Direct Debt / Operating Revenues (x) 1.5x A

3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%) 0.5% Aaa

3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x) 0.4x Aa

Notching Factors:
[2]

Unusually Strong or Weak Security Features Up

Other Scorecard Adjustment Related to Debt/Pensions: Upcoming debt will double debt burden Down

Scorecard-Indicated Outcome Aa1

Assigned Rating Aa3

[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: audited financial statements, US Census Bureau, Moody's Investors Service

Endnotes
1 The institutional framework score assesses a municipality’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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