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Credit Profile

US$9.71 mil GO bnds ser 2014 due 02/15/2033

Long Term Rating AA/Stable New

School Issuer Credit Rating AA/Stable New

Northwestern Lehigh Sch Dist GO bnds

Long Term Rating AA/Stable Upgraded

School Issuer Credit Rating AA/Stable Upgraded

Rationale

Standard & Poor's Ratings Services raised its long-term rating, school issuer credit rating (ICR), and underlying rating

(SPUR) to 'AA' from 'AA-' on Northwestern Lehigh School District, Pa.'s general obligation (GO) bonds. At the same

time, Standard & Poor's assigned its 'AA' rating and ICR to the district's series 2014 GO bonds. The outlook is stable.

The upgrade reflects the district's proactive management and conservative budgeting practices that have resulted in

liquidity sufficient to cover principal at risk of acceleration.

The ICR reflects our view of the following:

• A largely residential property tax base with strong-to-very strong income indicators and a very strong market value

per capita;

• Access to the broader employment base of Allentown-Bethlehem-Easton;

• Very strong total available general fund balance at fiscal 2012 year-end that is bolstered by a sizable committed

balance; and

• Moderate debt burden and limited capital needs for the near and intermediate term.

We believe that the risk associated with the district's variable-rate obligations, which make up about 33% of its debt

profile, somewhat constrains the rating.

The district's full faith and credit pledge secures the bonds. Additional security is provided by the Pennsylvania State

Aid Intercept Program as fiscal 2012 state aid revenue provides more than 1x coverage of post-refunding projected

maximum annual debt service. We understand bond proceeds will current refund the district's series 2008A GO bonds.

Located in central eastern Pennsylvania, Northwestern Lehigh School District encompasses a 107-square-mile section

of Lehigh County and has a population of roughly 15,500. The approximate geographic center of the district is about

20 miles northwest of the city of Allentown. Overall trends in enrollment have been slightly negative in recent years;

total enrollment fell to 2,262 in fiscal 2014, from 2,375 in 2010. Enrollment projections through 2019 show a

continuation of the trend.

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 9, 2013   2

1225479 | 300102675



The district's assessed value was reassessed at full market value effective fiscal 2014, resulting in a sizable 218%

year-over-year increase and several appeals. We understand the bulk of appealed value related to 17 commercial

properties. Based on experience, management expected these appeals to settle at 50% of contested value and

budgeted accordingly. Management reports only two commercial appeals remain outstanding and that the settlements

have been right around the 50% mark. Following the reassessment, the district's market value of $1.4 billion represents

a very strong $93,000 per capita. The district's median household effective buying income (EBI) measures 143% of the

national average, which we consider very strong. On a per capita basis, the EBI of 122% is weaker but still strong.

Lehigh County's unemployment rate averaged 7.9% in August 2013, which was lower than the comparable month in

2012 (8.8%).

The district posted general fund surpluses in each of the past five audited fiscal years, which we believe is reflective of

financial stability. Fiscal 2012 closed (June 30) with a $2.6 million general fund surplus on a $33 million budget; leading

revenue sources were current real estate taxes (59% of the total) and state sources (28%). Property tax collections

have historically been stable at roughly 95% on a current-year basis. The fiscal 2012 year-end total available balance

was $5.3 million, which we consider very strong at 15.8% of expenditures. Not included in this amount is a $9.6 million

committed balance that we believe significantly enhances the district's financial flexibility. The largest expense

categories include other postemployment benefits (OPEB) at $2.8 million, future retirement rate increases at $2.1

million, increases in health care premiums at $1.8 million, and future debt service rate increases at $1.8 million.

The fiscal 2014 budget totals $37.3 million and includes a $400,000 budgetary reserve as well as a $453,000 reserve

appropriation. We believe the district's budgeting practices are conservative as it overbudgets energy expenditures as

well as interest on variable-rate debt obligations. The fiscal 2013 budget also included a reserve appropriation, though

projections for year-end include a $1.7 million surplus.

We consider Northwestern Lehigh School District's management practices to be "good" under Standard & Poor's

Financial Management Assessment. This indicates that practices exist in most areas, although not all may be

formalized or regularly monitored by governance officials. The district has a formal fund balance policy to maintain the

unassigned general fund balance at no less than 8% of expenditures.

The district has two variable-rate debt obligations that were issued through the Emmaus General Authority's bond pool

program and are supported by letters of credit (LOC). They include:

• The 2007A GO notes issued through the 1989 bond pool that was remarketed in 2008, and supported by an LOC

with US Bank N.A.

• The 2009 GO bonds issued under the 2000A bond pool and supported by an LOC between the Emmaus General

Authority and US Bank N.A.

The LOCs contain what we deem permissive events of default that, if triggered, could result in the acceleration of the

obligations. As a result, we evaluated the district's liquidity to determine its ability to cover the events of default. The

district's two-year low general fund cash balance of $15.8 million (June 2012) would not be sufficient to cover the

$16.8 million of principal at risk. However, when including the district's checking balance, capital reserve balance,

capital projects balance, and food service balance, the two-year low rises to $18.7 million. Management reports

interfund borrowing is permissible and that there are not repayment requirements.
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The district's overall debt burden, net of state aid, is about $3,400 per capita and 3.1% of market value. We believe

these indicators are moderate. Carrying charges are also moderate, accounting for 10.7% of total governmental

expenditures in fiscal 2012. The district may issue additional bonds to finance upgrades at the high school, though

there are no firm plans to do so.

The district's pension contributions in fiscal 2012 totaled $1.4 million. Including $279,000 for OPEB pay-as-you-go

costs, the figure represented 5% of total governmental expenditures. Pension costs are on the rise; the district

contributed $2 million in 2013 and budgeted $2.9 million in 2014. The unfunded actuarial accrued OPEB liability is

$3.1 million.

Outlook

The stable outlook reflects Standard & Poor's expectation that the district will continue to maintain a fund balance at

or near current levels given that management's conservative budgeting practices have yielded strong results. Though

management continues to budget conservatively for its variable-rate notes, we believe the potential for acceleration

creates liquidity risk. We will continue to monitor coverage levels relative to principal at risk of acceleration and would

view a decline to below 1x as a negative credit factor. However, we do not expect to change the rating within the

outlook's two-year horizon.

Related Criteria And Research

Related Criteria

• USPF Criteria: GO Debt, Oct. 12, 2006

• USPF Criteria: State Credit Enhancement Programs, Nov. 13, 2008

• USPF Criteria: Contingent Liquidity Risks, March 5, 2012

Ratings Detail (As Of December 9, 2013)

Northwestern Lehigh Sch Dist GO State Credit Enhancement (AGM)

Unenhanced Rating AA(SPUR)/Stable Upgraded

School Issuer Credit Rating AA/Stable Upgraded

Northwestern Lehigh Sch Dist GO State Credit Enhancement

School Issuer Credit Rating AA/Stable Upgraded

Unenhanced Rating AA(SPUR)/Stable Upgraded

Many issues are enhanced by bond insurance.

Complete ratings information is available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings

affected by this rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use

the Ratings search box located in the left column.
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S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P

reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,

www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription) and www.spcapitaliq.com

(subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information

about our ratings fees is available at www.standardandpoors.com/usratingsfees.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective

activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part

thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval

system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be

used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or

agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not

responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for

the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL

EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR

A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING

WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no

event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential

damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by

negligence) in connection with any use of the Content even if advised of the possibility of such damages.
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