
Rating Action: Moody's Assigns Initial Ba3 Und./A2 Enh. to Sto-Rox SD, PA's
GO Bonds; Outlook Negative

Global Credit Research - 15 Feb 2017

New York, February 15, 2017 -- Issue: General Obligation Bonds, Series of 2017; Rating: Ba3; Rating Type:
Underlying LT; Sale Amount: $8,500,000; Expected Sale Date: 03/07/2017; Rating Description: General
Obligation Limited Tax;

Issue: General Obligation Bonds, Series of 2017; Rating: A2; Rating Type: Enhanced LT; Sale Amount:
$8,500,000; Expected Sale Date: 03/07/2017; Rating Description: General Obligation Limited Tax;

Summary Rating Rationale

Moody's Investors Service has assigned an initial Ba3 underlying rating with negative outlook and an A2
enhanced rating with stable outlook to Sto Rox School District, PA's $8.5 million General Obligation Bonds,
Series of 2017.

The Ba3 underlying rating reflects the deteriorating fund balance and liquidity position resulting from four years
of deficits. The district has struggled to maintain structural balance in light of declining revenues and
increasing costs for charter school tuition, pension, and special education. The rating also incorporates the
limited tax base with weak income levels, high debt burden, and manageable pension and OPEB liabilities.

The A2 pre-default enhanced rating reflects our current assessment of the direct pay structure, which provides
for the pre-default intercept of state aid through a direct payment to the paying agent.

Rating Outlook

The negative outlook reflects the challenges the district faces to achieving structural balance and
replenishment of reserves to adequate levels. Charter school tuition, special education, transportation and
pension costs are expected to continue to be budget drivers, and it is unclear how the district will structurally
balance future budgets. In addition, the district has enacted a spending freeze mid-way through fiscal 2017
due to transportation and charter tuition being over budget.

The stable outlook on the enhanced rating mirrors the outlook on the Commonwealth of Pennsylvania (Aa3
stable).

Factors that Could Lead to an Upgrade (Remove the Negative Outlook)

Maintenance of structurally balanced operations

Material improvement in cash and fund balance

Stabilization of charter school tuition and pension costs

Factors that Could Lead to a Downgrade

Further declines in fund balance or liquidity

Continued declines in the tax base or wealth levels

Material increase in the debt burden

Legal Security

The bonds are general obligations of the district. The majority of the bonds are secured by the district's
unlimited tax pledge as they refund a series of debt exempt from Act 1 limitations. However, a small portion
(less than $1 million) is subject to Act 1.



Use of Proceeds

The bonds will currently refund a portion of the outstanding General Obligation Bonds, Refunding Series B of
2011 (dated September 15, 2011) for estimated net present value savings of $130,000, equal to 1.6% of
refunded principal (net of state reimbursement). The refunding is structured for upfront savings to be taken in
fiscal 2018 in the form of debt service reduction. There is no extension of final maturity.

Obligor Profile

The K-12 school district, which encompasses an area of approximately 3 square miles, is located in Allegheny
County and is comprised of Stowe Township and the Borough of McKees Rocks. The district is six miles
northwest of the City of Pittsburgh (A1 stable). The district operates two elementary schools, one middle
school, and one high school.

Methodology

The principal methodology used in the underlying rating was US Local Government General Obligation Debt
published in December 2016. The principal methodology used in the enhanced rating was State Aid Intercept
Programs and Financings: Pre and Post Default published in July 2013. Please see the Rating Methodologies
page on www.moodys.com for a copy of these methodologies.

Regulatory Disclosures

For ratings issued on a program, series or category/class of debt, this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.
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