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King County School District No. 415 (Kent), Washington (A1 positive) benefits from a large
and growing tax base in the Seattle (Aaa stable) metro area. The district materially improved
its financial profile in 2018 and projected 2019 after multiple years of substantial deficits; the
district now appears structurally balanced with healthy reserves and liquidity levels. Debt and
pension liabilities are manageable and supportive credit factors.
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On November 8, we affirmed the district's unlimited tax general obligation bonds at A1 and
changed the outlook to positive from negative.
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» Manageable debt and pension liabilities

Credit challenges
» Relatively short performance history of current management team
» Increased dependence upon state aid introduces added budgetary uncertainty beyond the
state's current biennium budget

Rating outlook
The removal of the negative outlook and assignment of the positive outlook on the district’s
underlying ratings reflects our expectations that management has made sustainable
adjustments to the district’s financial operations that will allow it to maintain healthier
reserve and liquidity levels that are in line with peers in the state. Like many districts
throughout the state, salary pressures are likely to be a source of future financial challenges.
However, the district’s recent financial stress and subsequent layoffs will likely limit
bargaining groups from seeking concessions that would detrimentally impact the district’s
overall financial health.

Factors that could lead to an upgrade
» Sustained improvement in the district’s financial profile, including fund balance and
liquidity levels, stemming from multiple years of structural balance
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» Increases in the district’s socioeconomic measures

Factors that could lead to a downgrade
» Return to structural imbalance leading to lower reserve and liquidity levels
» Material increase in the district’s debt burden
» Sharp or protracted decline in the district’s tax base

Key indicators
Exhibit 1

King County School Dist 415 (Kent), WA
Economy/Tax Base
Total Full Value ($000)
Population
Full Value Per Capita

2014

2015

2016

2017

2018

$16,327,723

$18,485,691

$19,757,161

$21,453,576

$24,196,069

163,185

166,922

168,473

168,907

168,907

$100,057

$110,744

$117,272

$127,014

$143,251

122.8%

125.1%

123.4%

121.1%

121.1%
$372,153

Median Family Income (% of US Median)
Finances
Operating Revenue ($000)

$301,718

$313,828

$343,198

$356,341

Fund Balance ($000)

$33,177

$23,874

$12,450

$3,556

$7,663

Cash Balance ($000)

$48,747

$39,565

$27,684

$13,364

$18,899

Fund Balance as a % of Revenues

11.0%

7.6%

3.6%

1.0%

2.1%

Cash Balance as a % of Revenues

16.2%

12.6%

8.1%

3.8%

5.1%

$178,351

$163,754

$139,452

$194,366

$177,826

N/A

$557,694

$638,333

$614,679

$579,180

1.1%

0.9%

0.7%

0.9%

0.7%

Net Direct Debt / Operating Revenues (x)

0.6x

0.5x

0.4x

0.5x

0.5x

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

N/A

3.0%

3.2%

2.9%

2.4%

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

N/A

1.8x

1.9x

1.7x

1.6x

Debt/Pensions
Net Direct Debt ($000)
3-Year Average of Moody's ANPL ($000)
Net Direct Debt / Full Value (%)

Source: King County School District No. 415 (Kent), WA, US Census Bureau, and Moody's Investors Service

Profile
Located 25 miles south of Seattle, the district provides K-12 educational services to approximately 27,000 students in the cities of Kent
and Covington, as well as the surrounding communities.

Detailed credit considerations
Economy and tax base: large and growing tax base with above-average socioeconomic measures
The district's tax base is a credit strength and expected to improve in the near-term. Located 25 miles south of Seattle, the district
covers approximately 72 square miles within King County (Aaa stable), including a large area of the City of Kent, significant portions of
the unincorporated county, all of Covington, and portions of Auburn, Black Diamond, Maple Valley, Renton, and SeaTac. The district's
assessed value is large and growing rapidly, with 2019 AV up 12.1% from 2018 to $27.1 billion, with no taxpayer concentration of
material impact. Preliminary figures for 2020 assessed value show another increase of 6.7% to $28.9 billion, suggesting growth is
slowing but still strong. Given the strength of the economy in the Puget Sound region, healthy improvements in the tax base are
expected in the near-term but at more modest rates.
Socioeconomic measures are above average, with median family income at 121.1% of the US, according to 2017 estimates from the
Census Bureau. Unemployment within King County is low at 3.0% as of August 2019, and the district's poverty rate is lower than the
state and nation.
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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Financial operations and reserves: massive surplus in fiscal 2019 builds on strength of 2018
Our improved credit view of the district is predicated on the district's tremendously positive financial results in fiscal 2019, which
management expects audited financials to show a massive General Fund surplus of more than $35 million. This is on top of fiscal 2018,
which showed a surplus of $4.9 million (audited) in the General Fund and $5.7 million on an operating funds basis (General Fund plus
Debt Service Fund). The district achieved this by controlling expenditures (despite a substantial increase in average teacher salaries)
while collecting substantially more in state funding due to a change in the funding formula. Fiscal 2020 is expected to be structurally
balanced for the third year in a row, though additions to reserves are expected to be much more modest.
Through July 2019 (the fiscal year ends August 30), the district had General Fund revenues $47.5 million higher than through the same
period in fiscal 2018, while expenses were just $16.1 million higher. Notably, fiscal 2018 ended with a General Fund surplus of $4.9
million. The district had substantial vacancy savings in fiscal 2019; it had 63 fewer full-time equivalent certificated staff and 19 fewer
full-time equivalent classified staff. District managers also report better utilization of funds and maximized the use of restricted funding
sources, freeing up unrestricted apportionment dollars.
The district has budgeted and expects to have an ending General Fund balance of approximately $36 million, of which $29.5 million
will be available (not restricted). Not only would this be the first time the district has had a positive ending General Fund balance since
2016, it would bring the district up to about 7.4% of unaudited revenues. This would be in-line with those of similarly rated districts
within the state. The district's ability to continue to deliver structural balance and add incrementally to reserves will be a key factor
during future credit reviews.
The district, like most in Washington, is funded primarily from the state (66.2% in 2018) based on full-time equivalent enrollment,
followed by local property taxes (26.3%). Given the recent shift in state funding, the state is expected to become a larger portion of
revenues, with local property taxes for educational programs and operations (EP & O) capped by management for long-term rate
management, as well as by formula (though property taxes for voted debt will remain unrestricted by rate or amount). Enrollment
has been relatively flat over most of the past decade at around 27,000 students, with some growth in the middle of the past decade
offset by more recent declines that are attributed to both regional and national trends. The district does not expect material changes in
enrollment moving forward.
District voters in February 2018 approved a two-year EP&O levy of $44 million and $50 million for 2019 and 2020, respectively. By
state law, local property taxes for 2019 are capped at $1.50 per $1,000 of assessed value, or approximately $40.7 million. The district
intends to seek renewal of this levy in 2020 at roughly the per pupil limit of $2,500 to keep the EP&O tax rate at an estimated $2.15
per $1,000 and overall tax rates at under $3.88 (including for debt service and technology).
LIQUIDITY

The district's liquidity at the end of 2018 was weak, with cash and investments in its operating funds of $18.9 million, or 5.1% of
revenues. The district used interfund loans from its Capital Projects Fund to manage General Fund cash flow needs in 2017 and 2018.
However, fiscal 2019 results are expected to be substantially stronger. Based on unaudited figures, the district had $68.3 million in cash
and cash equivalents in its operating funds, or 15.8% of revenues, at the close of fiscal 2019.
Debt and pensions: manageable debt and pension liabilities
The district's debt burden is relatively modest and manageable when compared to full value and operating revenues; following the
Series 2019 issuance, the district will have $274.7 million in general obligation bonds outstanding (including $3.6 million in non-voted
limited general obligation bonds issued in 2015), equal to 1.0% of full value and 0.74 times 2018 operating funds revenues. The district
has $42.0 million in remaining unissued debt capacity from its 2016 voter-approved authorization of $252.0 million. The district
intends to use the remaining authorization in 2020.
DEBT STRUCTURE

The district's debt consists of fixed-rate obligations that mature in full in 2038. The debt is structured to allow for another issuance in
2020 and increase operating property tax levies while maintaining level overall tax rates.
DEBT-RELATED DERIVATIVES

The district has no debt-related derivatives.
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PENSIONS AND OPEB

Pension liabilities will remain manageable given employees' pension benefits are provided through the Washington Department of
Retirement Systems (DRS), with contributions from the employee and employer. According to Moody's approach to measuring pension
liabilities, the district's three-year adjusted net pension liabilities (ANPL) are $504.0 million, or 1.6 times operating revenues. As a
percentage of full value, the three-year average is moderate at 2.4%.
The district has made pension contributions above their “tread water” mark, or the amount necessary to keep pension liabilities from
growing under plan assumptions. Contributions above this level cover all net pension liability interest plus the pay down of some
principal, which is stronger from a credit perspective compared to contributions below this level.
The district’s OPEB contributions are modest compared to revenues at $2.2 million as of fiscal 2018 (0.6% of operating revenues). The
district participates in the state’s Public Employee Benefits Board of the State Health Care Authority. The benefit is premium support
for insurance coverage for certain retirees in the state’s pension system. The OPEB plan has no formal long-term contract provisions, no
trust fund, nor any actuarial analysis.
Management and governance: moderate institutional framework, management appears to have turned a corner
Washington School Districts have an Institutional Framework score of “A”, which is moderate. The sector's major revenue source is
from enrollment-based state funding. Although school districts do not levy an operating property tax, they may seek voter approval
for supplemental property tax levies for educational programs or capital. With legislative changes in 2018, school districts received
significantly higher funding but are substantially more dependent on state revenues and face greater limitations on generating local
revenues. At the same time, districts are now able to negotiate salaries with greater latitude. Given the strength of bargaining groups,
expenses are expected to increase and may be more volatile from year to year. However, unpredictable revenue fluctuations tend to be
minor, or under 5% annually. Across the sector, fixed and mandated costs are generally less than 25% of expenditures. Fixed costs are
driven primarily by debt service and pension costs. Unpredictable expenditure fluctuations tend to be minor, under 5% annually.
The district's financial management in years past has been poor, though the current leadership group appears to have significantly
improved results over the past two years. The district has restored its reserve levels to a level above its 5% policy and expects to be able
to continue to deliver structurally balanced results in partnership with its labor groups.
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Rating methodology and scorecard factors
The US Local Government General Obligation Debt 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.
Exhibit 2
King County School Dist 415 (Kent), WA
Rating Factors

Measure

Score

Economy/Tax Base (30%) [1]
Tax Base Size: Full Value (in 000s)
Full Value Per Capita
Median Family Income (% of US Median)

$27,119,003

Aaa

$160,556

Aaa

121.1%

Aa

Finances (30%)
Fund Balance as a % of Revenues
5-Year Dollar Change in Fund Balance as % of Revenues
Cash Balance as a % of Revenues
5-Year Dollar Change in Cash Balance as % of Revenues

2.1%

Baa

-9.1%

Baa

5.1%

Aa

-10.1%

Ba

A

A

1.0x

A

1.0%

Aa

Management (20%)
Institutional Framework
Operating History: 5-Year Average of Operating Revenues / Operating Expenditures
Debt and Pensions (20%)
Net Direct Debt / Full Value (%)
Net Direct Debt / Operating Revenues (x)
3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%)
3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x)
Notching Factors:

0.8x

A

2.1%

A

1.6x

A

[2]

Standardized Adjustments [3]: Unusually strong or weak security features: Lockbox

Up
Scorecard-Indicated Outcome

Aa3

Assigned Rating

A1

[1] Economy measures are based on data from the most recent year available.
[2] Notching Factors are specifically defined in the US Local Government General Obligation Debt methodology.
[3] Standardized adjustments are outlined in the GO Methodology Scorecard Inputs publication.
Source: King County School District No. 415 (Kent), WA, US Census Bureau, and Moody's Investors Service
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