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Summary:

Pequea Valley School District, Pennsylvania;
General Obligation

Credit Profile

US$55.0 mil GO bnds ser 2021 due 05/15/2050

Long Term Rating AA/Stable New

Pequea Vy Sch Dist go bnds 2013

Long Term Rating AA/Stable Affirmed

Underlying Rating for Credit Program NR

Rating Action

S&P Global Ratings assigned its 'AA' rating to Pequea Valley School District, Penn.'s expected $55 million series 2021

general obligation (GO) bonds. At the same time, we affirmed our 'AA' rating on the district's GO debt outstanding.

The outlook is stable.

Officials intend to use the series 2021 bond proceeds to fund various capital projects throughout the district.

The district's full-faith-and-credit pledge secures the series 2021 GO bonds. The bonds, and some of the district's debt

outstanding, are subject to limitations established by Act 1. Under Pennsylvania commonwealth statute, the Act 1

Index restricts a district's ability to raise the tax levy higher than a certain index, which the Pennsylvania Department

of Education determines. Despite these limitations, we rate the limited-tax GO debt at the same level as our view of the

district's general creditworthiness, as reflected in the unlimited-tax GO bond rating, given a lack of limitations on the

fungibility of resources available for debt service.

Credit overview

Pequea Valley School District's reliance on property taxes, which represent 64.5% of the district's general fund

revenues, to fund education leaves its finances less vulnerable to the COVID-19 pandemic and recession pressures.

The district's adequate-to-good income and strong wealth levels are reflected, in part, by its close access to Lancaster,

and we expect continued growth in the district. The district's debt burden is low, but its amortization is slow and

pension and other postemployment benefit (OPEB) costs are high, which we will monitor. The district's reserves are

very strong, in our opinion, at 35.8% of expenditures in fiscal 2020, and the district is expecting to post another general

fund surplus in fiscal 2021, as it has no plans to significantly spend down available reserves over the foreseeable future.

The stable outlook reflects our view of the district's very strong available reserves. It also reflects our view of the

district's low debt burden, which despite having slow amortization, should remain manageable over the two-year

outlook horizon.

The 'AA' rating reflects our opinion of the district's general creditworthiness, including its:
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• Access to employment opportunities throughout Lancaster County;

• Stable property tax base, with strong market value per capita;

• Financial flexibility, enhanced by a sizable committed general fund balance; and

• Low debt profile.

We believe what we consider the district's mixed income indicators, including just-adequate per capita effective buying

income (EBI), as well as its slow debt amortization, somewhat offset these credit factors.

Environmental, social, and governance (ESG) factors

The rating action reflects our view regarding the health and safety risks posed by the COVID-19 pandemic, which

could negatively affect the state funding. Absent the implications of COVID-19, we consider the district's social risks in

line with those of the sector. The district has not experienced any increases in extreme weather events or other

environmental factors. Therefore, we view its environmental and governance risks to be in line with those of the

sector.

Stable Outlook

Downside scenario

We could lower the rating if budgetary performance were to weaken, leading to a significant deterioration of available

reserves.

Upside scenario

If incomes were to significantly improve and be sustained at stronger levels, barring no deterioration in any other

credit factors, we could raise the rating.

Credit Opinion

Economy

The district's geographic center is about 50 miles west of Philadelphia, 50 miles southeast of Harrisburg, and 12 miles

east of Lancaster. Its economy is predominantly agricultural, with some light manufacturing and commercial industry.

County unemployment has historically been, and remains, below commonwealth and national averages; it averaged

3.4% in 2019, compared with the commonwealth's 4.4% and the nation's 3.7%. As of November 2020, the county

unemployment averaged 4.4%, which was down from its high of 14.7% in April 2020, driven by pandemic-related

effects.

The property tax base has seen growth over recent years, as assessed values (AV) have increased by an average of

11.4% annually over the last three years, totaling $1.75 billion in fiscal 2021. Estimated market value of $1.75 billion is,

in our view, strong, at about $77,682 per capita. The tax base remains very diverse, as the top 10 taxpayers make up

3.5% of AV. It is mostly made up of residential, commercial, and agricultural properties, which make up 64.2%, 15.3%,

and 14.1% of AV, respectively. Management reports both earned income taxes and real estate taxes continue to
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increase throughout the pandemic. Additionally, the Urban Outfitters Keystone Opportunity Zone expires on Dec. 21,

2023, which will increase the AV on the property to $40.444 million, which will bring an additional tax revenue of

$612,578 at the current millage rate. In our view, median household and per capita EBI are a good 109% and an

adequate 80%, respectively, of national levels.

The district provides K-12 educational services to an estimated population of 22,527 in an 83-square-mile section of

Lancaster County. Student enrollment had decreased annually from the 2014-2015 school year, until the 2019-2020

school year, when it saw a 5.6% increase up to 1,518 students. Enrollment then remained stable in the 2020-2021

school year, totaling 1,509. Management reports the district expects enrollment to be stable over the next 20 years,

with slight decreases possible. The district will continue to budget for more students than it will likely receive, as

official report the district has a large transient population and wants to be prepared in case an influx of students were

to enter the district.

Finances

Audited fiscal 2020 results (June 30 year-end) show the district posted a $983,000 general fund surplus (2.5% of

expenditures). This brought the district's total available fund balance up to $12.4 million, or what we consider a very

strong 35.8% of expenditures. Of this $12.4 million, $8.2 million is committed to offset retirement and health care

contributions, which management reports it could reallocate for operations with a simple majority board vote, and $4.2

million is unassigned. Property taxes remain the district's leading revenue source, making up 64.5% of general fund

revenue; state aid makes up an additional 22.3%.

The fiscal 2021 general fund budgeted expenditures total $39.1 million, using $391,396 of fund balance appropriation

to balance the budget. District officials report that they continue to overbudget expenditures and underbudget

revenues to remain conservative throughout the budgeting process. To help budget for some of the uncertainty around

the pandemic, the district decided to decrease its investments by $120,000 in its budget, as well as overbudgeting the

amount of debt service it would have to pay by approximately $1.1 million. More than halfway through the year, the

district has not seen any revenue loss, and its only additional expenses related to the pandemic were personal

protective equipment expenses, which were not large expenses. It has been reported that the district expects to

receive $3.5 million from the second relief package, for which it has not budgeted. As it is not yet known as to when

the district will receive this money, or if there will be any restrictions on it, the district will continue to leave it out of

the budget. At this point, the district is expecting to finish the fiscal year with a general fund surplus of at least $1.2

million.

Heading into fiscal 2022, district officials report that they will once again budget a general fund deficit, but we

recognize this is strictly due to the district's conservative budgeting practices. Officials report that the district does not

have any plans to significantly increase or spend down available reserves over the next few years. Therefore, we

expect be available fund balance will remain very strong.

Management

We consider the district's financial management practices good under its Financial Management Assessment

methodology, indicating that financial practices exist in most areas, but that governance officials might not formalize

or regularly monitor all of them.
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When budgeting, the district typically looks back between five and 10 years at its revenues and expenditures. Monthly

budget-to-actual reports are reported to the board, and the budget can be amended as necessary throughout the year.

The district performs a formal long-term financial plan annually that looks out five years. A formal investment policy is

maintained, and monthly investment reports are provided to the board. Although the district does not have a formal

reserve policy, it likes to maintain its unassigned fund balance at around 8% of expenditures. Although a formal capital

plan is not maintained, the district performs a capital reserve budget every year. A formal debt policy is not

maintained.

Debt

Overall net debt is what we consider low, at $1,671 per capita and 2.2% of market value. Debt service carrying charges

were 10.2% of total governmental fund expenditures, excluding capital outlay, in fiscal 2020, which we consider

moderate. Debt amortization, however, is slow, as 8% of the district's debt is retired within 10 years and all of the debt

is retired by 2050.

All debt is fixed-rate to maturity. The district plans to issue approximately $85 million of additional debt over the next

five years for various capital projects, most of which will be used to demolish portions of the high school and middle

school to create additional space for the district's athletic fields. The first portion of this will be approximately $55

million, which is expected to be issued over the next two years.

Pension and other postemployment benefit liabilities

• Pension and OPEB costs are a source of credit pressure for Pequea Valley School District, given that they represent

nearly one-eighth of the district's budget.

• Recent volatility in the markets may result in further declines in the Public School Employees Retirement System

(PSERS) funded ratio, leading to higher costs for the district following years of increases that had begun to stabilize

prior to the downturn.

• The district administers a single-employer, defined-benefit health care plan, contributions are on a pay-as-you-go

basis, and changes in assumptions or increases in the liability may result in increased costs.

Pequea Valley School District participates in the following plans as of June 30, 2020:

• PSERS: 54.3% funded, with a proportionate share of the plan's net pension liability of $44.8 million.

• PSERS OPEB: the district's share of the plan's net OPEB liability is just over $2 million.

The district paid its fully required contribution of $4.6 million toward its pension obligations in fiscal 2020, or 11.9% of

total governmental expenditures; the district receives funding from the state to cover a portion of the pension cost.

Since fiscal 2015, the district's PSERS contribution has increased by just over $6 million, or 18.5%. The district also

reported an expense of $116,000, or 0.3% of total governmental expenditures, toward its OPEB obligations. Combined

pension and OPEB carrying charges totaled 12.2% of total governmental fund expenditures in 2020. The PSERS plan

made some funding progress in the most recent year, with contributions slightly in excess of static funding, but less

than our minimum funding progress metric. The district makes contractual contributions based on an actuarial

calculation. Employer contributions to the plan are actuarially calculated using a layered amortization, with a level

percent of pay method, over a 24-year period. The plans' amortization methods, especially the level 5% of payroll
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amortization, defer costs and will result in slow funding progress. With liabilities measured using a discount rate of

7.25%, we see some risk of cost escalation due to market volatility, but view the primary risk as contributions not

keeping up with an actuarial plan toward full funding.

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

• Through The ESG Lens 2.0: A Deeper Dive Into U.S. Public Finance Credit Factors, April 28, 2020

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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