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Summary:

Council Rock School District, Pennsylvania;
General Obligation
Credit Profile

US$43.0 mil GO bnds ser 2018 due 11/15/2039

Long Term Ratíng AA/Stable New

Rationale

S&P Global Ratings assigned its 'AA'long-term rating to Council Rock School District, Pa.'s series 2018 general

obligation (GO) bonds and affirmed its 'AA' rating on the district's outstanding GO debt. The outlook is stable.

The rating reflects our opinion of the school district's:

. Good access to employment in the Philadelphia metropolitan area as well as in Trenton and Princeton, N.J.;

. Strong wealth and income levels;

. Stable financial operations supporting strong reserves;

o Good management practices; and

o Low-to-moderate debt burden.

Somewhat offsetting the above credit strengths are the district's elevated retirement costs. Additionally despite what

we consider a strong financial position, the district's reserve levels are lower than those of higher rated peers.

The bonds are secured by full faith and credit pledge of the district, subject to the taxing limitations of Act 1. The Act I

Index under Pennsylvania commonwealth statute restricts a district's ability to raise the tax levy higher than a certain

index, which the Pennsylvania Department of Education determines. Despite these limitations, we did not make a

rating distinction for the limited-tax GO pledge since we believe the district possesses the financial stability to sustain

identical ratings on its unlimited- and limited-tax GO bonds. We understand that the bond proceeds will be used to

fund a number of capital improvement projects for the district's existing school facilities.

Economy
Council Rock School District (population 72,424') occupies 71 square miles in Bucks County about 10 miles west of

Trenton and Princeton and 20 miles north of Philadelphia. Its proximity to these major cities provides residents with

access to a broad and diverse employment base. Major local employers include the district itself and Bucks County

Community College-each with over 1,000 employees.

Reflecting the district's area economy are its strong wealth and income levels. Median household and per capita

effective buying incomes in the district are very strong at 185% and 182% of national levels, respectively. Market value

totaled $10.8 billion in2017, which we consider extremely strong at $149,650 per capita. Assessed value (AV) grew by

atotal of 0.40/o since 2016 to $1.3 billion in 2017. Management anticipates this steady growth will continue given new

residential development in the northern part of the district. The tax base is very diverse, in our view, with the 10
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largest taxpayers accounting for approximately 1.9% of AV.

The district currentþ operates ten elementary schools, three middle schools, and two high schools. Enrollment totaled

about 10,998 in 2018, an overall decrease of 2.1o/o from 2014. However, with the recent residential growth, the district

projects enrollment will increase to 11,260 by 2023. Since the state funding formula is weighed more toward income

than enrollment, we do not expect this trend to have any significant effects on the amount of state aid received by the

district.

Finances

The district maintains a strong financial position, in our opinion. Despite posting operating deficits in fiscal years 2016

and20lT,thedistrict'savailablefundbalanceof $ll.Tmillionisgood,inourview, at5.2o/oof generalfund

expenditures at fiscal year-end (June 30) 2017. Including about $12.4 million in committed funds that could be made

available with board approval, the adjusted available balance increases to $24.1 million, or 10.8% of expenditures.

Operating deficits posted in the last two fiscal years were largely a result of the district transferring available funds into

its capital reserve fund for annual maintenance and upkeep-related projects, a practice it intends to continue for fiscal

2018. These transfers are strictly voluntary and could be discontinued at any time should the need arise. The fiscal

20 18 budget includes an operating deficit of $4.2 million, which management believes could be closed by the fiscal

year-end and allow the district to transfer funds into its capital reserve fund. Overall state aid represents about22.60/o

of general fund revenue. Revenue from local sources, including property taxes, makes up another 76%. District ofñcials

indicate that revenues and expenditures are currently on track with the budget and do not anticipate any budget issues

by the fiscal year-end. As a result, the projected ending available and committed fund balances of $19.9 million would

represent about 8.5% ofbudgeted general fund expenditures, a level we still consider strong.

Management
We consider the district's management practices "good" under our Financial Management Assessment 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 district's budgets take into account both historical and projected trends with budget-to-actual updates are

provided to the board each month. Additionally, it continues its practice of annually forecasting its operating and

capital needs out over five years. The capital plan does not formally identiff any sources of funding. The district has a

formal investment policy with monthly reporting to the board of any investment holdings and performance. Its formal

reserve policy requires it to maintain an unassigned general fund balance of not less than 5% of expenditures, which it

has historically adhered to. Currently lacking is a formal debt management policy.

Debt

Overall net debt is moderate, in our opinion, at 3.0o/o of market value and $4,49 1 per capita. With 50% of the district's

direct debt scheduled to be retired within 10 years, amortization is average. Debt service carrying charges were 8.0%

of total governmental fund expenditures (excluding capital outlay) in fiscal 2017, which we consider moderate. The

district is planning to issue another $ 10 million over the next year to complete the current phase of its improvement

projects. We don't anticipate this additional debt having a signifrcant effect on the overall debt burden. The district has

not entered into any direct-purchase debt.
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Approximately 3% of the district's debt burden, or $6.1 million, consists of variable-rate debt issued through the

Emmaus General Authority bond pool program. The bonds are backed by a letter of credit, but the repayment

agreement contains certain events of default, including covenant violations that we consider permissive and, if
triggered, could result in immediate principal acceleration. However, we believe the district's strong cash and reserve

position is sufficient to cover any acceleration or interest rate shock.

Pension and other postemployment benefit liabilities
The district participates in and contributes to the commonwealth-administered Pennsylvania Public School Employees'

Retirement System, a cost-sharing, multiemployer, defined-benefit plan. Its required pension contribution is actuarially

determined and calculated at the state level.

The district paid its full required contribution of $3 1.1 million toward its pension obligations in fiscal 2017 , or L|.70/o of

total governmental expenditures. It also paid $526,000, or 0.2o/o of total governmental expenditures, toward its other

postemployment benefrt (OPEB) obligations in fiscal 2017. Combined pension and OPEB carrying charges totaled

Ll.9o/o of toøl governmental fund expenditures in 2017 .

The net pension liability for the PSERS plan as of June 30, 2016 (last actuarial) was $49.6 billion; and the funded ratio,

which consists of the plan fiduciary net position as a proportion of the total pension liability, was 50.1%. The district's

proportion of the net PSERS liability as of the most recent actuarial valuation was $409.7 million, or 0.8268%. Its

proportionate share ofthe net pension liability is based on statutory required contributions in relation to all reporting

units' statutorily required contributions for the measurement period.

Employer contributions to PSERs are starting to moderate and are expected to level off through fiscal 2022. The

contribution rate for fiscal 2018 of 32.57% is projected to increase to just over 36%by fiscal2022. This is a significant

change from the previous five years, when rates grew from 12.36% in fiscal 2013 to over 30.03% in fiscal 2017. Despite

this moderation, we believe pension costs will remain a source of pressure on school budgets and how a district

addresses these pressures will be factored into our credit analysis. We expect the district is likely to continue absorbing

the higher pension costs without significantly deteriorating its available fund balance.

Outlook

The stable outlook reflects S&P Global Ratings'opinion of the district's strong reserves, which are supported by good

management practices and access to a broad and diverse economy. We expect that management will continue to

manage any capital or other budgetary pressures that arise to ensure balanced operations.

Upside scenario

If the district is able to increase reserves and sustain them at levels commensurate with higher rated peers, holding all

other factors equal, we could raise the rating.

Downside scenario

Should any pressures arise that lead to a structural imbalance and a deterioration in reserves with no plans to correct,

the rating could be lowered.
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Ratings Detail {As Of January 16, 2018)

Council Rock Sch Dist GO bnds

Long Term Rating

Council Rock Sch Dist GO bnds

Long Term Ratíng

Council Rock Sch Dist GO state credit enhancement

Long Term Rating

Underþing Rating for Credít Program

Council Rock Sch Dist SCHSTPR

Long Term Rating

Underþíng Rating for Credít Program

Council Rock Sch Dist SCHSTPR

Long Term Rating

Underlying Rating for Credít Program

Council Rock Sch Dist SCHSTPR

Long Term Rating

Underþing Rating for Credít Program

Council Rock Sch Dist GO State Credit Enhancement

Undeþing Ratingfor Credít Program

Long Term Rating

AA/Stable

AA/Stable

AA/Stable

AA/Stable

AA/Stable

AAlStable

AA/Srable

NR

NR

NR

NR

NR

Affirmed

Affirmed

Affrrmed

Affirmed

Æfirmed

Affirmed

Affirmed

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.capitaliq.com. All ratings affected by this rating action can be found

on the S&P Global Ratings' public website at wwwstandardandpoors.com. Use the Ratings search box located in the

left column.
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