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Socorro Independent School District, TX
New Issue: Moody's Assigns Aa2 Underlying / Aaa Enhanced
to Socorro, TX ISD's $26.9M GO Refunding Bonds, Series
2016

Summary Rating Rationale
Moody's Investors Service has assigned a Aa2 underlying rating with to Socorro Independent
School District, TX's $26.9 million Unlimited Tax Refunding Bonds, Series 2016. At the
same time, we have assigned a Aaa enhanced rating based on a guarantee from the Texas
Permanent School Fund (PSF). Moody's maintains the Aa2 rating on the district's outstanding
parity debt of which $524 million will be outstanding post sale. Our outlook on the district's
credit remains stable.

SUMMARY RATING RATIONALE - UNDERLYING

The Aa2 rating reflects the district's robust financial position, large and growing tax base,
manageable pension burden, and elevated debt liability. The rating also incorporates the
district's modest socioeconomic profile and large tax base.

SUMMARY RATING RATIONALE - ENHANCED

The Aaa enhanced rating is based on the rating of the Texas Permanent School Fund and
the structure and legal protections of the transaction which provide for timely payment by
the PSF if necessary. Moody's currently rates the Permanent School Fund Aaa. For additional
information on the PSF program, please see Moody's Rating Update Report on the Texas
Permanent School Fund dated June 23, 2015.

Credit Strengths

» Solid financial reserves and liquidity positions

» Expanding tax base

Credit Challenges

» Elevated debt burden somewhat offset by state aid

» Below average socioeconomic profile

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1023365
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Rating Outlook
The stable outlook reflects the district's strong financial operations amid steady enrollment growth.

Factors that Could Lead to an Upgrade

» Improved socioeconomic profile

» Reduced debt burden

Factors that Could Lead to a Downgrade

» Trend of weakened financial reserves

» Contraction of tax base

Key Indicators

Exhibit 1

Source: Moody's Investors Service

Recent Developments
Recent developments are incorporated in the Detailed Rating Rationale.

Detailed Rating Considerations
Economy and Tax Base: Growing Tax Base in El Paso County
The district's large healthy tax base will continue to grow through the near term given ongoing residential and commercial
development. Socorro Independent School District is situated in eastern El Paso County (Aa2/stable) encompassing approximately 121
square miles, including the City of Socorro, a portion of the Fort Bliss military installation, farm and ranch land and a portion of the
City of El Paso. Most of the property value of the District is derived from residential, commercial and manufacturing properties in the
City of El Paso. The strong taxable value growth has been fueled by increasing economic development, largely due to an increase in
population. Between 2000 and 2010, the US Census reported a 67% increase in population for the district, bringing the total reported
population to 179,910 in 2010. Population increased further to 194,896 as of 2014. The increasing development, due to population
growth has led to a 5 year average annual growth in full value of 4.1%. For fiscal year 2016 the full value of the district was $8.6
Billion. Moving forward the district is expecting continued tax base growth coinciding with commercial and residential development.
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Management reports expectations of 2-3% growth for fiscal 2017. Enrollment growth has mirrored population growth with 7% growth
over the past five years leading to average daily attendence of 45,327 in fiscal 2016.

The district socio-economic profile is below average. Per the 2012 American Community Survey, the median family income was 79.6%
of the U.S. level and 84.1% of the state level. Full value per capita is $44,231. The district benefits from significant state funding based
in its tax base and student population.

Financial Operations and Reserves: Healthy Operations Increase Reserves
The district's financial position is strong, marked by healthy reserves above its formal reserve policy of holding General Fund reserves
equal to three months of operating expenditures. Consistent surpluses over the past five years brought the available General Fund
balance to $111.9 million or (34.3% of revenues) at 2015 fiscal year end. In fiscal 2016 the district budgeted an $11 million draw on
reserves for capital. However, due to favorable enrollment growth and higher than expected state funding the district expects to
end the year with $9.8 million surplus, resulting in approximately a $2.0 million draw on reserves. The positive trend is expected to
continue into 2017, credited to conservative budgeting and positive enrollment trends.

Fiscal 2015 revenues were comprised of State funds (70%), local property taxes (29%), and federal program revenues (1%). Currently,
the district's maintenance and operations (M&O) tax rate is $9.76/$1000. Per state law the district can increase the M&O rate to
$10.40/$1000 without voter approval, providing the district with revenue raising flexibility.

LIQUIDITY

Liquidity in the operating funds (General and Debt Service) is strong. As of fiscal year end 2015 the net operating fund cash position
was $155 million, a favorable 41.5% of fiscal 2015 revenues. Moody's notes that a $38 million increase in cash during fiscal 2013
related to reimbursement from the Capital Projects Fund to which funds had been advanced in prior years. Based on year-to-date
results liquidity is expected to remain in-line with current levels in 2016. Future ratings will assess the district's ability to effectively
manage costs while maintaining a favorable liquidity profile.

Debt and Pensions: Elevated Debt Burden; Reliance on State Aid
To accommodate rapid enrollment growth, the district has been issued debt to expand the capacity of its facilities. Following the
current sale, the district will have $524 million of outstanding general obligation (G.O) bonds. The recent issuances related to the $297
million bond election approved by voters in 2011.

In FY 2015, approximately 43% of the districts debt was supported by the state. The district's debt burden is elevated with net direct
debt totaling 3.5% of FV and overall debt totaling 8.2%. Payout is slow with 41.3% of debt retired in 10 years. Based on historical
performance, we expect management to continue to prudently manage the challenges associated with enrollment growth. The district
did not report any future debt plans.

DEBT STRUCTURE

All of the district’s debt is fixed rate and amortizes over the long term (final maturity is 2038). Principal amortization is below the
median for Aa2 rated school districts with 41% retired in 10 years.

DEBT-RELATED DERIVATIVES

Socorro ISD is not party to any interest rate swaps or other derivative agreements.

PENSIONS AND OPEB

Budgetary pressure due to the district's participation in the Texas Teachers Retirement System (TRS) pension plan is expected to
remain minimal in the near term. The State of Texas (Aaa/stable) makes most of the employer pension contributions on behalf of the
district annually. The district’s adjusted net pension liability, under Moody’s methodology for adjusting reported pension data, has
averaged a low 0.44 times operating revenues over the past three years (2013-2015). Moody's uses the adjusted net pension liability
to improve comparability of reported pension liabilities. The adjustments are not intended to replace the district's reported liability
information, but to improve comparability with other rated entities. Total fixed costs, including debt service and pension contributions
(district’s portion only) totaled $50.6 million, or 15.7% of fiscal 2015 Operating Fund expenditures.
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Management and Governance
Texas school districts have an institutional framework score of “Aa,” or strong. Revenues, which are highly predictable, are determined
by the state funding formula that takes into account local taxes and state aid. School districts maintain moderate revenue-raising
flexibility. Although property tax rates (typically $10.40) are under the state-mandated cap of $11.70 per $1,000 of assessed value,
districts are dependent on enrollment growth to drive additional revenue. Expenditures, which primarily consist of personnel and
facility operational costs, are highly predictable. Districts have a moderate degree of flexibility to make cuts given the lack of unions
within the state.

Legal Security
The bonds are secured by an unlimited ad valorem tax on all taxable property within the district.

Use of Proceeds
Proceeds from the current offering will refund a portion of the district's 2005 bonds for estimated present value savings of 13% and no
extension of maturity.

Obligor Profile
Socorro ISD is located El Paso County (Aa2) centered directly east of the City of El Paso and includes a portion of the City of El
Paso and of the Fort Bliss military installation and . The district covers 121 square miles and enrollment for the 2016 school year is
approximately 45,327.

Methodology
The principal methodology used in the underlying rating was US Local Government General Obligation Debt published in January
2014. The principal methodology used in the enhanced rating was Rating Transactions Based on the Credit Substitution Approach:
Letter of Credit-backed, Insured and Guaranteed Debts published in December 2015. Please see the Ratings Methodologies page on
www.moodys.com for a copy of these methodologies.

Ratings

Exhibit 2

Socorro Independent School District, TX
Issue Rating
Unlimited Tax Refunding Bonds, Series 2016 Aa2

Rating Type Underlying LT
Sale Amount $26,865,000
Expected Sale Date 05/02/2016
Rating Description General Obligation

Unlimited Tax Refunding Bonds, Series 2016 Aaa
Rating Type Enhanced LT
Sale Amount $26,865,000
Expected Sale Date 05/02/2016
Rating Description General Obligation

Source: Moody's Investors Service
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