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Credit Profile

US$1.853 mil unltd tax rfdg bnds ser 2019 dtd 07/11/2019 due 02/15/2026

Long Term Rating A+/Stable New

Rationale

S&P Global Ratings assigned its 'A+' long-term rating to Crockett County Consolidated Common School District

(CCSD), Texas' series 2019 unlimited-tax refunding bonds. At the same time, S&P Global Ratings affirmed its 'A+'

underlying rating on the district's outstanding general obligation (GO) debt. The outlook is stable.

The anticipated reduction in recapture payments under House Bill 3 as well as the addition of windfarms and pipelines

to the tax base are expected to strengthen the district's operations over the next few years. The district, located in

southwest Texas, has a tax base concentrated in the oil and gas industry that saw substantial declines in 2016 and

2017. These declines, in conjunction with the loss of additional state aid for tax reduction (ASATR) revenue, negatively

affected operations and contributed to a string of deficit operations. Management has since instituted a number of cost

cutting measures and anticipates finishing fiscal 2019 with at least balanced operations. These cuts, in conjunction

with the aforementioned changes in state funding and tax base growth, will likely support stable operations for the

foreseeable future.

The 'A+' rating reflects our opinion of the district's:

• Extremely strong market value per capita and good income levels,

• Very strong reserves despite recent declines, and

• Low-to-moderate overall net debt with low debt service and rapid amortization.

Partly offsetting the above strengths, in our view, are the district's limited local economy and susceptibility to volatility

from changing mineral values given moderate concentration of oil and gas entities within the tax base.

Revenue from an unlimited ad valorem tax levied annually against all taxable property located within the district

secures the bonds. Bond proceeds will be used to refund a portion of the district's outstanding debt for interest cost

savings.

Economy

Crockett County CCSD serves an estimated population of 3,655. In our opinion, median household effective buying

income is strong at 110% of the national level, but per capita effective buying income is good at 91%. The district's
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total $1.3 billion market value is extremely strong, in our view, at $345,900 per capita. Net taxable assessed value (AV)

has grown by 5% since 2017 to $1.3 billion. The 10 largest taxpayers make up an estimated 49.3% of net taxable AV,

which we consider concentrated.

The district is located in southwest Texas and includes the unincorporated community and county seat of Ozona. It is

a largely ranching local economy, supplemented strongly by oil and gas. Of the district's top 10 taxpayers, eight are

petroleum-related entities.

Exposure to mineral values have caused fluctuations in the district's property tax base over the past few years. After

two consecutive years of declines, the district's taxable AV increased in both 2018 and 2019. Three windfarms and a

series of pipelines are being built within the district, and we anticipate that this will materially increase the district's tax

base, albeit at the cost of increasing concentration.

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 movements in the amount of state revenue a district receives. Student

enrollment totaled 755 for 2018, having decreased overall since 2014.

The district's available fund balance of $2.4 million is very strong, in our view, at 16% of general fund expenditures at

fiscal year-end (Aug. 31) 2018. The district reported a deficit operating result of 2.4% of expenditures. The district

depends primarily on property taxes for general fund revenue (86.6%), with state aid accounting for only 9.3% of

revenue.

Declines in mineral values have led to shrinking local revenue for the district over the past few years. This, in

conjunction with the district's loss of ASATR funding, resulted in a number of general fund operating deficits. Officials

report that they have cut a number of expenditures in response, and consequently project that the district will finish

fiscal 2019 with at least break-even operations.

The district is considered property wealthy under the state funding formula and is consequently required to remit

recapture payments to the state. Officials estimate that the district will pay a total of roughly $6 million in recapture

payments for fiscal 2019, but that revisions in the funding formula under the recently passed House Bill 3 mean they

will remit only about $4 million in 2020. We anticipate that this reduction, in conjunction with the district's

expenditures, and the anticipated growth in its tax base will help the district balance its operations and maintain very

strong reserves for the foreseeable future.

For more information on House Bill 3, please see our report "Texas Funds Public Schools, Staving Off Expenditure

Growth For Now," published June 13, 2019 on RatingsDirect.

Management

We consider the district's management practices standard under our financial management assessment methodology,

indicating our view that the finance department maintains adequate policies in some but not all key areas.

Highlights of the district's financial management policies and practices include comprehensive budget assumptions
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along with regular budget monitoring and updates. Management analyzes three years of historical data and consults

with external sources to develop budget forecasts. The board receives monthly reports on budget-to-actual

performance, and can make amendments to the budget as necessary. The district follows state mandates for

investment and debt management guidelines. Management provides the board with monthly reports on investment

holdings and performance. There is an informal reserve target of at least three months of operating expenditures. The

district does not perform long-term financial or capital planning.

Debt

We consider overall net debt low at 1% of market value and moderate at $3,422 per capita. With 100% of the district's

direct debt scheduled to be retired within 10 years, amortization is rapid. Although amortization is rapid, the debt

service carrying charge was only 5.9% of total governmental fund expenditures excluding capital outlay, which we

consider low, in fiscal 2018.

The district has no plans to issue additional debt within the next two years, and thus we do not anticipate that its debt

profile will change materially within the foreseeable future. We have verified that the district is not party to any

privately placed or direct purchase agreements that would pose a risk to its liquidity.

Pension and other postemployment benefit liabilities

The district paid its full required contribution of $130,000, or 0.8% of total governmental expenditures, toward its

pension obligations in fiscal 2018. The district also paid $52,000, or 0.3% of total governmental expenditures, toward

its other postemployment benefit (OPEB) obligations. Pension and OPEB carrying charges totaled 1.1% of total

governmental fund expenditures.

The district participates in the Texas Teachers' Retirement System (TRS). According to its 2018 audit, which adhered

to Governmental Accounting Standards Board Statement No. 68 reporting standards, its share of the plan's net pension

liability was approximately $1.4 million. The district also contributes to TRS Care, a cost-sharing, multiple-employer

defined benefit postemployment health care plan. Given that the district's pension and OPEB obligations represent a

comparatively small proportion of its budget, we believe they pose little pressure to the district's finances.

As of Aug. 30, 2018, the plan had a funded ratio of 73.74%. The funded ratio declined from 82.17% in the previous year

because of an increase in the plan's unfunded actuarial liability. The liability grew materially as a result of changes in

the actuarial assumptions adopted during an experience study performed in 2018. However, we recognize that the

change in assumptions was conservative and that the state intends to continue funding a majority of schools' pension

obligations, and therefore we do not view the deterioration in the funding ratio as a significant credit weakness.

Outlook

The stable outlook reflects our expectation that the changes in school funding as well as projected growth in the

district's tax base will allow the district to return to balanced operations and thereby maintain very strong reserves.

Downside scenario

If the district's expenditure cuts and anticipated revenue increases fail to produce balanced operations, and the district

consequently reduces its reserves materially, we could lower the rating.
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Upside scenario

If the local economic base were to materially diversify, we could consider raising the rating.

Ratings Detail (As Of June 19, 2019)

Crockett Cnty Cons Common Sch Dist unltd tax sch bldg bnds

Long Term Rating AAA/Stable Current

Underlying Rating for Credit Program A+/Stable Affirmed

Crockett Cnty Cons Common Sch Dist unltd tax sch bldg bnds

Long Term Rating AAA/Stable Current

Underlying Rating for Credit Program A+/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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