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U.5. PUBLIC FINANCE

Pasadena Area Community College District,
CA
Update after upgrade to AaT

Summary
Pasadena Area Community College District, CA's (Aa1) credit profile is supported by the

district’s large LA metro based taxbase which will continue to see solid growth over the
medium term driven by housing turnover as well as the efforts of the district's proactive
management team to position the district for success under the state's new Student
Centered Funding Formula (SCFF). While the district’s fiscal reserves and liquidity are
somewhat below average for the rating, the district's demonstrated ability to consistently
keep reserves at these levels, coupled with a robust minimum fund balance policy give us
confidence that the district will continue to maintain an acceptable financial profile for

the rating level. The district’s credit profile also reflects its above average socioeconomic
measures, a stable enrollment trend supported by significant out of district enrollment and a
moderate debt and pension burden.

On February 13, 2020 Moody's upgraded the district's GO rating to AaT from Aa2.
Credit strengths

» Large and diverse tax base demonstrating sustained annual growth rates coupled with
above average wealth levels

» Low debt burden with rapid payout
» Proactive management of pension and OPEB liabilities

»  Significant winner under new CCD funding formula

Credit challenges
» Somewhat thin reserves for the sector and rating level
» State not fully funding the new funding model creates uncertainty for all CCDs

» Rising pension costs common across all California CCDs

Rating outlook
Outlooks are nat typically assigned to credits with this level of debt outstanding,

Factors that could lead to an upgrade

» Attainment of community funded status




»  Significant and sustained growth in financial reserves and liquidity consistent with the higher rating category

Factors that could [ead to a downgrade

» Material weakening in the district's financial position, including a narrowing of reserves

» Loss of market share as evidenced by a material reduction in out of district students
Key indicators

Exhibit 1

Pasadena CCD 2015 2012
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Profile

The district is located in the West S abriel Valley of the County of 105 Angeles (Aa? Stable). The district operates Pasadena City
College located on a 53-acr, :Stte_iﬂ the City of Pasadena, as well as three satellite campuses, Pasadena CCD is governed by a seven-

mernber Board of Trustees, withieach member elected by trustee area to four year terms. The district’s FTES enrollment in 2020 is
£2,829.

Detailed credit cansiderations

_ underpmned by its strong stable and diverse LA Metro ta>< base. Growth in the district’s assessed valy
robust over the past five years, Wlth an average annuat growth in AV of 61% resultmg ina$93, 9 billion tax base in

p family mes'having an AV of below $300,000 compared to the average of $720,000, we expect that housing turnover will
| to drive further taxbase growth over the medium term.

Thus publicatinn does not anngupce 4 credit reting ecticn Far any creditravngs relerenced in this putlication, please see tiia ratings tayon'the rsugrfentity page an
www.rminodys cam far the most updated credit rating action mformation srd rating history

14 Febroary 2020

Pasadena Area Cammunity College District, CA: Update after upgrade to Aal

<




The district's tax base is diverse, with the top ten axpayers making up only 2:4% of the total AV. These taxpayers are concentrated in
office buildings, shopping centers and hotels. The Rose Bowl stadium and NASA's Jet Propulsion Lab are also located within the district's
boundaries. Unemployment in the city of Pasadena, the largest component of the district is low at 3.4% as of Degcember 2_919_

The district has above average wealth measures, with an AV per capita of around $200,000 and an MFl of.164% cof
to similarly rated peers. Wealth measures in the district are strong, with the district’s MF of 164% of the L
comparably rated CCD's in California. :

aa¥ing favorably
aﬂng favorably to

Financial Operations and Reserves: Stable, somewhat narrow reserves supported by P e enroltment trends

The district benefits from a strong management team that has maintained a stable financial, posmon recent years, We expect
the district’s finances will remain appropriate for the rating level going forward given the improt d state funding environment and
management’s conservative budgetary practices.

Available general fund reserves at the end of fiscal 2019 were adequate at 14.6% of revenue While reserve levels fall below the
national Aa123% medians for CCDs, they are slightly above the CA Aal median. Qf 12%8nd have remained stable, fluctuating within a
narrow band over the past three years. The district's 2020 budger shows a sm :it, howéver the district anticipates outperforming
its budget ard returning a small surplus at years end, which has been its patt': st few years.

The district's recently adopted beard policy is to maintain a minimum of 18% inun
is not directly comparable to available general funds which includes asmgned
current reserve level, This new palicy coupled with the district's stable finandi
continue to keep reserves at or around this fevel. :

stricted general fund reserves, up from 5%. which
d.committed funds, but equates roughly to the district’s
| performance give us confidence that the district wilt

The district has experienced a period of stable steady enrollmerit.gre with, with an FTES in 2020 of 22,829 up from its recent low of

19,740 in 2013 In general the district has grown enrolimegn

ly fiigih number which the district has maintained for a number of years.
This helps boost the district's number of need based Pell Crafit students a component of supplemental funding under the new SCFF,

district's finances, given that its students havé other, mure conveniently located options, however the district's stable enrollment
through the economic cycle, supported by these out'“f district transfers, coupléd with their strong performance discussed below, give
us confidence that Pasadena will continue taipenefigfrom these transfers,

The district has invested considerabie effortin supporting its students, with a number of pathway and student mentoring programs
which both aid students transit] ig o college and helps ensure they successfully graduate or transfer. The college boosts a very high
transfer to four year college rate of 49%: against the national 39% average and is the number 1 in the California for transfers to the UC
and CSU systems. These sytcessgs will hold the district in good stead as the SCFF moves to more heavily weight success metrics such
as transfets in coming yed

LIQUIDITY _
The district’s general fund Hiquidity position is solid at $43.4 million or 21.5% of revenues, slightly down from the $47.6 million the
district had at thigiend offiscal 2017, In addition the district has over $34 million available in funds outside the general fund that are
iquidity purposes if required,

nsand OPEB: Modest and manageable debt and pension burdens

hefitsfrom a minfmal debt burden of around 019% of assessed value, and without any remaining debt authorization, we
nain so going forward. Like most California CCDs the district’s pensions are sormewhat elevated, and will Fepresent a
4rden on the general fund, however the district is taking proactive measures to mitigate this impact.

DEBT STRUCTURE
The district’s debt is all fixed interest General Obligation Bonds with a final maturity of 2034.
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DEBT-RELATED DERIVATIVES
The district does not have any debt-related derivatives.

PENSIONS AND GPEB :
Pension and OPEB costs will continue to pose an increasing expenditure pressure on the district, typical of other Calife, '|a CCDs as
current pension contributions are not sufficient to keep the liability from increasing. District employees par e uthe California
Public Emplayee Retirement System {CalPERS) and California State Teachers Retirement System (CalSTRS). fiyfiscal 2019, the district
reported a net pension liability using a 712% discount rate is $170. million, significantly lower thapthe ' s adjusted NPL using a
3.87% discount rate of $421.3 million, which equates to 2.0 times operating revenues

The district’s pension contributions represented 7.9% of its operating revenue in fiscal 2018, &p from
fiscal 2014. To help offset the impact of rising pension contributions the district has established;
with Public Agency Retirement Services (PARS), which currently holds $5.3 million. Thls
g0 pension expense in any given year.

4% of operating revenue in
revocable pension stability trust
arhaiised to augment the district’s pay

In fiscal 2019, the district's pension contribution was $192,000 below Moody's calcut
that would prevent reported unfunded liabilities from growing under reporte
level of operating revenue, signaling that the district's reported pension b
investrment targets are achieved.

tread water level, or the level of contribution
ons: This contribution gap a de minimis amount
remain at or around current levels assuming

Unusually, the district continues to offer lifetime QPEB benefits to ebgi €emp Gyees, however the annual amount is modest at $1,440
with fairly long vesting periods. Positively, the district has created:an irmevocable trust for OPEB which at the end of fiscal 2019 had
accumulated assets of $12.8 million against a net OPEB liability of 0 million or around 40% funded.

Environmental, Social and Governance Considerations

The district benefits from a strong and experienced managiément tedn and board which have been proactively positioning the district
to maxirnize its funding under the new SCFF.

Catifornia CCDs have an Institutionat Framework score of "A or moderate compared to the nation. California CCDs’ major revenue
sources are determined by the state government orfor the ¢ ost part, can only be raised with voter approval. Ad valorem property tax
rates cannot be increased above 1% except tey meetC@-’bond payments, and assessed vatuation growth is also generally limited to 2%
annually untess a property changes ownershlp Unpr&dlctable revenue fluctuations tend to be moderate, or between 5-10% annually,
Across the sector, fixed and mandated costgiag ges rally less than 25% of expenditures. Unpredictable expenditure fluctuations tend
to be moderate, between 5-10% anpually.

Despite CCD enrollment typically e '_bmng counter cyclical patterns, the district has been able to stable enrallment despite a
sustained period of low unemponmen : and economic growth.

Environmental considera 8'not @ material credit rating driver for the district at this time
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