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Credit Profile

US$7.73 mil unltd tax rfdg bnds ser 2020 dtd 01/01/2020 due 02/15/2028

Long Term Rating AAA/Stable New

Underlying Rating for Credit Program A+/Stable New

Nacogdoches Indpt Sch Dist PSF

Underlying Rating for Credit Program A+/Stable Affirmed

Nacogdoches Indpt Sch Dist GO

Long Term Rating A+/Stable Affirmed

Rationale

S&P Global Ratings assigned its 'AAA' long-term rating and 'A+' underlying rating to Nacogdoches Independent

School District (ISD), Texas' series 2020 unlimited-tax refunding bonds. At the same time, S&P Global Ratings affirmed

its 'A+' rating on the district's general obligation (GO) and limited tax debt outstanding. The outlook on all ratings is

stable.

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

Fund (PSF) bond guarantee program, which provides the security of a permanent fund of assets that the district can

use to meet debt service on bonds guaranteed by the program. (For more information on the long-term rating, see our

report on the Texas PSF, published June 7, 2019, on RatingsDirect.)

Credit overview

The district has a long history of maintaining very strong reserves, and management's conservative budgeting supports

year-end surpluses annually. The tax base reflects steady year-over-year growth, primarily due to the appreciation of

values on existing properties, although a few new businesses are moving into the district. However, enrollment has

been declining, with students transferring to other districts and management is looking to reverse this trend in the near

term. Despite enrollment declines, management has produced consistent positive budget-to-actual variances, which

have strengthened its reserve position over the years.

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

• Stable local economy that is anchored by Stephen F. Austin State University (SFA);

• Adequate income levels as reflected in a median household effective buying income (EBI) of 71% of the U.S.;

• Very strong financial position, with a general fund balance equal to 47% of the general fund expenditures; and

• Moderately high overall 6.9% debt burden and slow amortization.
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Security and use of proceeds

An unlimited ad valorem property tax pledge secures the bonds. Proceeds from the sale of the bonds will fund various

improvements throughout the district. The 2020 GO refunding bond proceeds will refund existing obligations for debt

service savings, ultimately achieving a net present value savings of $739,736.

Economy

Located in central east Texas, approximately 180 miles southeast of the Dallas-Fort Worth metroplex, Nacogdoches

ISD serves an estimated population of 43,054. The district's economy is anchored by SFA. Education, agriculture,

manufacturing and tourism sectors are the catalysts of what we view as a well-diversified economy with the top 10

taxpayers making up just 12.1% of total assessed value (AV), primarily manufacturing companies, as well as an electric

utility, and retail. The district's largest employers are SFA, Pilgrim's Pride, and the district itself. The property tax base

has been historically healthy and has experienced modest growth in recent years largely tied to appreciation of existing

properties and new developments that have been added to the tax roll. As a result, the district's tax base growth has

averaged 5.7% over the past three years. AV totaled $2.2 billion in 2020, which we consider adequate at $51,211 per

capita. At 71% and 74% of national averages, respectively, the district's median household and per capita EBIs are

adequate, in our view.

SFA, with nearly 13,000 students, is a stabilizing institution and is expanding. In our view, the significant higher

education presence has a stabilizing influence on the local economy through job creation, regional draw, and the

generation of qualified workers into the area's labor force. However, university property is generally tax-exempt, which

results in understated wealth levels, while the presence of college students in the district's population figure also skews

per capita income levels. Although Nacogdoches ISD will eventually benefit from the expansion of the Interstate 69

corridor, which will run from South Texas north to Michigan, the project has a long timeline and there will be no

significant impact in the near term. Officials state that some new businesses have located in the area and some new

upscale housing is expected. We believe the tax base will continue to experience slow-but-steady growth consistent

with previous years.

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 in the amount of state revenue a district receives.

In 2019, enrollment was 6,249. Although enrollment decreased overall from 2015-2019, management is making efforts

to regain students that have transferred out to neighboring districts. Nacogdoches ISD's previous bond issue addressed

facility improvements that management believes will encourage students to return to the district. In addition,

management is looking at strengthening programs that will expand student enrollment. Because of these measures, we

assess the district as positioning itself to at least stabilize and slowly increase enrollment levels.

Despite pressures from declining enrollment, the district has historically maintained a very strong available fund

balance, which was $24.5 million, or 47% of general fund expenditures, at fiscal year-end (June 30) 2019. The district

reported a surplus operating result of 1.8% of expenditures in 2019. Management practices very conservative

budgeting for both revenues and expenditures, which produces year-end surpluses. Depending on the size of the

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JANUARY 28, 2020   3

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



surplus, the district will use excess funds for pay-as-you-go capital needs each year as long as it does not diminish its

very strong reserve levels.

Officials balanced the fiscal 2020 budget with no use of fund balance, and year-to-date figures show the budget is on

target. We expect management to continue its conservative budgeting strategy and use updated budgetary

assumptions to produce positive year-end variances, and maintain at least breakeven operations. District officials also

note that with the passage of House Bill 3 (HB 3), they expect the district to receive additional state aid revenue that

will have a positive impact on the district's budget in the near term. The district's adopted tax rate is $1.2309 per $100

of AV; $1.0684 for maintenance and operations (M&O), and 16.25 cents for debt service. The 11-cent compression in

the M&O rate in fiscal 2020 from the previous fiscal year is a result of HB 3 provisions, however, the interest and

sinking rate remains unchanged. We assess the district's operations will remain at least balanced as ongoing economic

expansion drives operating revenue, coupled with the district's conservative budgeting practices. (For more

information on the state funding change, see "Texas Funds Public Schools, Staving Off Expenditure Growth For Now,"

published June 13, 2019).

Management

We consider the district's management practices standard under our Financial Management Assessment methodology,

indicating the finance department maintains adequate policies in some but not all key areas. These practices include:

• Budget assumptions that are made by considering historical trends and using available software to consider current

and forward-looking assumptions.

• Monthly budget-to-actual reports that are provided to the board and budget amendments that can be made as

needed.

• The lack of a formal long-term financial forecast or a long-term capital plan.

• A monthly report on investment holdings, and a formal investment policy that is reviewed by the board annually.

• The lack of a debt policy, although there have been some discussions about adopting one.

• A formal reserve policy to maintain an unassigned fund balance equal to three months of operating expenditures in

the general fund.

Debt

At 6.9% of AV, we consider overall net debt as moderately high, but at $3,139 on a per capita basis, we view it as

moderate. Amortization is slower than average, with 35% of the district's direct debt scheduled to be retired within 10

years. Debt service carrying charges were 7.1% of total governmental fund expenditures excluding capital outlay in

fiscal 2019, which we consider low.

The district's series 2009 maintenance tax notes are privately placed with U.S. Bank N.A. There is no acceleration or

other nonstandard bank terms, and we do not believe is the notes are a risk to the district's liquidity or budgetary

flexibility. After the current bond issue, there is no authorized but unissued debt and there are currently no plans to ask

voters for additional debt.
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Pension and other postemployment benefits liabilities

We do not view pension and other postemployment benefits (OPEB) liabilities as an immediate source of credit risk for

Nacogdoches ISD, as required contributions account for a small portion of total governmental expenditures and are

not expected to materially increase over the next few years.

Under a special funding situation, the state contributes a sizable share of the employer contribution and is responsible

for its proportionate share of the unfunded liability.

Nacogdoches ISD participated in the following plans as of Aug. 31, 2018:

Teacher Retirement System (TRS), 75.2% funded with a proportional share of the net pension liability equal to $21

million.

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

coverage to members of the TRS pension plan. TRS-Care is 1.6% funded and the district has a proportionate share of

the net OPEB liability of $26.8 million.

In fiscal 2019, the district paid its full required contribution of $1.1 million, or 2.6% of total governmental expenditures,

toward its pension obligations. The district also contributed $383,000, or 0.5% of total governmental expenditures,

toward its OPEB obligations in fiscal 2019. Combined pension and OPEB carrying charges totaled 2.1% of total

governmental fund expenditures in 2019.

The district provides pension benefits for full-time employees through the statewide multiple-employer defined benefit

plan (TRS). It also provides OPEB in the form of retiree health care through TRS-Care. We also note that TRS recently

lowered the discount rate to 7.25% from 8.00% and updated its mortality tables. These updated assumptions resulted

in a decrease in the funded ratio, to 73.7% in fiscal 2018 from 82.2% in fiscal 2017.

While the state makes the bulk of contributions to TRS and TRS-Care for the district, we believe the revised

assumptions to TRS and escalating health care cost trends will likely result in increased costs to the district over the

next few years. However, given the special funding situation, we assess that the district's postemployment benefit costs

and OPEB liabilities will remain manageable.

Outlook

The stable outlook on the long-term rating reflects our view of the Texas PSF guarantee.

The stable outlook on the underlying rating reflects the district's very strong financial position and stable local

economy. We do not expect to change the rating in the next two years.

Upside scenario

All else equal, we could raise the rating if the district's overall net debt burden moderates, its tax base expands

resulting in economic metrics that we consider similar to those of higher-rated peers, and the district strengthens and

adopts financial management policies according to our FMA methodology.
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Downside scenario

We could lower the rating if the district's finances deteriorate substantially, resulting in available reserves that are

below the formal target or if debt increases to a level that we consider high.

Related Research

• Criteria Guidance: Assessing U.S. Public Finance Pension And Other Postemployment Obligations For GO Debt,

Local Government GO Ratings, And State Ratings, Oct. 7, 2019

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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