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Hidalgo (County of) TX
New Issue: Moody's assigns Aa2 to Hidalgo County, TX's
GOLT CO's

Summary Rating Rationale

Moody's Investors Service has assigned a Aa2 rating to Hidalgo County, TX's $33.4 million
Certificates of Obligation, Series 2016, Concurrently, we maintain the Aa2 rating on $177.4
million of outstanding parity debt.

The Aa2 rating reflects the county's large and stable tax base; historically weak
socioeconomic profile, including below average resident wealth levels, low full value per
capita and considerable segment of the population at or below the US poverty level. The
rating incorporates the county's stable financial operations, healthy reserves and liquidity,
and manageable debt profile that is expected to increase in the near term given plans for
additional borrowing in 2017.

Credit Strengths
» Large, stable tax base and regionally important economy
» Stable financial operations

» Manageable debt, pension burdens

Credit Challenges
»  Weak sociceconomic profile for the rating category

»  Debt structure for proposed courthouse

Rating Outlook
Outlooks are usually not assigned to local government credits with this amount of debt
outstanding.

Factors that Could Lead to an Upgrade

»  Significantly impraved socioeconomic profile, including a reduction of the county's
unemployment rate, increased resident wealth levels and improved full value per capita

» Trend of accelerating annual tax base growth

» Materially strengthened reserves and liquidity from a multi-year trend of surplus financial
operations
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Factors that Could Lead to a Downgrade

» Weakened socioeconomic profile that is increasingly outsized for the rating category
» Continued trend of structurally imbalanced operations and declining reserves

»  Substantial reduction of full valuation

»  Significantly elevated debt position from additional borrowing absent corresponding tax base growth

Key Indicators

Exhibit 1

Hidalgo (County of) TX 2010 201 2012 2013 2014
Economy/Tax Base

Total Full Value ($000) § 27,491,085 $ 27,420,238 § 27,044,262 $ 27,320,029 $§ 27,911,368
Full Value Per Capita [3 35483 § 34526 § 33531 § 33,481 $§ 33,585
Median Family Income (% of US Median) 54.2% 54.2% 55.2% 57.0% 57.8%
Finances

Operating Revenue ($000) $ 217,840 § 210212 § 206835 § 216,447 § 224,650
Fund Balance as a % of Revenues 24.1% 27.0% 28.6% 26.3% 19.8%
Cash Balance as a % of Revenues 67.8% 76.8% 78.9% 76.5% 59.9%
Debt/Pensions

Net Direct Debt ($000) $ 202,691 $ 189,224 § 177,934 § 172,272 § 184,945
Net Direct Debt / Operating Revenues (x) 0.9x 0.9x 0.9x 0.8x 0.8x
Net Direct Debt / Full Value (%) 0.7% 0.7% 0.7% 0.6% 0.7%
Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x} N/A N/A 0.7x 0.9x 1.0x
Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) N/A N/A 0.6% 0.7% 0.8%

Source: Moody's Investors Service

Recent Developments

Since we last rated the county on September 8, 2015 county officials report an unaudited $1.8 million increase in General Fund balance
for fiscal 2015. Additionally the county's debt profile has increased marginally with this issuance. While additional debt for the new
courthouse will be issued, officials continue to finalize specific plans for the issuance.

Detailed Rating Considerations

Economy and Tax Base: Large Border County with Below Average Socioeconomic Indicators

We expect the county's large $30.7 billion tax base will continue growing in the near term. Over the last five years, the county's full
valuation increased an average 2.3% annually, including a 7.1% increase in 2016 due to new development and appreciation of single-
family residential property values. Hidalgo County is located in the Rio Grande Valley of south Texas along the Mexico border and

is supported by cross-border trade and manufacturing operations across the border in Reynosa Mexico. Taxpayer concentration is
modest, as the 10 largest property taxpayers account for 3.6% of fiscal 2016 full valuation. Management expects the recently opened
University of Texas Rio Grande Valley will perpetuate the county's economic growth in the medium term. Ongoing development of
several big box stores and retail outlets in Edinburg will also foster continued tax base growth in the near term.

Historically, the county's socioeconomic profile has lagged well behind state and national averages, which is credit weakness. Resident
wealth levels are weak with median family income levels equivalent to 61% of the state and 57.8% of the nation. A large 35% of the
county's population of 774,769 residents is impoverished, compared to 13.8% for the nation. The county's full value per capita is small

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.moadys.comn for the most updated credit rating action information and rating history
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for the rating category at $39,561. At 7.5% in February, unemployment in Hidalgo County was above the state (4.3%) and nation
(5.2%) for the same period.

Financial Operations and Reserves: Healthy Reserve Levels With Stable Operations

The county's General Fund reserves and liquidity positions are expected to remain healthy in the near term after two years of
structurally imbalanced financial operations that are expected to end in fiscal 2015, based on unaudited results. Through fiscal
2012, the county historically adopted imbalanced General Fund budgets and successfully closed the budget gaps at year-end due to
controlled spending, few unexpected expenditures, and conservative revenue forecasts. In fiscal years 2013 and 2014, the county's
General Fund balance declined in each year as expenditures related to detention facility repairs and the Medicaid 1115 waiver
program outpaced annual revenues, At year-end 2014, the county reported a total General Fund balance of $44.9 million, which is
a healthy 25.5% of General Fund revenues. Of the total fund balance, $19.7 million is unassigned and a smaller, but adequate 11.2%
of revenues. Fiscal year 2014 General Fund revenues were primarily derived from taxes (83.3% of total General Fund revenues) and
charges for services (9.6%). Despite two consecutive operating deficits, the county's financial operations have historically been stable,
characterized by an operating history score of 1.01 times. In addition, the county's unassigned General Fund balance has historically
exceeded management informal target of 10% to 15% of budgeted expenditures.

Despite budgeting for a General Fund reduction of approximately $1.5 million, the county expects to add $1.8 million to General
Fund balance based on unaudited results. Future reviews will focus on the county's ability to continue structurally balanced financial
operations. Continued reductions of General Fund reserves or an inability to maintain reserves in excess of management's informal
target minimum of 10% of budgeted expenditures could lead to downward pressure on the rating.

LIQUIDITY

The county's liquidity is expected to remain healthy in the near term. At year-end 2014, the General Fund reported net cash and
investments of $122.9 million, representing a very strong 69.8% of revenues. Property taxes, the county's largest revenue source,
are due at the end of each calendar year, which inflates the county's General Fund cash position. Net cash and investments in the
Operating Fund (consisting of the General Fund, Debt Service Fund, and Road and Bridge Fund) totaled $134.6 million and a strong
59.9% of Operating Fund revenues.

Debt and Pensions

The county's debt position is expected to increase given plans to issue additional GOLT debt in the near term, yet remain manageable
given fast principal amortization and growing full valuation. The direct debt burden is below average at 0.7% of full valuation and
increases to 7.8% after incorporating the overlapping debt from the various municipalities within the county, including general
obligation (GO) bonds issued by Hidalgo County Drainage District #1. We exclude the district's GO bonds from the county's direct
debt burden because they are separately secured by an unlimited tax on all taxable property within the district. The county plans to
issue an estimated $141 million of GOLT debt in 2017 to construct a new courthouse; however, the project cost and timeline of issuing
the additional debt may change. Amortization is moderate with 66.4% of principal repaid within 10 years. Debt service on the county's
outstanding GOLT debt represented a 9.1% of fiscal 2014 operating fund expenditures. All of the county's debt is fixed rate.

DEBT STRUCTURE
All of the county's outstanding debt is fixed rate. The county has two short term obligations with $537,000 outstanding at year-end
2014 and represents a very small 0.3% of total debt outstanding.

DEBT-RELATED DERIVATIVES
The county is not exposed to derivatives

PENSIONS AND OPEB

Hidalgo County has a manageable pension burden based on unfunded liabilities from its participation in the Texas County and District
Retirement System, a multi-employer defined benefit agent plan. The county consistently makes the full annual contribution, which
amounted to $13.2 million in fiscal year 2014, a manageable 5.7% of operating expenditures. Reported unfunded liabilities as of
December 31, 2013, were $50.9 million. Moody's adjusted net pension liability (ANPL) for the county, under our methodology for
adjusting reported pension data, is $202.1 million as of fiscal year 2014, a below average 0.90 times operating revenues. The county's
three- year average ANPL to operating revenues is manageable at 0.97 times while the three year average ANPL to full value is 0.71%.
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Moody's uses the adjusted net pension liability to improve comparability of reported pension liabilities. The adjustments are not
intended to replace the county's reported liability information, but to improve comparability with other rated entities. We determine
the county's share of liability for the state-run plan in proportion to its contribution to the plan.

The county has a single employer defined benefit OPEB plan that is funded on a pay-as-you-go basis. The county's contribution of
$820,000 in 2014 represented a modest 0.4% of operating expenditures and 53.2% of the annual OPEB cost. The net OPEB obligation
is $8.3 million and the unfunded liability is $12.2 million. Including debt service and pension contributions, the county's total fixed
costs accounted for $35.2 million, or a manageable 15.1% of 2014 operating fund expenditures.

Management and Governance

Created in 1852, the county is governed by a Commissioners Court consisting of a county judge and four county commissioners,

one for each of the four precincts. The county judge is elected for a term of four years and the commissioners served staggered four-
year terms, Management has an informal policy to maintain an unassigned General Fund balance equal to 10% to 15% of budgeted
expenditures, which is low for the rating category. The county historically adopts structurally imbalanced General Fund budgets, which,
until fiscal 2013, it successfully closed at fiscal year-end.

Texas counties have an institutional framewaork score of “Aaa,” or very strong. Counties rely on highly predictable, property taxes for
70%-80% of their operating revenues, while 10%-20% comes from less predictable services charges. Counties maintain high flexibility
to raise property taxes, as most are well below the state mandated cap of $8 per $1,000 of AV, with no more than $4 for debt.
Expenditures primarily consist of personnel and judicial costs, which are highly predictable. Counties have high flexibility in reducing

expenditures given a weak union presence.

Legal Security

The bonds and certificates are secured by an annual ad valorem tax levied against all taxable property in the county, within the limits
prescribed by law. The certificates are additionally secured by a limited pledge (not to exceed $1,000) of surplus net revenues of the

county's park system.

Use of Proceeds

Proceeds from the 2016 CO's will be used for infrastructure projects through out the county.

Obligor Profile

Hidalgo County is located in south Texas along the Mexico border in the Rio Grande Valley. The county encompasses 1,570 square
miles and its population of 774,769 residents as of the 2010 US Census reflects a 36.1% increase since 2000.

Methodology

The principal methodology used in this rating was US Local Government General Obligation Debt published in January 2014, Please see
the Rating Methodologies page on www.moodys.com for a copy of this methodology.

Ratings

Exchibit 2
Hidalgo (County of) TX

Issue Rating
Certificates of Obligation, Series 2016 Aaz
Rating Type Underlying LT
Sale Amount $33,415,000
Expected Sale Date 06/09/2016
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Summary:

Hidalgo County, Texas; General Obligation

US$34.315 mil certs of oblig ser 2016 dtd 06/01/2016 due 08/15/2036
Long Term Rating AA-/Stable New

Rationale

S&P Global Ratings assigned its 'AA-' long-term rating to Hidalgo County, Texas' series 2016 certificates of obligation.
At the same time, S&P Global Ratings affirmed its 'AA-' long-term rating on the county's general obligation (GO) debt.
The outlook is stable.

The certificates and bonds are secured by an ad valorem tax levied against all taxable property in the county within
limits prescribed by law. The state constitutional limit is 80 cents per $100 of assessed value (AV). Presently, the
county levies a total tax rate of 59 cents per $100 of AV. Given the county's tax rate flexibility and very strong liquidity,
we have not notched down the rating. Surplus revenues from the operations of county parks, not to exceed $1,000,
further secure the certificates. We view the county's limited tax pledge to be the stronger of the two pledges. Proceeds

from the certificates will finance various county projects,
The rating reflects our assessment of the following factors for the county:

e Weak economy, with market value per capita of $35,131 and projected per capita effective buying income at 52.1%,
but that is benefitting from access to a broad and diverse metropolitan statistical area (MSA);

o Strong management, with good financial policies and practices under our Financial Management Assessment (FMA)
methodology;

o Adequate budgetary performance, with an operating deficit in the general fund but an operating surplus at the total
governmental fund level in fiscal 2014;

o Very strong budgetary flexibility, with an available fund balance in fiscal 2014 of 20% of operating expenditures;

o Very strong liquidity, with total government available cash at 41.6% of total governmental fund expenditures and
5.8x governmental debt service, and access to external liquidity that we consider strong;

e Weak debt and contingent liability position, with debt service carrying charges at 7.1% of expenditures and net
direct debt that is 92.5% of total governmental fund revenue, as well as significant medium-term debt plans; and

o Strong institutional framework score.

Weak economy

We consider the county's economy weak. Hidalgo County, with an estimated population of 872,465, is located in the
McAllen-Edinburg-Mission MSA, which we consider to be broad and diverse. The county has a projected per capita
effective buying income of 52.1% of the national level and per capita market value of $35,131. Overall, the county's
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market value grew by 7.1% over the past year to $36.7 billion in 2016, The county unemployment rate was 7.9% in
2015,

The 1,583-square-mile county encompasses McAllen, Pharr, Edinburg (the county seat), Mission, Westaco, and
Mercedes, with McAllen, Edinburg, and Mission belng the largest municipalities and economic centers. With five
international ports of entry for commercial and pedestrian traffic, international trade with Mexico dominates the area's
economy. The concentration of twin plants, or maguiladoras, in Mexico fuels cornmercial traffic into the US. In
addition, agribusiness, tourism, and limited mineral production {oil and natural gas), continue to support the county's
economic base. Higher-education opportunities include the University of Texas-Rio Grande Valley (UT-RGV) and
South Texas College. A merger between UT-Brownsville and UT-Pan American and UT-RGV formally opened in
August with an enrollment of slightly more than 29,600. The university's school of medicine’s first class is set for the
fall of 2018.

County officials indicate ecenomic conditions remain favorable noting continued residential and commercial
development. Given current growth patterns, the county anticipates AV to increase approximately 3%-5% per year
within the next two years. Unemployment rates in the county have remained relatively stable; averaging 7.4% in the
last three months, from February to April, and well below its annuat peak of 11% in 2011,

Strong management

We view the county's management as strong, with good financlal policies and practices under our FMA methodology,
Indicating financial practices exist in most areas, but that governance officials might not formalize or monitor all of
them on a regular basis.

The county uses conservative revenue and expenditure assumptions based on five-year historical trend analysis in
collaboration with the county auditor. It also reports budget-to-actual performance to the governing body monthly and
has the ability to make amendments as needed with the commissioners coutt approval, The county also maintains a
formal debt management policy and a reserve policy (10% of general fund expenditures) and has plans to correct any
problems should the need arise. We understand the county continues to work on its long-term financlal plan and has
updated its capital plan which details each project's time frame and funding source, The investment policy complies
with the state stalues, and the country treasurer reports on holdings, performance, and maturity to the legislature at
least quarterly.

Adequate budgetary performance
Hidalge County's budgetary performance is adequate in our opinion, The county had deficit operating results in the
general fund of negative 2.8% of expenditures, but a surplus result across all governmental funds of 2.2% in fiscal 2014,

Overall the county's budgetary performance has been adecuate in the last three fiscal years with general fund
operating results near break-even with slightly deficits in fiscals 2013 and 2014, After adjusting for one-time expenses
and utilizatior: of bond proceeds, total governmental results have trended slightly negative, although also near
break-even. In order to malntain a stable tax-rate, county officials opted to utilize available resources in fiscal 2014
which result in the general fund deficit of slightly more than $5 million,

While county official had anticipated a slight general fund deficit in fiscal 2015, unaudited results in fiscal 2015% reflect
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a slight operating surplus, Total governmental results are anticipated to be near break-even after adjusting for use of
bond proceeds and one-time expenses, County offictals indicate the carrent budget is trending favorably and estimate
a slight general fund surplus by year-end, Should the county's fiscal 2015 performance carry forward through fiscal
2016, and we anticipate it is likely sustainable, we could reassess our view of the county's budgetary performance to
strong levels.

Very strong budgetary flexibility

Hidalgo County's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2014 of 20%
of operating expenditures, or $37 million. Coinciding with the county's adequate budgetary performance, availeble
reserves have remained characteristically very strong and fiat, For fiscal 2015, estimates reflect available reserves are
estimated to increase to $46.7 million, $26.3 million of which is unassigned, We understand the county plans to utilize
a portion of its assigned resources over the next four-to-five years to supplement capital outtays, notably for its
planned new courthouse, Given owr anticipation that the county's budgetary performance will remain, at least,
adequate; we anticipate the county's available reserves will remain above very strong levels, greater than 15% of
expenditures, within our two-year outlook horizon. '

Very strong liguidity

In our opinion, Hidalgo County's liquidity is very strong, with total government available cash at 41.6% of total
governmental fund expenditures and 5,8x governmental debt service in 2014. In our view, the county has strong
access to external liquidity if necessary. We anticipate that the county's total government cash position wilt remain
very strong, The county's investments are held predominantly in mutval funds and other cash-equivalent instruments.
Our opinion that the county maintains strong access to external liquidity is based on the county's issuance of GO
bands and certificates of obligation. At this time, we understand the county does not have contingent liabilities that, in
our opinion, could cause immediate or future liquidity pressures, Qur assessment reflects the removal of the county's
restricted bond proceeds from the county's total government cash,

Weak debt and contingent liability profile

In our view, Hidalgo County's debt and contingent liability profile is weak. Total governmental fund debt service {s
7.1% of total governmental fund expenditures, and net direct debt s 92,5% of total governmenital fund revenue,
Negatively affecting our view of the county's debt profile is its significant medium-term debt plans.

The county is in the process of formalizing plans for a new county courthouse with an estimated cost of $150 million.
At this time, county officials anticipate to finance the project with the support of the ¢ity of Edinburg and county court
fees, in addition to its ad valorem taxes. A portion of the current issuance ($3 million) is be used to support the new
courthouse project. County officials anticipate issuing certificates of obligation in 2017 to finance the project.
Moreover, the county plans to issue approximately $7 million in 2017 and $12 million in 2018 to support its capital
improvement plan. Our assessment of the county's debt and contingent liability profile could change should its
carrying charges increase significantly beyond current trends and estimates,

Hidalgo County's combined required pension and actual other postemployment benefits (OPEB) contributions totaled
3.7% of total governmental fund expenditures in 2014. The county made its full annual required pension contribution
in 2014,
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The county participates in the Texas County & District Retirement System (TCDRS). The county does not offer formal
post-employment benefits but allows retirees to participate in the county's health benefits program (implicit rate
subsidy) with retirees paying premiums which are then deposited in the county's insurance fund.

Strong institutional framework
The institutional framework score for Texas counties is strong.

Outlook

The stable outlook reflects our view that, within our two year outlook horizon, the county will sustain at least adequate
budgetary performance and very strong budgetary flexibility. Moreover, it reflects our view that the county's economic
metrics will continue to improve given current growth patterns.

Upside scenario
A significant improvement in the county's wealth and income levels would likely bolster upward rating potential.

Downside scenario
Should the county's budgetary performance weaken to weak or very weak levels without a corrective plan, we would
likely lower the rating, although we do not anticipate this would occur within our two-year horizon.

Related Criteria And Research

Related Criteria

e USPF Criteria: Local Government GO Ratings Methodology And Assumptions, Sept. 12, 2013

e USPF Criteria: Financial Management Assessment, June 27, 2006

e USPF Criteria: Debt Statement Analysis, Aug. 22, 2006

e USPF Criteria: Limited-Tax GO Debt, Jan. 10, 2002

o USPF Criteria: Methodology: Rating Approach To Obligations With Multiple Revenue Streams, Nov. 29, 2011
e USPF Criteria: Assigning Issue Credit Ratings Of Operating Entities, May 20, 2015

e Criteria: Use of CreditWatch And Outlooks, Sept. 14, 2009

Related Research
S&P Public Finance Local GO Criteria: How We Adjust Data For Analytic Consistency, Sept. 12, 2013

Ratings Detail (As Of June 7, 2016) '

Hidalgo Cnty GO
Long Term Rating AA-/Stable Affirmed

Hidalgo Cnty GO
Long Term Rating AA-/Stable Affirmed

Hidalgo Cnty GO
Long Term Rating AA-/Stable Affirmed

Hidalgo Cnty GO (ASSURED GTY)
Unenhanced Rating AA-(SPUR)/Stable Affirmed

Hidalgo Cnty GO
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Ratings Detail (As Of June 7, 2016) (cont.)

Unenhanced Rating AA-(SPUR)/Stable Affirmed
Long Term Rating AA-/Stable Affirmed

Many issues are enhanced by bond insurance.

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria,
Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is
available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings affected by this rating action can
be found on the S&P Global Ratings public website at www.standardandpoors.com. Use the Ratings search box
located in the left column.
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