
U.S. PUBLIC FINANCE

CREDIT OPINION
21 June 2019

Contacts

Jennifer Card
Bernhardt

+1.312.706.9983

Analyst
jennifer.card@moodys.com

Douglas Goldmacher +1.212.553.1477
AVP-Analyst
douglas.goldmacher@moodys.com

CLIENT SERVICES

Americas 1-212-553-1653

Asia Pacific 852-3551-3077

Japan 81-3-5408-4100

EMEA 44-20-7772-5454

Fargo Public School District 1, ND
Update to credit analysis

Summary
Fargo Public School District (PSD) 1, ND's (Aa2 issuer rating) credit attributes include a
diverse and growing tax base in the Fargo (Aa1 negative) and Moorhead (Aa3) metropolitan
area, stable financial operations supported by healthy reserves, enrollment growth that
positively affects revenue, and a moderate net direct debt burden. These credit strengths are
balanced against challenges including exposure to state budgetary pressures due to reliance
on state aid and a high pension burden.

Credit strengths

» Large and growing tax base favorably located in the Fargo and Moorhead metropolitan
area

» Growing enrollment trends, which factors positively into the state aid distribution formula

» Stable financial operations supporting healthy operating fund reserves

Credit challenges

» Exposure to underfunded state cost-sharing pension plans

» Exposure to state budgetary pressures due to reliance on state aid

Rating outlook
Moody's does not typically assign outlooks to local governments with this amount of debt.

Factors that could lead to an upgrade

» Material and sustained increases in operating reserves and liquidity

» Moderation of unfunded pension liabilities

» Strengthening of resident income levels

Factors that could lead to a downgrade

» Declines in the district's employment base, tax base, or resident income levels

» Narrowing of financial reserves or liquidity

» Increase in debt and pension burdens

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1182073
https://www.moodys.com/credit-ratings/Fargo-Public-School-District-1-ND-credit-rating-600036330
https://www.moodys.com/credit-ratings/Fargo-City-of-ND-credit-rating-600001836
https://www.moodys.com/credit-ratings/Moorhead-City-of-MN-credit-rating-600003791
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Key indicators

Exhibit 1

Fargo Public School District 1, ND 2014 2015 2016 2017 2018

Economy/Tax Base

Total Full Value ($000) $6,210,208 $6,832,486 $7,525,816 $8,027,511 $8,476,165 

Population              91,542              92,011              92,516              94,106              94,106 

Full Value Per Capita $67,840 $74,257 $81,346 $85,303 $90,070 

Median Family Income (% of US Median) 112.5% 110.5% 108.8% 104.9% 104.9%

Finances

Operating Revenue ($000) $145,921 $161,898 $185,933 $160,857 $164,027 

Fund Balance ($000) $28,101 $28,790 $29,994 $31,440 $31,706 

Cash Balance ($000) $30,488 $32,489 $36,006 $33,319 $35,991 

Fund Balance as a % of Revenues 19.3% 17.8% 16.1% 19.5% 19.3%

Cash Balance as a % of Revenues 20.9% 20.1% 19.4% 20.7% 21.9%

Debt/Pensions

Net Direct Debt ($000) $107,069 $109,384 $104,060 $97,763 $90,808 

3-Year Average of Moody's ANPL ($000) $363,856 $344,914 $344,812 $382,443 $414,391 

Net Direct Debt / Full Value (%) 1.7% 1.6% 1.4% 1.2% 1.1%

Net Direct Debt / Operating Revenues (x) 0.7x 0.7x 0.6x 0.6x 0.6x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 5.9% 5.0% 4.6% 4.8% 4.9%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 2.5x 2.1x 1.9x 2.4x 2.5x

Sources: Moody's Investors Service; Fargo PSD's audited financial statements; US Census Bureau

Profile
The district covers 57 square miles including the City of Fargo, which is the county seat of Cass County (Aa3) and the largest city in
North Dakota (Aa1 stable). The district facilities include sixteen elementary school buildings, three middle schools, three high schools,
one alternative community high school, three regional treatment facilities and Trollwood Performing Arts School. District enrollment is
11,373 in fiscal 2019.

Detailed credit considerations
Economy and tax base: large, diverse and growing tax base serving as economic center of the region
We expect the district's local economy to remain healthy due to diversity of employment and continued tax base growth. The district
serves most of the city of Fargo and is fully valued at $8.5 billion in 2018. Valuations have trended positively for over a decade, and,
more recently, averaged annual increases of 7.5% for the last five years. The city of Fargo serves as the regional economic hub and is
the center of the Fargo and Moorhead metropolitan area. The local economy is supported by large institutional employers including
Sanford Fargo Medical Center (9,349 employees), North Dakota State University (4,156 employees) and Essentia Health (2,690
employees). Since the 2000 Census, the district's population has grown modestly, but steadily every year, increasing an estimated 5%
between 2010 to 2017 to over 94,000. At 2.2% in April 2019, the unemployment rate in Cass County was below both the state (2.5%)
and nation (3.3%). Median family income is a solid 105% of the US median.

Financial operations and reserves: stable financial operations with solid reserves
The district's financial operations are expected to remain healthy due to conservative budgeting practices and solid reserve levels. The
district has maintained stable General Fund reserve levels over the last six fiscal years, with reserves around or over 20% of revenues,
exceeding the district's policy to maintain at least 15% of expenditures in reserves. The district concluded fiscal 2018 with a $288,000
General Fund operating surplus, resulting in an available General Fund balance of $31.7 million, or a solid 19.7% of revenues. The
operating surplus was primarily a result of conservative revenue assumptions and favorable variances on expenditures. Available fund
balance across all operating funds (General and Debt Service Funds), totaled $31.7 million, or 19.3% of total operating revenues.

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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https://www.moodys.com/credit-ratings/Cass-County-of-ND-credit-rating-600027705
https://www.moodys.com/credit-ratings/North-Dakota-State-of-credit-rating-600004204
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For fiscal 2019, year to date results show the district tracking on target with the budget, reflecting an estimated $490,000 draw in the
General Fund, driven by increases in personnel costs due to salary settlements. For fiscal 2020, the district's preliminary budget plans
for balanced operations.

State aid accounts for the largest portion of operating fund revenues for the district at 62.4% in fiscal 2018. State aid is distributed on
a per pupil basis, using the prior year's count. While state revenues are projected to grow in fiscal 2019 due to estimated enrollment
growth, high levels of exposure to state revenues leave the district vulnerable to state aid cuts or delays in the future. Enrollment has
increased in conjunction with the economic growth with an average annual increase of 1.1% per year over the last five years. Most
recently, enrollment jumped 2.0%, or by 223 students, bringing total district enrollment to 11,373. Going forward, management
expects to see annual growth of approximately 100 students for each of the next five years.

LIQUIDITY
The district's net cash position in its operating funds closed fiscal 2018 at $36 million, or a solid 22% of revenues.

Debt and pensions: moderate net direct debt burden and elevated pension liabilities
The district’s net direct debt burden is moderate. The district has $89.5 million in outstanding debt, inclusive of $18.1 million in a GO
refunding planned for July 2019, which is equal to 1.1% of full value and 0.5x fiscal 2018 operating revenue. Of the $89.5 million in debt
outstanding, $85.6 million reflects general obligation limited tax (GOLT) debt and $4 million is made up of lease revenue debt.

When including overlapping debt, the overall net debt burden relative to full value is elevated at 4.8%, of which a large portion
represents borrowings from the city of Fargo. Debt service as a percentage of operating revenues was $10.1 million, or a modest 6.1% in
fiscal 2018, while total fixed costs, including pension contributions, was $20.8 million or a moderate 12.7% of operating revenues. After
the planned GO refunding in July 2019, the district has no immediate borrowing needs.

DEBT STRUCTURE
All of the district's debt is fixed rate and amortizes over the long term. Principal amortization is slow with 66% of debt retired in ten
years

DEBT-RELATED DERIVATIVES
The district does not have any exposure to any debt-related derivatives.

PENSIONS AND OPEB
The district's pension burden is high, however its annual costs to fund benefits are low. The district participates in two multiple
employer cost-sharing plans, the North Dakota Public Employees Retirement System (NDPERS) and the Teachers Fund for Retirement
(TFFR). The Moody's adjusted combined net pension liability (ANPL) for the district, under our methodology for adjusting reported
pension data is $432 million as of fiscal 2018. The ANPL over the past three years averaged 2.5x operating revenues and 5.2% of full
valuation. The ANPL uses a market-based interest rate to value accrued pension liabilities. While contributions will likely rise in the
future given the trajectory of the plan, we do not foresee a material increase in contributions that would stress the district's budget
over the next several years.

North Dakota statutes establish local government retirement contributions as a percent of covered compensation. The employer
contribution rates are currently set at 12.8% of payroll for TFFR and 7.12% of payroll for NDPERS. The district's total fiscal 2018 pension
contribution for both plans was $10.7 million, equal to 6.6% of operating revenues. Contributions to TFFR from all participating
governments in aggregate amounted to only 79% of the plan’s “tread water” indicator in 2017, down from 92% of the plan’s “tread
water” in 2016, while contributions to NDPERS from all participating governments in aggregate amounted to only 66% of the plan’s
“tread water” indicator in 2017. Employer contributions that tread water equal the sum of current year service cost and interest on
reported net pension liabilities at the start of the year, using reported assumptions. If plan assumptions are met exactly, contributions
equal to the tread water indicator will prevent the reported net pension liabilities from growing.

The district does not provide Other Post Employment Benefits (OPEB).

Management and governance: moderate institutional framework, with conservative budgeting practices
North Dakota school districts have an Institutional Framework score of A, which is moderate. Institutional Framework scores measure
a sector's legal ability to increase revenues and decrease expenditures. North Dakota school districts are highly dependent on state aid,

3          21 June 2019 Fargo Public School District 1, ND: Update to credit analysis



MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

averaging 70% of General Fund revenues. State aid is moderately predictable and is based on a per pupil funding formula, with some
adjustments for wealth and need. The sector's second revenue source, property taxes are subject to a cap, which can be overridden with
voter approval only. However, school districts generally have significant revenue raising ability below the cap of 70 mills. Unpredictable
revenue fluctuations tend to be high but unpredictable expenditure fluctuations tend to be moderate. Across the sector, fixed and
mandated costs are generally high and driven mainly by debt service and pension costs. North Dakota is a Right to Work state,
providing expenditure-cutting ability.

Property taxes were the second source of revenue for the district, comprising 30.2% of operating revenues in fiscal 2018. The district
is currently levying the maximum allowable amount in the General Fund, however could levy an additional $6 million in revenues
through it Special Reserve and Miscellaneous Fund levies.

Rating methodology and scorecard factors
The US Local Government General Obligation Rating Methodology includes a scorecard, a tool providing a composite score of a local
government's credit profile based on weighted factors we consider most important, universal and measurable, as well as possible
notching factors dependant 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 2

[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 December 16, 2016.
[3] Standardized adjustments are outlined in the GO Methodology Scorecard Inputs Updated for 2019 publication
Sources: Moody's Investors Service; Fargo PSD's audited financial statements; US Census Bureau
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