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Allen Independent School District, TX
Update to credit analysis

Summary
Allen Independent School District, TX's (Aa2 stable) credit profile is anchored by a large
and expanding tax base, and healthy reserves (see Exhibit 1) that will weaken moderately
within the next three to five years but remain favorable. These strengths are tempered by an
elevated debt burden that will likely remain over the next few years because of slow principal
repayment. Positively, the district's pension levels are modest and should remain affordable.

Exhibit 1

Cash and reserves have remained well above 40% of revenues within the past five years
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Cash and fund balance numbers include general and debt service funds
Source: Allen Independent School District, TX Audited Financial Statements

Credit strengths

» Rapidly growing tax base

» Strong financial position

» High resident income level

Credit challenges

» Elevated debt relative to highly rated peers

» Potential future debt plans

Rating outlook
The stable outlook reflects the expectation that strong demand for housing in the north
Dallas area will continue to strengthen assessed valuation growth, ultimately providing a
stable tax base to service debt. The outlook also reflects the expectation that the district’s
financial performance will remain supported by strong fiscal practices in spite of expected use
of reserves within the next three to five years.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1198973
https://www.moodys.com/credit-ratings/Allen-Independent-School-District-TX-credit-rating-600036523
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Factors that could lead to an upgrade

» Decline in debt burden

» Maintenance of healthy reserves

Factors that could lead to a downgrade

» Additional debt absent tax base growth

» Contraction in the tax base

» Significant and sustained deterioration of liquidity and reserves

Key indicators

Exhibit 2

Allen Independent School District, TX 2014 2015 2016 2017 2018

Economy/Tax Base

Total Full Value ($000) $8,234,388 $9,080,358 $10,146,543 $11,137,969 $12,506,678 

Population              89,748              93,092              95,530              97,962              96,693 

Full Value Per Capita $91,750 $97,542 $106,213 $113,697 $129,344 

Median Family Income (% of US Median) 173.1% 169.7% 169.7% 155.7% 155.7%

Finances

Operating Revenue ($000) $197,092 $212,437 $224,005 $231,436 $243,949 

Fund Balance ($000) $85,733 $97,113 $114,177 $111,738 $116,960 

Cash Balance ($000) $91,960 $106,139 $122,150 $129,693 $131,524 

Fund Balance as a % of Revenues 43.5% 45.7% 51.0% 48.3% 47.9%

Cash Balance as a % of Revenues 46.7% 50.0% 54.5% 56.0% 53.9%

Debt/Pensions

Net Direct Debt ($000) $503,987 $477,144 $596,005 $657,349 $635,615 

3-Year Average of Moody's ANPL ($000) $69,877 $72,701 $94,945 $124,607 $148,255 

Net Direct Debt / Full Value (%) 6.1% 5.3% 5.9% 5.9% 5.1%

Net Direct Debt / Operating Revenues (x) 2.6x 2.2x 2.7x 2.8x 2.6x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 0.8% 0.8% 0.9% 1.1% 1.2%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 0.4x 0.3x 0.4x 0.5x 0.6x

Cash and fund balance numbers include general and debt service funds
Source: Allen Independent School District, TX Audited Financial Statements

Profile
Allen Independent School District encompasses the City of Allen (Aaa stable) and is in the southwest quadrant of Collin County (Aaa
stable), approximately 25 miles from downtown Dallas (A1 stable). The district’s fiscal 2019 enrollment was 21,346. Enrollment is
projected to grow 1.5% to 21,669 in fiscal 2020.

Detailed credit considerations

Economy and tax base: rapidly growing, primarily residential district near Dallas
The district's tax base will continue to benefit from strong demand driving ongoing development as well as reappraisal of existing
property. The district's location in proximity to abundant employment opportunities in the north Dallas area has fueled strong demand
for residential property (about 72% of the tax base) driving tax base growth. In fiscal year 2020 assessed values increased by a strong
8.2% to reach a sizeable $15.2 billion. Over the past five years, the tax base has grown at an average annual pace of 10.9%. Large
scale homebuilding within the district has slowed due to a lack of available land, with the majority of recent growth attributable to

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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new commercial and multifamily residential properties. Additionally, acreage on the southern side of State Highway 121 has attracted
developer interest and will likely be developed into mixed use property over the next several years. District officials project assessed
values will grow 7% in fiscal 2021, 6% in fiscal 2022 and 5% thereafter.

Resident income levels are favorable with median family income (MFI) equal to 155.7% of the nation, per the 2017 American
Community Survey. Since 1980, MFI has grown by 350% about the same as the 368% increase recorded for the median home value,
allowing housing affordability to remain manageable. As such, the district has experienced strong population trends with an average
increase of over 100% each census cycle during the same time. The district's population has grown almost 20% since 2010 to 97,962 in
2017.

Favorable demographic trends have allowed enrollment trends to be stable although the pace of growth has moderated from trends
observed in the early 2000s. In fiscal 2019, enrollment grew 1.3% allowing the five year average annual growth rate to remain steady at
1.1%. The projection for fiscal 2020 shows an increase of 1.5% to 21,669 with an outside demographer projecting an average of about
1% afterwards.

Financial operations and reserves: favorable reserves should remain despite anticipated use
The district's strong financial position will weaken but remain favorable supported by prudent fiscal practices. In the past six years,
the district's ending available fund balance has been well above 37% of revenues, a direct result of budgeting practices that include
conservative revenue estimates and expenditure forecasts. Following a modest $563,000 surplus in fiscal 2018 (June 30 year end),
the available general fund balance was $87 million (a healthy 46% of general fund revenues). Inclusive of the debt service fund, the
available operating fund balance was about $117 million (47.9% of operating revenues).

Unaudited results for fiscal 2019 indicate a $6 million general fund surplus, compared to the $4.2 million deficit adopted at the start
of the year. The favorable results were driven by higher than anticipated revenues including reimbursements for certain services such as
E-Rate and Medicaid, expenditure saving from payroll and capital needs of $2 million which were pushed into the following year. The
positive actual to budget performance is symbolic of the district's budgeting practices that utilizes a high level of conservatism.

The fiscal 2020 budget called for a $1 million use of reserves. Recent state legislation increased revenues slightly for the district but the
growth was offset by compensation adjustments. Since adoption, the district's revision reflects a draw of $5.9 million by the end of the
year with about half ($2.5 million) to accommodate capital needs that were carried over from the prior year, one time compensation
adjustments, and lower property tax revenues as certified values were lower than originally anticipated. However, district officials
expect the final results at the end of the year will be more favorable because the district typically realizes about $2 million to $3 million
in annual budget savings.

The district has identified about $26 million in needs that will be funded with reserves over a longer period. The largest need is a
$12 million building allocation, part of an agreement with Collin County Community College District (Aaa stable) that will enrich
academic offerings for students and provide unlimited access to the school district for 50 years. The other needs are largely geared
towards maintenance and rehabilitation projects including $8 million for a building annex project which will expand the facility into a
professional building, $5 million in general maintenance and $1 million for stadium repairs. In a worst case scenario if all the projects
were completed at the same time, it will reduce the fiscal 2018 available reserves to $61 million, which is a still healthy 32.3% of
general fund revenues, and in line with rated peers. However, these projects are likely to occur at a slower pace, with a sizeable portion
over the next five to seven years.

In fiscal 2020, the district compressed its general fund tax rate to $10.49 per $1,000 of assessed values to comply with recent state
legislation. The debt service tax rate was $4.10 for a total of $14.59. The general fund tax rate will likely be compressed additionally in
fiscal 2021 in accordance with state legislation. The debt service tax rate is not subject to limitation, however Texas does not generally
allow districts to issue debt in an amount that would require a greater than $5.00 debt service tax rate.

LIQUIDITY
The district's operating funds (general and debt service fund) cash position at the close of fiscal 2018 was $131.5 million, an above
median 53.9% of fiscal 2018 operating fund revenues. The liquidity position will reduce but remain favorable and in line with
projections for the operating funds over the next three to five years.
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Debt and pensions: elevated debt relative to peers
Allen ISD's debt burden is elevated relative to highly rated peers, and will likely remain so given a slower principal retirement pace, also
relative to peers. The district's debt burden is equivalent to 4% of fiscal 2020 assessed values. Overall net debt, inclusive of overlapping
entities, is 5% of valuation. There is no remaining voter authorization to issue additional debt although the district has identified about
$300 million in renovation needs. Following the failed bond election in May, district officials are assessing potential options to address
the needs.

DEBT STRUCTURE
All of the district's debt is fixed rate. Amortization is slow with 38.2% of principal paid in 10 years. Projected maximum annual debt
service is $51.8 million and occurs in 2020. Debt service accounted for an elevated 21.1% of operating funds expenditure in fiscal 2018.

DEBT-RELATED DERIVATIVES
The district is not party to any interest rate swaps or other derivative agreements.

PENSIONS AND OPEB
The district's pension burden is low, and does not represent near term pressure on the district's credit. The district participates in
the Teacher Retirement System of Texas, a cost-sharing multiple employer defined benefit pension plan, but the majority of the
contributions and liability is supported by the state. Moody's fiscal 2018 adjusted net pension liability (ANPL) for the district, using a
3.77% discount rate, is $154 million, or a low 0.63 times operating revenues. In comparison, the district reported a GASB net pension
liability of almost $33.9 million using an 8% discount rate. The plan did reduce the assumed rate of return to 7.25% from 8% recently
which may drive increased contributions moving forward.

In fiscal 2018 the district made $3.8 million in pension contributions, net of self-supporting contributions. This contribution was below
the Moody's calculated “tread water” level of $4.1 million. The “tread water” indicator measures the annual government contribution
required to prevent the reported net pension liability from growing, under reported assumptions. Ratios comparing government
contributions to the “tread water” level and “tread water” costs to government revenues shed light on budgetary fixed cost burdens.

The district's adjusted net OPEB liability is $56 million. At 22.9% of revenues, the liability is a small source of balance sheet leverage.

Total fixed costs for the district including debt service, pension contributions, and OPEB contributions were $55.3 million or a
manageable 22.3% of operating revenues. The fixed cost burden would increase slightly to 22.7% of revenues if the district were to
make its “tread water” payment. The “tread water” indicator measures the annual government contributions required to prevent
reported net pension liabilities from growing, under reported assumptions.

Management and governance: high institutional framework
The district is governed by an elected board of trustees comprised of seven members serving staggered three year terms. The board is
charged with policy-making and supervisory functions and delegates administrative responsibilities to a superintendent who is the chief
administrative officer of the district. The district demonstrates good governance through proactive management of its finances, which
has resulted in strong reserves that exceed both the 20% of expenditures board policy and three months of expenditures reserve goal,
and a record of operational surpluses. The district also utilizes results obtained from working with an outside demographer which is a
consideration in its multiyear capital planning.

Texas School Districts have an Institutional Framework score of “Aa”, which is strong. Property taxes, one of the sector's major revenue
sources is subject to a levy cap set by state statute, which can be overridden with voter approval by a limited amount. Property tax
revenue growth is capped at 2.5% annually, but the voter approved levy override provides for additional revenue-raising flexibility.
Unpredictable revenue fluctuations tend to be minor, or under 5% annually. Across the sector, fixed and mandated costs are generally
less than 25% of expenditures and are primarily debt service expenditures. Unpredictable expenditure fluctuations tend to be minor,
under 5% annually.
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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.

Exhibit 3

Allen Independent School District, TX

Rating Factors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $15,242,345 Aaa

Full Value Per Capita $155,594 Aaa

Median Family Income (% of US Median) 155.7% Aaa

Finances (30%)

Fund Balance as a % of Revenues 47.9% Aaa

5-Year Dollar Change in Fund Balance as % of Revenues 23.1% Aa

Cash Balance as a % of Revenues 53.9% Aaa

5-Year Dollar Change in Cash Balance as % of Revenues 20.6% Aa

Management (20%)

Institutional Framework Aa Aa

Operating History: 5-Year Average of Operating Revenues / Operating Expenditures (x) 1.0x Aa

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 4.0% A

Net Direct Debt / Operating Revenues (x) 2.5x A

3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%) 1.0% Aa

3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x) 0.6x Aa

Notching Factors:
[2]

Standardized Adjustments 
[3]

: Secured by statute Up

Other

Credit Event/Trend Not Yet Reflected in Existing Data Sets: Facility needs will result in more debt or reserve draws over the 

longer term
Down

Scorecard-Indicated Outcome Aa1

Assigned Rating 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 dated September 27, 2019
[3] Standardized adjustments are outlined in the GO Methodology Scorecard Inputs Updated for 2019 publication
Source: US Census Bureau, Moody's Investors Service
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