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Maricopa County USD 97 (Deer Valley ), AZ
Update to credit analysis following removal of negative
outlook

Summary
Deer Valley Unified School District (Aa2 stable) has strong credit fundamentals, with a
large and growing tax base, an above-average socioeconomic profile, modest debt and
manageable net pension liabilities. The district's financial position has narrowed recently,
however recent positive results and projections will allow the district to maintain sufficient
reserves. Additionally, the district has access to a line of credit and regularly issues tax
anticipation notes in order to meet cash-flow needs, with sufficient sophistication by the
county treasurer to manage to a more narrow level of liquidity than other Arizona school
districts.

Credit strengths

» Large and growing tax base in the expanding Phoenix metropolitan area benefiting from a
large employment center

» Above-average socioeconomic profile

» Strong security including a lockbox feature whereby the debt levy is collected and
payments remitted by the county, and property taxes collected from debt service are
secured by statute

Credit challenges

» Reserves are narrow compared to similarly rated Arizona districts

» Charter school competition could pressure future enrollment

Rating outlook
The stable outlook reflects the expectation the district's financial condition will remain sound
due to return to structural balance, and is expected to replenish reserves modestly over the
mid-term.

Factors that could lead to an upgrade

» Material improvement in the district’s cash and fund balance positions

» Continued balanced to positive operations

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1175442
https://www.moodys.com/credit-ratings/Maricopa-Co-U-S-D-97-Deer-Valley-AZ-credit-rating-800023091
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Factors that could lead to a downgrade

» Return to trend of fund balance decline

» Enrollment declines that exceed budgeted expectations

Key indicators

1

Exhibit 2

Maricopa Co. U. S. D. 97 (Deer Valley ), AZ 2014 2015 2016 2017 2018

Economy/Tax Base

Total Full Value ($000) $16,394,006 $18,525,163 $22,614,264 $23,620,305 $25,843,863 

Population            243,403            245,094            247,727            249,450            265,000 

Full Value Per Capita $67,353 $75,584 $91,287 $94,690 $97,524 

Median Family Income (% of US Median) 126.8% 126.9% 125.1% 128.8% 128.8%

Finances

Operating Revenue ($000) $237,014 $238,096 $246,073 $261,217 $272,100 

Fund Balance ($000) $30,100 $18,907 $26,164 $19,767 $26,315 

Cash Balance ($000) $38,180 $25,025 $30,315 $28,908 $33,331 

Fund Balance as a % of Revenues 12.7% 7.9% 10.6% 7.6% 9.7%

Cash Balance as a % of Revenues 16.1% 10.5% 12.3% 11.1% 12.2%

Debt/Pensions

Net Direct Debt ($000) $215,662 $215,953 $219,501 $219,675 $215,155 

3-Year Average of Moody's ANPL ($000) $424,523 $472,976 $482,034 $521,718 $554,038 

Net Direct Debt / Full Value (%) 1.3% 1.2% 1.0% 0.9% 0.8%

Net Direct Debt / Operating Revenues (x) 0.9x 0.9x 0.9x 0.8x 0.8x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 2.6% 2.6% 2.1% 2.2% 2.1%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 1.8x 2.0x 2.0x 2.0x 2.0x

Source: Deer Valley USD

Profile
Deer Valley Unified's service area covers 367 square miles and is located approximately 33 miles north of downtown Phoenix (Aa1
negative), serving a population of approximately 269,650. The district operates five high schools, three middle schools, 29 elementary
schools, two alternative and one online school, with combined total enrollment of 32,228 in fiscal 2019.

Detailed credit considerations
Economy and tax base: large, growing residential tax base favorably located in Phoenix metro area
The sizeable $27.9 billion full value of the tax base (for fiscal 2019) will continue to see gains given its participation in the growing
Phoenix metropolitan area. The district is located in Maricopa County (Aaa stable) and encompasses parts of Phoenix, Glendale (A1
stable), Peoria (Aa1 stable) and Cave Creek (Aa2). A majority of the land in the district is undeveloped and existing development is
largely residential with some important commercial businesses in a key employment center along Interstate 17. The district's economy
is also supported by manufacturing and service industries, and two major employers in the district are important employers for the
Phoenix region: Honeywell International Inc. (A2 stable), a manufacturer of flight control instruments, and USAA (Aa1 negative), a
financial services company.

We expect continuing growth in the tax base as some new residential developments come online and commercial development
maintains a strong pace. The tax base experienced gains over the last five years, averaging a very strong 11%, following multiple years
of declines driven by property devaluation during the recession. The tax base exhibits low levels of taxpayer concentration with the
largest taxpayers accounting for 6.9% of 2018 assessed valuation.

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/Phoenix-City-of-AZ-credit-rating-600023959
https://www.moodys.com/credit-ratings/Maricopa-County-of-AZ-credit-rating-600003284
https://www.moodys.com/credit-ratings/Glendale-City-of-AZ-credit-rating-600023953
https://www.moodys.com/credit-ratings/Peoria-City-of-AZ-credit-rating-600026980
https://www.moodys.com/credit-ratings/Cave-Creek-Town-of-AZ-credit-rating-800005798
https://www.moodys.com/credit-ratings/Honeywell-International-Inc-credit-rating-26800
https://www.moodys.com/credit-ratings/USAA-Capital-Corporation-credit-rating-183200
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With improvements in housing stock and proximity to the Phoenix metro area, wealth levels in the district will continue to rise. The
socioeconomic profile is above-average compared to state and national medians for similar school districts. Full value per capita was a
healthy $105,282 using 2019 full value. The median family income at $91,257 is quite strong compared to state and national measures
at 143.0% and 128.8% respectively. The unemployment rate of 4.0% in the county is below the state (4.6%) and slightly above the
national (3.9%) rate as of March 2019.

Financial operations and reserves: transition to balanced operations expected; reserves are below medians
After a recent trend of spending down operating reserves, the district added to reserves in the most recent fiscal year and expects
this trend to continue in the near-term. The expectation of stable to positive operations should at least stabilize the district's narrow
operating reserves at a sufficient level for the rating category. A return to draws on reserves would signal considerable negative pressure
on the district's credit profile given the relatively narrow reserve level for the rating category.

The district experienced a $3.6 million surplus in 2018 which grew operating funds' balance up to a better but still narrow 9.7% from
7.6% the prior year. Operating funds are defined as the General, Unrestricted Capital Outlay, Adjacent Ways, Debt Service, Civic
Center, Community School, Classroom Site and Instructional Improvement funds. The positive results were driven by an increase in
the district's enrollment combined with strong property tax intake and strong expenditure controls. The district is further expecting
a positive 2019 as the state funding environment improved, property taxes are coming in strong, enrollment is up, and the district
is expecting to underspend its maintenance and operations budget by $1-2 million and its unrestricted capital budget by about $1
million. This should help replenish reserves that were spent down in prior years. A failure to perform to these expectations will put
negative pressure on the district's credit profile.

For fiscal 2018, the district additionally benefitted from its voter-approved maintenance and operations override levy of 15%, netting
the district approximately $27 million. The levy will continue until fiscal 2021, before it steps down by one-third each in fiscal years
2022 and 2023 unless reapproved by voters, which is expected given strong approval in prior years.

The majority of the district's operating revenues are derived from property taxes (51.1% in 2018) and enrollment-driven state funding
(38.2%). The district experienced declining enrollment in the past due to low housing occupancy and competition from charter schools.
Enrollment appears to have stabilized and started to grow modestly in 2019. The district expects continued modest enrollment over
the next few years given the amount of new housing development in the planning and building stages, and despite the continued
presence of charter schools both within the district and just outside district boundaries that will continue to pull enrollment. Current
average daily membership is 32,228 for fiscal 2019, an increase of 0.5% from the previous year. The district is anticipating stabilizing
enrollment trends as the population of the district continues to grow.

LIQUIDITY
Liquidity is satisfactory, however, given the timing of property tax receipts and state aid deferrals, the district, like many Arizona school
district, relies on cash-flow borrowing. The district recorded $33.3 million in cash and investments in 2018, net of $20 million in tax
anticipate notes issued and $16.3 million of line of credit outstanding as of June 30, 2018. Officials plan similar cash flow borrowing
needs over the mid-term, though a reduction in the usage of the line of credit would be a positive indicator for the district's credit
profile.

Debt and pensions: manageable debt burden; elevated but manageable pension liability
Debt will remain modest given the rapid payout of 100% in ten years and growing tax base and revenues. With total debt of $239.7
million, debt is a relatively low at 0.9% of 2019 full value and 0.9-times fiscal 2018 operating revenues. We expect the debt burden
will remain at similar levels going forward given the rapid amortization and future debt plans. The current issuance has exhausted the
district's authorized debt, however the district is in preliminary planning phases for a plan to go to voters later in 2019 or in 2020.

DEBT STRUCTURE
All of the district's debt is fixed rate general obligation bonds with very rapid amortization, 100% of the district's debt will mature in 10
years.

DEBT-RELATED DERIVATIVES
The district has no debt-related derivatives.
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PENSIONS AND OPEB
The district contributes to the Arizona State Retirement System, a multi-employer cost sharing plan. The district's pension burden is
average with a three-year average adjusted net pension liability (ANPL) of $554.0 million, equal to 2.0% of 2018 full value and 2.2
times operating funds revenues. Moody's ANPL reflects certain adjustments we make 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.

The district's “tread water gap”, the difference between the district's current pension contributions and the contribution necessary to
keep pension liabilities from growing under existing plan assumptions, is approximately 2.6% of operating funds revenues, an elevated
level that could lead to future budgetary pressure. A gap is unfavorable and implies that contribution increases will be necessary to
begin paying down the district's elevated net pension liability.

In 2018, the district made $4.3 million in contributions to other post-employment benefits, equal to just 1.6% of operating funds
revenues. The district's net OPEB liability is a moderate 21.7% of operating revenues and 0.2% of full value.

Management and governance
Arizona School Districts have an Institutional Framework score of A, which is moderate compared to the nation. Institutional
Framework scores measure a sector's legal ability to increase revenues and decrease expenditures. The sector's major revenue source is
typically determined through state funding formulas; some limited flexibility exists in districts' ability to increase property tax revenues
through voter-approval. Unpredictable revenue fluctuations tend to be moderate, or between 5-10% annually. Across the sector, fixed
and mandated costs are generally greater than 25% of expenditures. Arizona is a Right to Work state, providing significant expenditure
cutting ability. Unpredictable expenditure fluctuations tend to be minor, under 5% annually.

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 the weighted factors we consider most important, universal and measurable, as well as possible
notching factors dependent 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.
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Exhibit 3

[1] Economy measures are based on data from most recent year available
[2] Notching factors are specifically defined in the US Local Government General Obligation Debt Methodology dated December 16, 2018
[3] Standardized adjustments are outlined in the GO Methodology Scorecard Inputs Updated for 2018 publication
Source: Deer Valley USD
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