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Credit Profile

US$64.036 mil Unltd tax rfdg bnds ser 2019 dtd 11/01/2019 due 02/15/2042

Long Term Rating AAA/Stable New

Underlying Rating for Credit Program AA/Stable New

Allen Indpt Sch Dist GO

Long Term Rating AA/Stable Affirmed

Rationale

S&P Global Ratings assigned its 'AAA' program rating and 'AA' underlying rating for credit program and stable outlook

to Allen Independent School District, Texas' series 2019 unlimited-tax general obligation (GO) refunding bonds and

affirmed its 'AA' long-term rating and underlying rating, with a stable outlook, on the district's existing GO debt.

Security

The program rating reflects our view of the district's eligibility for, and participation in, the Texas Permanent School

Fund bond guarantee program, which provides the security of a permanent fund of assets the district can use to meet

debt service on program-guaranteed bonds. (For more information on the program rating, see our report on the Texas

Permanent School Fund, published June 7, 2019, on RatingsDirect.)

An unlimited ad valorem tax on all property in the district secures the bonds.

Officials intend to use series 2019 bond proceeds to refund a portion of series 2011 and 2012 bonds for interest

savings.

Credit overview

The district continues to experience steady property tax base and enrollment growth, which has resulted in continued

revenue growth and aided in building and maintaining very strong available general fund balance. However, this

growth has also resulted in additional capital needs and the issuance of debt, leading to moderately high-to-high

overall net debt ratios, in our opinion. We expect recent trends to continue, with the district maintaining higher

reserves and debt compared with similar-rated districts nationwide. We expect additional tax base growth to

somewhat offset further debt issuance, helping to limit overall net debt ratios from materially increasing; however,

future debt issuance greatly outpacing tax base growth could pressure the rating. The district has $611.5 million of

total direct debt.

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

• Participation in the strong Dallas metropolitan statistical area (MSA) economy and local labor market, supporting

very strong median household effective buying income and extremely strong market value per capita;
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• Historical maintenance of very strong general fund reserves; and

• Good financial management practices and policies under our Financial Management Assessment (FMA)

methodology.

We believe what we consider high debt per capita and slower-than-average amortization, with the likelihood of

additional debt, somewhat offset these strengths.

Economy

The district serves a population estimate of 106,417. At 169% and 146% of national averages, median household and

per capita effective buying incomes, respectively, are, in our view, very strong. Market value totals $15.2 billion in

fiscal 2020, which we consider extremely strong at $143,230 per capita. Net taxable assessed value (AV) has grown by

36.8% since fiscal 2017 to $15.2 billion in fiscal 2020. The tax base is very diverse with the 10 leading taxpayers

accounting for about 6.2% of net taxable AV.

The district is 25 miles north of downtown Dallas in Collin County, one of the nation's fastest-growing counties. It

provides kindergarten to 12th-grade educational services to Collin County residents. The district is a bedroom

community with access to employment opportunities in the Dallas-Fort Worth MSA. The district continues to

experience healthy tax base growth, spurred by growth across the Dallas-Fort Worth MSA and increasing property

values.

AV has continuously increased during the past three fiscal years with an average annual increase of 11%. Certified

fiscal 2020 AV is roughly $15.2 billion, or 8.2% higher than fiscal 2019. Officials expect strong tax base growth to

continue for the next two fiscal years because they expect additional growth within the district's boundaries. We note

future residential development should slow as the district approaches buildout of land available for residential use.

Finances

A wealth-equalization formula, based on property values and average daily attendance (property wealth per student),

determines state funding for all school districts. Therefore, increases or decreases in average daily attendance

(enrollment) can lead to corresponding increases or decreases, respectively, in the amount of state revenue a district

receives.

On May 27, 2019, Texas lawmakers passed some key bills that will have a notable effect on public kindergarten

through 12th-grade funding statewide. (For more information on state funding changes, please see our report, titled

"Texas Funds Public Schools, Staving Off Expenditure Growth For Now," published June 13, 2019.) Specifically, House

Bill 3 (HB3) provides additional school funding while lowering school district property tax rates. Meanwhile, Senate Bill

12 provides for increased contributions to the Texas Teachers' Retirement System (TRS) to shore up pension-plan

funding. In our opinion, these bills, signed into law earlier in 2019, will likely have an overall positive effect on local

and charter school district credit quality statewide. For the district, additional per-pupil funding will provide added

state revenue. However, the district earmarked a portion of this additional state aid for salary increases.

In school year 2019-2020, student enrollment is 21,669. Annual enrollment has grown steadily, modestly by roughly

1% during the past three years. Although some new residential construction has occurred recently, the district does

not expect enrollment to increase materially because most new residential development caters to young professionals
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rather than families. While the latest demographic study indicates enrollment growth of 1.5% for the next three years,

officials are conservatively projecting 1% enrollment growth for the next two years. The district operates 18

elementary schools; three middle schools; one freshman center; one high school; a

science-technology-engineering-arts-and-mathematics (STEAM) center; and an alternative-education center.

Available fund balance of $75 million was very strong, in our view, at 39% of general fund expenditures at fiscal

year-end June 30, 2018. The district reported deficit operating results at 0.2% of expenditures in fiscal 2018. Property

taxes generate 75% of general fund revenue and state aid accounts for 21%.

Prior to fiscal 2017, the district reported six consecutive surpluses. The district built up reserves since fiscal 2011 with

the intention of spending them down to fund capital projects. For fiscal 2017, the district funded one-time capital

projects, such as a new auxiliary gym at the high school, bus purchases, and technology projects; this led to a minor

drawdown of $4.4 million, or 2.3% of operating expenditures. For fiscal 2018, the district adopted a deficit budget of $2

million, or 1% of operating expenditures, due to one-time expenditures associated with technology projects and bus

purchases. However, officials largely attribute actual better-than-budgeted results to conservative budgeting.

Estimates indicate the district will end fiscal 2019 with a $6 million surplus. During fiscal 2019, roughly $2.5 million of

capital spending did not occur; in addition, the district realized several positive revenue variances. The fiscal 2020

budget includes a $1 million deficit, but officials are projecting at least breakeven operations. State aid revenue

estimates were conservative for the fiscal 2020 budget due to recent funding-formula changes.

To provide additional high-school capacity, the district intends to use roughly $12 million of reserves during the next

three fiscal years. Collin Community College is constructing a technology center next to the new STEAM center, and

the district intends to fund a portion of the technology center in exchange for using the community college's facility for

dual-credit classes. The district will draw down $6 million once the technology center is halfway complete and the

remaining $6 million when it receives the certificate of occupancy. Despite the planned drawdown, the district intends

to meet its informal reserve target and maintain, at least, 35% of operating reserves for the next three fiscal years.

Therefore, we expect finances will likely remain very strong.

Texas designates the district a Chapter 49 district, or a property-wealthy district, due to the state's equalization

formula. Therefore, the district receives basic state aid for operations but must forfeit a portion of locally derived

revenue to the state for redistribution. The district remitted $2.8 million in recapture payments for fiscal 2018, and it

budgeted to remit $1.18 million in fiscal 2019. With the passing of HB3, recapture payments under the former Chapter

41 have decreased under Chapter 49 because the state has revised its school-funding formula.

The fiscal 2020 property tax rate is $1.45 per $100 of AV: $1.04 for operations and maintenance and 41 cents for debt

service (the interest-and-sinking fund). HB3 compressed the district's operating tax rate for fiscal 2020; HB3

compressed the operating tax rate of all public schools statewide.

Management

We consider the district's financial management practices good under our FMA methodology, indicating that financial

practices exist in most areas but that governance officials might not formalize or regularly monitor all of them.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT OCTOBER 22, 2019   4

Summary: Allen Independent School District, Texas; General Obligation; School State Program



Management calculates revenue estimates using historical enrollment, AV growth, and state aid receipts. It performs

budget amendments as needed to address expenditure reclassifications and additional expenses; the school board

approves budget amendments according to management's recommendation. In addition, the district provides monthly

reports on budget-to-actual updates to the board. The district performs long-term financial planning beyond the

budget, but it has temporarily suspended this practice during fiscal 2020 to assess the effect of HB3 on the district.

The board reviews its formal long-term capital plan annually, and the plan includes capital expenditures with an

assumed funding source of bonds and assigned reserves. The district's formal investment policy calls for quarterly

holdings-and-returns reports to the board. The district's formal general fund reserve policy calls for maintaining

unreserved general fund balance at 20% of operations. Its formal debt-management policy restricts debt to no more

than 20% of variable-rate debt and derivatives.

Debt

Overall net debt is moderate, in our opinion, at 5.1% of market value, or high at $7,274 per capita. Amortization is

slower than average, with officials planning to retire 38% of direct debt during 10 years. Debt service carrying charges

were 20.1% of total governmental-fund expenditures, excluding capital outlay, in fiscal 2018, which we consider

elevated.

Including overlapping entities, total direct debt is $774.1 million and overlapping debt is $162.5 million. Officials

mainly attribute overlapping debt to Allen and Collin County. The district does not currently have any authorized, but

unissued, debt remaining. In May 2019, its electorate voted down a bond election. After revisiting future debt plans

and developing a new proposal, officials plan to approach the electorate again sometime during the next few years.

The district does not currently have any variable-rate or direct-purchase debt.

Pension and other-postemployment-benefit liabilities

We do not view pension and other-postemployment-benefit (OPEB) liabilities as an immediate credit pressure because

required contributions currently make up a small portion of total governmental expenditures; we do not expect

required contributions to increase materially during the next few fiscal years. Under a special-funding situation, the

state contributes a sizable share of employer contributions and carries responsibility for the proportionate share of the

unfunded liability.

As of Aug. 31, 2018, the district participates in:

• TRS with 73.7% funded with a proportional share of the net pension liability equal to $33.95 million--The

proportional share is calculated as of June 30, 2018, using a pension-liability-measurement date of Aug. 31, 2017,

for TRS; and

• Texas Public School Retired Employees' Group Insurance program (TRS-Care), which provides health-insurance

coverage to TRS members--TRS-Care is 1.6% funded, and the district has a proportionate share of the net OPEB

liability of $59.4 million--The proportional share is calculated as of June 30, 2018, using an

OPEB-liability-measurement date of Aug. 31, 2017, for TRS-Care.

In fiscal 2018, the district paid its full required contribution of $3.7 million, or 1.1% of total governmental expenditures,

toward pension obligations. In fiscal 2018, the district also paid $971,000, or 0.3% of total governmental expenditures,
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toward OPEB obligations in fiscal 2018. The combined pension and OPEB carrying charge totaled 1.3% of total

governmental-fund expenditures in fiscal 2018.

Since contributions are statutory, which is typically lower than the actuarially determined contribution, fiscal 2018

contributions were materially below static- and minimal-funding progress. Furthermore, the plans' 30-year, level-dollar,

open-amortization schedule will result in slow funding, even if actual contributions met actuarially determined

contributions and the 6.9% discount rate could lead to some contribution volatility.

Outlook

The stable outlook on the program rating reflects S&P Global Ratings' assessment of the strength and liquidity of the

Texas Permanent School Fund.

The stable outlook on the underlying rating reflects our expectation of the district's strong tax base growth and very

strong finances. Therefore, we do not expect to change the rating within the next two years.

Upside scenario

All else being equal, we could raise the rating if debt were to decrease to levels we consider comparable with

higher-rated peers while maintaining very strong reserves.

Downside scenario

We could lower the rating if reserves were to decrease below, what we consider, very strong levels or debt were to

increase materially, to the point it results in budgetary imbalance.

Ratings Detail (As Of October 22, 2019)

Allen Indpt Sch Dist unltd tax sch bldg bnds ser 2017 dtd 06/01/2017 due 02/15/2042

Long Term Rating AAA/Stable Current

Underlying Rating for Credit Program AA/Stable Affirmed

Allen Indpt Sch Dist PSF/CRS

Long Term Rating AAA/Stable Current

Underlying Rating for Credit Program AA/Stable Affirmed

Allen Indpt Sch Dist PSF/CRS

Long Term Rating AAA/Stable Current

Underlying Rating for Credit Program AA/Stable 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 S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in the left column.
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