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Maple Heights (City of) OH
Update following upgrade to Ba3 from B2

Summary
Maple Heights (Ba3 positive) has significantly improved its financial position, but will
continue to be challenged by its high reliance on income taxes and a weak economic and
demographic profile. The city’s debt burden is modest and amortization is rapid; however, the
pension burden is high.

On March 24, Moody's upgraded the issuer and general obligation limited tax (GOLT) ratings
to Ba3 from B2 and revised the outlook to positive.

Credit strengths

» Significantly improved financial position

» Modest debt burden

Credit challenges

» Exposure to economically sensitive revenues

» Below-average wealth and income indices

» High pension burden

Rating outlook
The positive outlook reflects the city’s progress toward rebuilding operating reserves. While
the improved financial position minimizes the probability of a near-term default, weak
economic conditions will remain a challenge. The outlook also considers the likelihood of
credit strengthening over the near term should the city continue to demonstrate structurally
balanced financial operations.

Factors that could lead to an upgrade

» Strengthening of the demographic and economic profile

» Sustained fiscal stability

» Moderated pension burden

Factors that could lead to a downgrade

» Sustained economic challenges that pressure revenue and operating reserves

» Substantial growth in leverage from debt and pensions

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1270117
https://www.moodys.com/credit-ratings/Maple-Heights-City-of-OH-credit-rating-600025976/summary
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Key indicators

Exhibit 1

Maple Heights (City of) OH 2015 2016 2017 2018 2019

Economy/Tax Base

Total Full Value ($000) $825,407 $747,056 $738,338 $736,367 $792,231 

Population              22,792              22,685              22,630              22,539              22,383 

Full Value Per Capita $36,215 $32,932 $32,627 $32,671 $35,394 

Median Family Income (% of US Median) 68.7% 68.4% 66.4% 64.8% 64.2%

Finances

Operating Revenue ($000) $12,043 $11,657 $11,373 $12,514 $13,561 

Fund Balance ($000) ($1,802) ($810) $201 $1,028 $3,441 

Cash Balance ($000) $0 $2 $2 $170 $2,168 

Fund Balance as a % of Revenues -15.0% -6.9% 1.8% 8.2% 25.4%

Cash Balance as a % of Revenues 0.0% 0.0% 0.0% 1.4% 16.0%

Debt/Pensions

Net Direct Debt ($000) $15,718 $13,612 $12,865 $12,121 $11,371 

3-Year Average of Moody's ANPL ($000) $53,960 $51,549 $50,710 $50,137 $49,333 

Net Direct Debt / Full Value (%) 1.9% 1.8% 1.7% 1.6% 1.4%

Net Direct Debt / Operating Revenues (x) 1.3x 1.2x 1.1x 1.0x 0.8x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 6.5% 6.9% 6.9% 6.8% 6.2%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 4.5x 4.4x 4.5x 4.0x 3.6x

Sources: Moody's Investors Service, the city's audited financial statements, US Census Bureau

Profile
Maple Heights is a suburban community located approximately 10 miles southeast of downtown Cleveland (A1 stable). It provides
municipal services, including public safety, public works and recreation, to over 22,000 residents.

Detailed credit considerations
Economy and tax base: Cleveland area suburb
The tax base and regional economy will remain challenged by elevated unemployment and weak demographic trends. Maple Heights
is an inner-ring suburb of Cleveland, consisting largely of residential property (65.6% of assessed valuation) with a notable commercial
component (20.2%). Between 2007 and 2018, the tax base experienced steep declines, with assessed values falling a cumulative
42.8%. Favorably, renewed development in recent years has resulted in growth of 7.6% and 0.5% in 2019 and 2020, respectively,
bringing full valuation to $795.9 million. There is some concentration, with the top 10 taxpayers comprising 17.3% of 2020 assessed
value.

Most city residents find employment throughout the greater Cleveland metropolitan area. Some of the larger employers in the
city include Maple Heights City School District (Baa2/rating under review for possible upgrade) and Sherwood Food Distributors.
GOJO Industries, which produces Purell and other sanitizers, purchased a 325,000-square-foot facility in Maple Heights to expand its
manufacturing capacity in light of increased demand for sanitizing products. The development is expected to create over 100 new jobs
during the first half of 2021.

Financial operations and reserves: significantly improved financial position
The city's financial position has strengthened considerably in recent years, supported by adherence to a fiscal recovery plan and
expenditure controls. Beginning in 2007, Maple Heights experienced rapid fiscal deterioration fueled by a mix of declining tax revenues
and insufficient cost control efforts, with general fund reserves bottoming out at negative $2.6 million in fiscal 2014. As a result,
the city was placed under fiscal watch by the Ohio Auditor of State in 2014 and then placed under fiscal emergency in fiscal 2015 in
response to the city defaulting on three state loans. Under fiscal emergency, a local government is required to prepare a recovery plan
and is subject to regular monitoring by the state auditor's office.

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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Steps taken by the city in conjunction with its recovery plan included new economic development to generate additional annual
revenue, the sale of capital assets, the passage of a levy to support operations of the senior center, and implementing a delinquent
property tax collection program. Maple Heights also increased its property tax millage to the maximum allowable under its city charter
in 2018. The city also made significant personnel expenditure reductions, which improved fund balance in each of the past five years
(see Exhibit 2). The city was removed from fiscal emergency in November 2020.

Exhibit 2

Implementation of recovery plan in 2015 has led to strengthened reserves
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Maple Heights closed fiscal 2019 with an available general fund balance of $3.4 million, equivalent to 25.4% of revenues. Estimates for
fiscal 2020 reflect a $3.9 million surplus, which would bring fund balance to 43% of estimated revenue. Across all governmental funds,
including non-major governmental funds used for debt service and essential services such as police and fire operations, the city closed
fiscal 2019 with an available fund balance of $4.8 million, or 23.7% of total governmental revenue.

The city's reliance on local income taxes leaves Maple Heights vulnerable to economic downturns. Income taxes are the city's largest
revenue source, accounting for 54.9% of fiscal 2019 general fund revenue and 35.6% of total governmental revenue. The drastic
improvement in operating reserves provides some cushion against revenue fluctuations, though sustained recovery will largely hinge on
management's continued proactiveness in controlling expenditures.

Liquidity
The city closed fiscal 2019 with a general fund cash position of $2.2 million, or 16% of revenue. Across all governmental funds, cash
totaled $5.6 million, or 27.8% of total governmental revenue.

Debt, pensions, and OPEB: modest debt, elevated pension burden
The city's modest debt burden is a credit strength, though its exposure to two poorly funded pension plans will remain a long-term
credit drag. All-in leverage is roughly $65.5 million, or 4.8x operating revenue (see Exhibit 3). Compared to all governmental revenue,
leverage is still elevated at 3.2x. Fixed costs, inclusive of debt service and pension contributions, consumed approximately 13.8% of
government-wide revenues in fiscal 2019.
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Exhibit 3

The majority of Maple Heights' leverage is attributed to its pension liabilities
2019

$$$

(000) % of Operating Revenues Discount Rate

Operating Revenue                                        13,561 n/a n/a

Reported Unfunded Pension Liability                                        20,612 152% 7.78%

Moody's Adjusted Net Pension Liability                                        50,236 370% 4.22%

Reported Net OPEB Liability                                          3,807 28% 4.30%

Moody's Adjusted Net OPEB Liability                                          3,848 28% 4.22%

Net Direct Debt                                        11,371 84% n/a

Debt & unfunded retirement benefits (Moody's adjusted)                                        65,455 482.67%

Adj. NOL not available pre-GASB 75.
Sources: Moody's Investors Service, the city's audited financial statements

Legal security
Debt service on the city’s outstanding general obligation limited tax (GOLT) debt is secured by its full faith and credit and pledge to
levy ad valorem property taxes under the 10-mill limitation defined in Ohio (Aa1 stable) law.

Debt structure
All of the city's debt is long-term and fixed rate, consisting of $9.4 million of GOLT bonds. Amortization is rapid with 100% of principal
repaid within ten years.

Debt-related derivatives
The city has no exposure to any debt-related derivatives.

Pensions and OPEB
In addition to its debt, the city's other long term obligations include its unfunded liabilities associated with its participation in two cost
sharing pension and OPEB plans. Eligible city employees are members of the Ohio Public Employees Retirement System (OPERS) and
the Ohio Police & Fire Pension Fund (OP&F). There is broad legal flexibility in Ohio to amend pension benefits and increase employee
contributions to improve the funding of public pension plans, though the underfunded status of both plans means most Ohio cities
carry above average pension burdens.

ESG considerations
Environmental
Environmental risk is generally low for the local government sector and does not factor materially into the city's credit profile.
Data from Moody's affiliate Four Twenty Seven indicates that Cuyahoga County (Aa2 stable) where Maple Heights is located, is at
relatively high risk for extreme rainfall events relative to counties nationally. While the county has had flooding events, they have been
constrained. The regional sewer district is currently undertaking a massive capital plan to increase storm sewer capacity.

Social
Social considerations that factor into the city's credit profile include its demographic and socioeconomic characteristics. Resident
income levels are weak with median family income estimated at 62.9% of the nation. Maple Heights' poverty rate is also high at
21.6%, compared to 13.4% nationally. As of January 2021, the city's unemployment rate was 11.1%, significantly higher than the state
(6.1%) and nation (6.8%).

Governance
Governance is a key credit consideration for all local government issuers. A change in leadership took place in 2016 with the election of
a new mayor and a new finance director joined in 2019, supporting the adherence to a fiscal recovery plan that has improved operating
reserves and removed the city from fiscal emergency. Maple Heights levies a continuous 2.5% municipal income tax. The city also
levies a 2 mill police levy, a 2 mill fire levy, and a 1.3 mill senior center levy.

Ohio cities have an Institutional Framework score of “A”, which is moderate. The sector's major revenue source, income tax, is subject
to a 1.0% cap that can be overridden with voter approval only. Increases in property taxes also generally require voter approval.
Revenues and expenditures tend to be predictable.
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https://www.moodys.com/credit-ratings/Ohio-State-of-credit-rating-569325/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.

Maple Heights’ scorecard indicated rating of Baa3 is three notches above its assigned rating of Ba3. While the rapid improvement in
the city’s finances has led to strong scorecard metrics, the city has yet to demonstrate its ability to sustain the improvements through
shocks to income tax collections or rising expense levels.

Exhibit 4

Maple Heights (City of) OH

Scorecard Factors and Subfactors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $795,870 A

Full Value Per Capita $35,557 A

Median Family Income (% of US Median) 64.2% Baa

Finances (30%)

Fund Balance as a % of Revenues 25.4% Aa

5-Year Dollar Change in Fund Balance as % of Revenues 44.8% Aaa

Cash Balance as a % of Revenues 16.0% Aa

5-Year Dollar Change in Cash Balance as % of Revenues 16.1% Aa

Notching Factors:
[2]

Other Scorecard Adjustment Related to Finances: limited financial flexibility, overstated 5-year trends Down

Management (20%)

Institutional Framework A A

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

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 1.4% Aa

Net Direct Debt / Operating Revenues (x) 0.8x A

3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%) 6.2% Baa

3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x) 3.6x Baa

Notching Factors:
[2]

History of Missed Debt Service Payments Down

Other Scorecard Adjustment Related to Debt/Pensions Down

Scorecard-Indicated Outcome Baa3

Assigned Rating Ba3

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