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Summary:

Sullivan School District, Missouri; Appropriations;
School State Program

Credit Profile

US$6.585 mil GO rfdg bnds (Missouri Direct Deposit Prog) ser 2020 due 03/01/2026

Long Term Rating AA+/Stable New

Underlying Rating for Credit Program A+/Stable New

Sullivan Sch Dist GO bnds

Long Term Rating AA+/Stable Affirmed

Underlying Rating for Credit Program A+/Stable Current

Sullivan Sch Dist GO rfdg bnds (missouri direct dep prog)

Long Term Rating AA+/Stable Affirmed

Sullivan Sch Dist GO sch rfdg bnds (Missouri Direct Dep Prog)

Long Term Rating AA+/Stable Affirmed

Sullivan Sch Dist Bldg Corp, Missouri

Sullivan Sch Dist, Missouri

Sullivan Sch Dist Bldg Corp (Sullivan Sch Dist) COPs (Sullivan Sch Dist)

Long Term Rating A/Stable Affirmed

Rating Action

S&P Global Ratings assigned its 'AA+' long-term program rating and 'A+' underlying rating for credit program to

Sullivan School District, Mo.'s series 2020 general obligation (GO) refunding bonds. At the same time, we affirmed our

'AA+' program rating on the district's existing GO debt. Finally, we affirmed our 'A' long-term rating on the district's

lease participation certificates. The outlook is stable.

Security and use of proceeds

The series 2020 bonds and outstanding GO debt are secured by revenue from an unlimited ad valorem tax on all

taxable property in the district. Series 2020 bond proceeds will be used to refund a portion of the district's outstanding

debt for interest cost savings.

The 'AA+' long-term rating reflects our assessment of the district's eligibility for and participation in the Missouri

Direct Deposit program. The state credit enhancement rating is one notch below the Missouri GO rating, reflecting

our:

• View of state aid appropriation risk, partly mitigated by strong state support for the program and consistent,

well-established state aid funding;

• Expectation that maximum annual debt service coverage on all parity debt by state aid payments, currently at 6.2x,

will remain strong; and
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• View that the flow of state aid distributions and debt service payment dates result in a strong

timing-and-administrative-risk assessment.

The lease participation certificates are secured by lease rental payments by the district, as lessee. We rate these

obligations one notch lower than the district's general creditworthiness to account for the appropriation risk associated

with the lease payments. We considered the affordability and likelihood of the lease payments, and this is reflected in

the appropriation rating and in our view of the district's general creditworthiness. In our view, the lease features and

terms are standard with no unusual risks regarding timely payment of the debt.

Credit overview

Located 65 miles outside of St. Louis, the district's economic base is stable with growing assessed value (AV). Despite

intentional drawdowns, the district has been able to maintain strong reserves alongside a low debt burden, and we

view these as the district's primary credit strengths. We anticipate that the district will maintain these characteristics

for the foreseeable future. We further note that we anticipate no short-term credit pressure on the district stemming

from COVID-19 given that the district's revenue mix relies primarily on property taxes and state aid funding, which is

calculated using the higher of the current year's or either of the past two years' enrollment and which is consequently

insulated from single-year declines.

The rating also reflects our view of the district's:

• Stable economic base, albeit with below-average income indicators, which continues to see steady assessed value

growth and support stable enrollment;

• Maintenance of strong cash reserves; and

• Maintenance of a low debt burden, which we view as unlikely to increase materially or pressure operations.

Stable Two-Year Outlook

The stable outlook on the state credit enhancement rating reflects our view of the state's creditworthiness and that its

support for the program will remain strong. We expect that coverage will remain strong over the two-year outlook

horizon given the program's structural features, recent state aid, and enrollment. Upward rating potential is limited

because of the state rating and appropriation risks. Should we lower the state rating, or should state support or debt

service coverage decline, we could consider a lower rating.

Upside scenario

If the local economy were to materially grow and develop, as evidenced by improved income and market value

metrics, we could consider raising the underlying rating.

Downside scenario

If the district's budgetary performance were to materially weaken, thereby depleting reserves to a level we no longer

would consider commensurate with that of similarly rated peers, we could lower the underlying rating.
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Credit Opinion

Stable economic base and enrollment

Located 65 miles southwest of St. Louis, the local economic base is largely stable, albeit with below-average income

indicators. AV has steadily increased over the past three years. We anticipate that ongoing commercial development

as well as expansions at the local hospital will promote modest growth and promote overall stability.

Enrollment totaled 2,086 students in 2019, having been relatively stable since 2013. Management projects that

enrollment will remain fairly stable, which we believe is reasonable given the historical trend.

Strong cash reserves despite recent drawdowns

Funding for Missouri school districts is mostly a mix of local property taxes and state aid. Basic state aid funding is set

by average daily attendance, and is then reduced by a local effort in the form of a lookback tax levy. The district can

increase the annual tax levy by the lesser of inflation or 5% (not accounting for new construction, which is separately

fully realized in the levy), as long as the resulting tax rate remains below the maximum voter-approved amount.

The district has drawn down over the past three years in an effort to reduce its reserves to a level closer to the district's

25% of expenditures target. To do so, the district has used cash on hand to supplement a prior bond issuance and fund

capital expenditures as well as to hire additional instructional coaches. The fiscal 2020 budget features a roughly

$903,000 drawdown in the combined general and special revenue funds, but officials report that a number of items are

trending more positively than projected and that they consequently anticipate finishing the year with a smaller deficit.

If the district were to draw down the full budgeted deficit, we estimate that reserves would remain strong on a

modified cash basis of accounting at 28%. Given this, as well as the district's strong record of outperforming budgets,

we anticipate that the district will maintain strong cash reserves for the foreseeable future.

Standard financial management policies and practices

Highlights of the district's financial management policies and practices include the use of both historical information as

well as consultations with outside sources to develop budgetary forecasts, monthly reporting to the board on both

budget-to-actual performance and investment holdings, maintenance of a formal investment management policy, and

adherence to an informal reserve target to keep at least 25% of expenditures on hand. The district maintains neither a

long-term financial plan nor a capital improvement plan, and although it has a formal debt management policy, we do

not believe that the policy is materially more restrictive than state statutes.

Low debt burden

Overall net debt is low on a per capita basis at $1,137, and amortization is rapid with 100% of the district's direct debt

scheduled to be retired within 10 years. The district has no plans to issue additional debt, and thus we anticipate that

its debt burden will remain low. Additionally, we have verified that the district is not party to any direct purchase or

private placement agreements that we believe would pose a risk to either its operations or liquidity.

Limited pressure from pension and other postemployment benefit (OPEB) liabilities:

• We do not view pension and OPEB liabilities as an immediate source of credit pressure for the district, given our

opinion of the strong plan funding status and modest escalating cost trajectory risk.
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• The implicit subsidy created by the district's OPEB offerings will likely result in increasing costs given claims

volatility and medical cost and demographic trends as well as the district's funding of the benefits on a

pay-as-you-go basis.

• Offsetting this risk somewhat is the minimal pressure expected from the district's pension liabilities, given strong

plan funding status and modest escalating cost trajectory risk.

The district participated in the following plans as of June 30, 2019:

• Missouri Public School Retirement System (PSRS): 84.6% funded

• Public Education Employee Retirement System (PEERS): 86.4% funded

• The district additionally allows retirees to participate in the district's health and dental plans at their own cost. This

creates an implicit subsidy for the district, as premiums are based on a blended rate for both active and retired

employees.

The district's required pension and actual OPEB contributions totaled 6.8% of governmental fund expenditures in

2019. The district's actual required contributions for both PSRS and PEERS exceeded static funding, making some

progress on reducing liabilities, but fell short of our assessment of minimum funding progress. Contribution rates, set

annually by plan trustees, are based on recommendations by plan actuaries. Total contributions cannot increase by

more than 1.0% for PSRS and 0.5% for PEERS, leading to contributions below actuarially determined contributions in

some years, but contributions exceeded actuarially determined contributions for both plans. In general, we expect

progress toward full funding to be slower given the amortization basis of level percent over a closed period of 30 years

for both PSRS and PEERS (eight and seven of which have passed, respectively). Furthermore, we believe the discount

rate of 7.5% used for both plans could lead to contribution volatility.

Sullivan School District, Mo., Financial And Operating Statistics

Characterization

Most

recent Historical information

2019 2019 2018 2017

Economic indicators

Population 11,896 11,902

Median household EBI as % of U.S. Adequate 76 73

Per capita EBI as % of U.S. Adequate 75 69

MV per capita ($) Strong 63,023 60,954 59,361 57,181

Top 10 taxpayers as % of AV Very diverse 11.1 10.3 9.6 10.00

Financial indicators

Total adjusted available fund balance ($000) 6,857 7,397 7,930

Total adjusted available fund balance as % of operating

expenditures

Strong 32.6 35.8 39.3

Governmental funds cash as % of governmental funds

expenditures

19.5 25.8 20.3

General fund operating result as % of general fund operating

expenditures

(0.2) (2.4) (1.3)

FMA Standard
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Sullivan School District, Mo., Financial And Operating Statistics (cont.)

Characterization

Most

recent Historical information

2019 2019 2018 2017

Enrollment 2,086 2,137 2,131

Debt and long-term liabilities

Overall net debt as % of MV Low 1.8 2.1 2.9 2.5

DS as % of governmental funds expenditures Moderate 8.8 10.1 10.1

Required pension contribution ($000) 1,745 1,744

OPEB contribution ($000)

Required pension plus OPEB contribution as % of

governmental funds expenditures

6.8 6.4

AV--Assessed value. DS--Debt service. EBI--Effective buying income. FMA--Financial Management Assessment. MV--Market value.

OPEB--Other postemployment benefits.

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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