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New Issue Details

Sale Date: The week of Jan. 14 via negotiation.

Series: $57.600,000 Revenue Bonds, Series 2019.

Purpose: To acquire, construct, equip. expand and renovate certain college facilities for the expansion
of various workforce, vocational and technical training programs.

Security: A gross revenue pledge of and first lien on Pima County Community College District’s (the
district) tuition and fees, rental and contract revenues, interest earnings and other certain operating
revenues.

Analytical Conclusion: The 'AA' long-term Issuer Default Rating (IDR) reflects Fitch Ratings'
expectation of the highest level of operating flexibility and anticipated financial resilience to be
maintained by the district throughout the economic cycle. This expectation is largely
attributable to its solid expenditure flexibility, ample revenue-raising ability and a strong reserve
cushion. Fitch expects the long-term liability burden to remain low as regional capital and debt
needs should remain balanced against further population and income gains.

Fitch's assignment of an 'AA-' rating to the district's pledged revenue bonds reflects application of
Fitch's tax-supported criteria for U.S. state and local governments. The criteria highlight Fitch's
assessment, utilizing the Fitch analytical sensitivity tool (FAST]) — states and locals, that the
structure will maintain very strong resiliency through a typical economic cycle and as compared to
the worst historical revenue performance. Fitch anticipates flat pledged revenue growth based on
stabilizing enroliment and recognizes management's ability to increase pledged fees and charges.
The pledged revenue bond rating is capped at the district’s IDR, as Fitch does not believe that the
pledged revenues are insulated from the general operating risks affecting the district as a whole.

Economic Resource Base: Pima County has a population of roughly one million and is home
to Tucson, Arizona's second largest city. The county's diverse economy features higher
education, healthcare, government, technology, tourism and manufacturing as primary anchors.
The top 10 taxpayers represent retail, healthcare. utility and mining sectors and comprise a
modest 7% of total fiscal 2018 taxable values.

Key Rating Drivers
Revenue Framework: 'a’

Fitch believes the district's revenue growth prospects are largely flat and below inflation. They
are expected to improve upon the current downward trajectory. The superior ability of the
district to independently raise tuition and fees to offset the effects of a normal, cyclical
economic decline underpins the 'a’ assessment.

Expenditure Framework: 'aa’

The natural pace of spending will likely exceed the flat revenue growth projected over time. The
district retains solid expenditure flexibility, even after right-sizing in recent years to a declining
enroliment trend, due to its ability to further adjust academic programs and labor costs, if
needed. Expenditure flexibility is also bolstered by modest fixed carrying costs.
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Long-Term Liability Burden: ‘aaa’

The long-term liability burden is estimated at a low 4% of 2017 resident personal income.
Further growth in county population and income levels should remain largely aligned with
potential increases in overlapping local government debt, which is the predominant driver of the
liability burden.

Operating Performance: 'aaa’

A high level of operational flexibility is derived from the district's ample revenue-raising ability,
solid budgetary control and a strong reserve cushion. Fitch expects the district will maintain the
highest level of financial resilience in a moderate economic decline.

Slow Growth Prospects for Pledged Revenues: 'bbb’

Fitch anticipates essentially flat pledged revenue growth but recognizes the district's ability and
mandate to raise pledged revenues, if needed. Revenue prospects will be aided by expected
enroliment stability from the expansion of the district's workforce, vocational and technical programs.

Resilience of Security: 'aaa’

Pledged revenues are highly resilient and provide a strong coverage cushion against potential
revenue declines in a moderate economic downturn.

Rating Sensitivities

Shift in Fundamentals: The 'AA' IDR and 'AA—' pledged revenue bond rating are sensitive to
material change in the district's solid expenditure flexibility and revenue growth prospects. The
IDR also retains sensitivity to a materially weakened tax base trend, although this is not
deemed likely to occur in the near to intermediate term.

Leverage a Key Factor: The pledged revenue bond rating assumes the structure's resilience
will remain at or near current levels. Material increase in leverage or declines in pledged
revenues that diminish the coverage cushion outside of Fitch's expectations would likely result
in downward rating action.

Credit Profile

The district serves the residents of Pima County, Arizona (IDR rated AA+/Stable by Fitch). The
district operates multiple comprehensive campuses throughout its taxing jurisdiction of the
county. County population has expanded by a healthy 4% since 2010 comparable to the nation
but below the state's rate of growth.

District revenues are primarily influenced by local trends, including enroliment and taxable
assessed valuation. Enroliment typically runs counter-cyclical to local economic conditions.
Full-time equivalent (FTE) students peaked in fiscal 2011 during the depths of the Great
Recession, but since then a trend of enroliment decline has persisted. Enrollment losses
totaled a higher than average 3% annually over fiscal years 2007-2017 and essentially held
flat in fiscal 2018 at about 14,784 in FTE students. Year-to-date trends to date in fiscal 2019
suggest flat enroliment may be maintained.

Pima County's economy continues a slow but steady recovery from the effects of the Great
Recession. Expansion is evidenced by four consecutive years of gains in countywide market
values, including a 3% increase in fiscal 2018 to nearly $85 billion. Fitch anticipates additional
near-term tax base growth based on current reported construction activity, new development
and appreciation of existing properties. Public and private investment in downtown Tucson
continues, due in part to a street car rail system that extends from downtown to the university
campus. Recent Caterpillar and Raytheon expansions highlight a list of commercial and
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industrial project announcements in Tucson that should boost employment, taxable values and
economically sensitive revenues. Steady declines in the local unemployment rate since 2011
further support the expectation for additional economic expansion.

Major southern Arizona employers include the University of Arizona, Raytheon Missile Systems,
Davis-Monthan Air Force Base, state and local government, Wal-Mart Stores Inc., Tucson
Unified School District, U.S. Customs & Border Protection/U.S. Border Patrol, Freeport-
McMoRan Copper and UA Healthcare.

Pledged Revenue Analysis

Tuition and fees provide the majority of pledged revenues at about 80%, inclusive of periodic
increases in rates and charges. Steady enroliment loss since counter-cyclically peaking during
the Great Recession has led to historically declining pledged revenues over the past two
decades, most recently at an average annual rate of a negative 2% over fiscal years 2008—
2018. Qver the same decade, average annual enrollment as measured by FTE students was
down by about 3%. Pledged revenues totaled $34 million in fiscal 2018. which was down by
just over 1% from the prior year.

Given the district's recent enrollment history, Fitch believes natural pledged revenue growth
prospects, absent management action to periodically increase tuition and fees, will at best be
flat. Fitch's assessment of stagnant rather than declining pledged revenues is based on the
reasonable potential of modest enroliment gains given the district's expanding vocational and
technical programs as well as skill training workforce confracts with local employers in a
growing economy. The mandate to increase the rate at which pledged revenues are charged
also positively affects the 'bbb' assessment. The district covenants in its bond documents to
maintain rates and charges sufficient to produce sum sufficient pledged revenue coverage of
aggregate annual debt service.

Pledged Revenue Stream Sensitivity

To evaluate the sensitivity of pledged revenues to cyclical declines, Fitch considers both the
revenue sensitivity results provided by FAST and the largest historical cumulative decline in
pledged revenues over fiscal years 2002—-2018. Based on this 17-year pledged revenue history,
FAST generates a 5.3% decline in pledged revenues during the first year of a moderate
recession (1% GDP decline scenario). The largest cumulative pledged revenue decline during
this time period has been the recent eight-year decline of 18.3% over fiscal years 2011-2018.

Fitch assumes pledged revenues will not be leveraged down to the 2.0x ABT, but that
coverage will be maintained at a higher minimum threshold of 6.3x given the support residual
revenues provide to operations and in line with management's initial thoughts regarding an
additional $20 million in revenue bond issuance at some point in the medium term. Under this
assumption, a significant revenue decline of 84% would still allow for payment of debt service;
this cushion is strong at 15.8x the 5.3% revenue decline produced by FAST in a 1% GDP
decline scenario and 4.6x the largest cumulative revenue decline, which Fitch views as
consistent with an 'aaa’ resilience assessment.

The pledged revenue bond rating is capped at the district's 'AA' IDR, as Fitch does not believe
that the pledged revenues are insulated from the general operating risks affecting the district as
a whole.

Pima County Community College District, Arizona 3

December 31, 2018



!FitchRatings

Revenue Framework

Property taxes for operations provided just over half (about 58%) of total revenues in
fiscal 2017, followed by federal revenue (largely Pell grant) at 21%. The local tax base provides
an increasing portion of total revenues; property taxes equaled about 47% of total revenues in
fiscal 2002. Additional tax revenue has served to largely offset declines in enroliment-related
revenues, which includes federal funding and tuition, in addition to the reduction and eventual
phase-out of the district's state appropriation.

Average annual revenue growth was just under 1% in the 10-year period of fiscal years 2007 to
2017. This historical performance was muted in part due to the disproportionately large impact of the
Great Recession throughout Arizona on both the county property tax base and state funding levels.

Fitch expects the district's future revenue performance will likely improve slightly but remain
generally stagnant. below the rate of inflation. This assessment is based on the district's
resolution of prior management and accreditation issues, the likelihood of further, modest tax
base expansion and the reasonable potential of a slow return to stable enrollment due to
expanded workforce/technical training contracts with local employers supported by larger,
state-of-the-art facilities.

State law limits community colleges' ability to make changes to certain revenues. Primary property
tax levies, used for operations, are limited to a 2% per annum increase over the maximum
allowable levy in the prior year plus taxes on any new construction. Additionally, the state allows
banking and carry forward of the 2% maximum levy increase, to the extent not fully used, although
the district has fully used its prior levy capacity. Fitch notes that there is no limitation on annual
secondary property tax levies, used for voter-approved bonded indebtedness; such levies are not
available to support operations. The district does not currently levy a secondary tax rate as it has
no voter-authorized tax-supported debt outstanding.

Tuition/fee revenue accounts for about 16% of the district's total revenue; the district retains the
full ability to independently raise its tuition and fee charges, including differential tuition for high-
demand, high-cost academic programs, without any legal limit, which provides an ample offset
to the district's moderately high revenue volatility.

Expenditure Framework

Instruction, student services and administrative expenses consumed about 64% of total
spending in fiscal 2017. Fitch expects the natural pace of spending will likely exceed the flat
revenue growth projected over time.

The district navigated the recent recession and subsequent trend of enroliment decline despite
the revenue constraints mentioned above. Management focused on spending reductions and
employed a variety of measures, including salary freezes, layoffs and reduction of positions, as
well as departmental cuts and reorganizations. The district retains strong control over its
warkforce costs and can adjust employee headcount and compensation accordingly, enabled
by the absence of multi-year, contractual agreements or collective bargaining with labor. This
expenditure flexibility is tempered by the district's need to recruit and retain a sufficient number
of highly educated professionals for instructional and leadership purposes.

While the magnitude of these adjustments suggests that remaining financial flexibility is limited,
management reports future changes to academic programing that are yet to occur and are likely
to result in further cost savings. The district retains sound flexibility to adjust instruction (its largest
operating expense at roughly $52 million in fiscal 2017) to evolving enroliment trends. In addition,
the district plans to close and sell one of its campuses (Community Campus) in early 2019 to
better meet the evolving educational needs of the community and workforce.
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Fitch defines fixed carrying costs as the combination of total annual debt service, the actuarially
required annual pension funding amount and the annual spending for other post-employment
benefits. These costs remain low for the district, due in part to slow debt amortization (31% of
principal retiring within 10 years) and are estimated to consume about 7.5% of total
operating/non-operating expenses once annual debt service for this issuance is factored in.
Potential increases to carrying costs from further growth in district's net pension liability (NPL)
could pressure this metric in the future, although Fitch does not anticipate this to exceed the
range of expectation for the 'aa’ expenditure flexibility assessment.

Long-Term Liability Burden

The long-term liability burden is low at an estimated 4% of 2017 Pima County personal income.
Nearly all of the overall liability burden (about 88%) is derived from overlapping debt of the city
of Tucson, Pima County and local school districts. The district may consider approaching
voters for a GO debt authorization in the intermediate term to fund the next phase of its capital
improvement plan. Nonetheless, Fitch expects the burden to remain consistent with the current
assessment, as the district and regional debt and capital needs should remain aligned with
further population, income and economic growth.

The majority of district employees participate in the Arizona State Retirement System (ASRS),
a cost-sharing multiple employer pension system. Under GASB 67 and 68, the district reports a
fiscal 2017 ASRS NPL of nearly $132 million with fiduciary assets covering 67% of total
pension liabilities at the plan's 8% investment return assumption, which falls to 56% based on a
lower 6% investment return assumption. Assuming a more conservative, 20-year amortization
would require more than doubling actuarial contributions under Fitch's benchmark pension
contribution methodology.

Operating Performance

Fitch believes the district maintains the highest level of financial resilience to manage
challenges associated with an economic downturn. For details, see Scenario Analysis, page 6.

District leadership has actively worked to close recent budget gaps that arose largely from the
trend of annual enroliment losses and the reduction and eventual phase-out of its state
appropriation, in addition to management's efforts to realign spending with the state's
expenditure limitation framework that is based on current enroliment. Negative operating
margins over fiscal years 2013-2016 were also atiributable to planned spenddowns by
management to fund pay-as-you-go capital spending for key facility projects, which typically
totaled about $10 million/year, or approximately 6% of fiscal 2017 spending. The district's right-
sizing efforts produced positive results in fiscal 2017, with operations posting a modestly
positive 3% operating margin.

Near-final, unaudited fiscal 2018 operating results suggest another positive margin of 9%,
outpacing the year's flat enroliment performance. The district's unrestricted cash and
investments, net of bond proceeds and the district's debt service reserve, totaled roughly
$111 million, or about 62% of spending at fiscal 2017 year end, well above Fitch's calculated
reserve safety margin. The near-final, unaudited fiscal 2018 position points to further increase
in the district's unrestricted cash and investments to approximately $123 million, or 70% of
spending. Fitch expects the district will continue to maintain the highest level of financial
resilience based on historical fiscal performance.
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Scenario Analysis

Analyst Interpretation of Scenario Results:
Actusl | Scenario Fitch believes the district maintains the highest level of financial resilience to
i manage challenges associated with an economic downturn. This assessment is
. ﬁ__/.l -y, - underpinned by the district’s history of maintaining high levels of unrestricted
so.0% - | S - cash/investments (net of bond proceeds and debt service reserves). The
l

- district's fundamental financial flexibility and strong reserves are a product of

Reserve Safety Margin in an Unaddressed Stress
70.0%

el : various budgetary tools at management's disposal, which include solid
30.0% I expenditure flexibility, revenue-raising authority, and the ability to use its
st : historically high reserve cushion in excess of Fitch's calculated reserve safety
| margin.
10.0% |
. f The district's financial flexibility and the sufficiency of its reserves are measured

2011 1012 2013 2012 1= 2018 2017 vesr1  Yesrz | Yesr3 against the volatility of its revenue history in a moderate economic downturn
as depicted by FAST. The FAST scenario indicates a moderately high 3.6% total
revenue decline for the district in a negative 15 U.5. GDP scenario.

Financial Resilience Subfactor Assessment:

w—\5/Eable Fund Balance bbb E — 3 — 33
Scenario Parameters: Year 1 Year 2 Year 3
GODP Assumption (3 Change) [1.0%}) 0.5% 2.0%
Expenditure Assumption (% Change) 2.0% 2.0% 2.0%
Revenue Output {36 Change) {3.6%) 10.8%) 2.0%
Inherent Budget Flexibility Superior
i P
2011 2012 2013 2014 2015 2016 2017 Year 1 Year 2 Year 3
Total Operating and Non-Operating Revenues 217920 202881 1847299 152921 181740 185469 185,280 1F851% 177027 180527
5 Change in Revenues L (6.9%) (4.2%) (0.7%) (0.6%) (3.3%5) (013 (3.6%) (0.8%5) 2.0%
Total Operating and Non-Operating Expenditures 200,023 202292 156597 200945 199380 187,167 179675 183265 186934 190673
2% Change in Expenditures = 11% (2.8%5) 2.2% (0.8%) (6.1%) (4.0%) 20% 2.0% 2.0%
Transfers In and Other Sources = = = = = = - = = =
Transfers Out and Other Uses = = = - - = = = = =
Met Transfers = - A = = = = z = =
Bond Proceeds and Other One-Time Uses = = = = = 3 E: = = =
Change in Net Assets/Net Position 17,857 589 (2,258) (8,024) (7,640} (1,6599) 5,605 (4,748) (8,807) (10,146)
Operating Margin/(Deficit) as % of Total Revenues 8.2% 0.3% (1656 (4.2%) (4.1%) (0.8%) 305 (2.7%) [5.6%) (5.6%%)
Unrestricted Cash and Investments (net of bond proceeds) 109,647 112913 107457 45,238 95,568 100,688 110,823 106,074 96,166 86,020
Unrestricted Cash and Investments (net of bond proceeds) 109 647 112,513 107 457 45,238 85,568 100,688 110,823 106,074 96,166 86,020
As % of Total Expenses 54.8% 55.8% 54.7% 47.4% 47.9% 53.8% 61.7% 57.9% S51.4% 45.1%
Reserve Safety Margins Inherent Budget Fexibility
Minimal Limited Midrange High Superior
Reserve Safety Margin {aoo) 5R.A4% 29.2% 182% 10.9% 7.3%
Reserve Safety Margin (og) 43.8% 21.9% 146% 9.1% 5.5%
Reserve Safety Margin (a) 293% 14 6% 9.1% 5.5% 3.6%
Reserve Safety Margin (bbb} 10.9% 7.3% 5.5% 3.6% 2.0%

Motes: Scenario analysis represants an unaddressed stress on issuer finances. Fitch's downturn scenario assumes a -1.0% GDP decline in the first year, followed by 0.5% and 2.0% GDP growth in Years 2
and 3, raspectively. Expenditures are assumed to grow at a 2. 0% rate of inflation. Inherent budget flexibility is the analyst's assessment of the issuer's ability to deal with fiscal stress through tax and
spending policy choices, and determines the multiples used to calculate the reserve safety margin. For further details, please see Fitch's US Tax-Supported Rating Criteria.
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/Issuer or a related third party. Any exceptions follow below.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS/FITCHRATINGS.COMUNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE
TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE
AT WWW_FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM
THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE
FIREWALL COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM
THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE
TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH
THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE
FOR THIS ISSUER ON THE FITCH WEBSITE.
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nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by
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The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent
or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an
opinion as to the creditworthiness of a secunty. This opinion and reports made by Fitch are based on established critena and
methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product
of Fitch and no individual, or group of individuals, is solely responsible for a rafing or a report. The rating does not address the
nsk of loss due to nisks other than credit risk, unless such nsk is speciiically mentioned. Fitch is not engaged in the offer or sale of
any security. All Fitch reports have shared authorship. Individuals identified in a Fiich report were involved in, but are not solely
responsible for, the opinions stated therein. The individuals are named for contact purposes only. A repart providing a Fitch
ra’ung is neither a prospectus nor a substitute for the information assembled, verified and presented fo investors by the issuer
its agents in connection with the sale of the securiies. Ratings may be changed or withdrawn at any time for any reason in
the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell,
or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a pamcular
investor, or the tax-exempt nature or taxability of payments made in respect to any securty. Fiich receives fees from issuers,
insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to
US$750;DOD (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by
a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected
to vary from US$10,000 to US$1,500,000 (or the applicable cumency equivalent). The assignment, publication, or dissemination
of a rating by Fitch shall not constitute a consent by Fiich to use its name as an expert in connection with any registration
statement filed under the United States securties laws, the Financial Services and Markets Act of 2000 of the United Kingdom,
or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch
research may be available to electronic subscribers up to three days earlier than to print subscribers.
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license

(AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings infommation
published by Fitch is not infended to be used by persons who are retail clients within the meaning of the Corporations Act 2001

Pima County Community College District, Arizona f

December 31, 2018


http:WWW.FITCHRATINGS.COM



