' 5&P Global
Ratings

Summary:

Stephens County, Texas; General
Obligation

Primary Credit Analyst:
James Hobbs, Dallas (972) 367-3345; Andy. Hobbs@spglobal.com

Secondary Contact: :
Alexander L Laufer, Dallas 214-765-5876; alexander.laufer@spglobal.com -

Table Of Contents

Rationale

Outlook

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT ; FEBRUARY 21, 2017 1
1803852 | 302253520




Summary:

Stephens County, Texas General Obhgatlon

Many issues are enhanced by bond insurance.

Rationale

S&P Global Ratings has raised its long-term rating and underlying rating on Stephens County, Texas' series 2014
general leigation (GO) refunding bonds to 'A+' from 'A'. The outlook is stable.

The upgrade reflects our views that despite recent declines in taxable values, increases in the tax rate coupled with
cuts in expenditures have aided stable financial performance. '

The GO bonds are secured a limited ad valorem property tax pledge on all taxable property in the county. Gi\jzen the
county's rating level and available liquidity, we rate the series 2014 obligations under our GO limited tax criteria and
on par with our GO criteria. The maximum allowable rate in Texas is 80 cents per $100 of assessed value for é]l
purposes with the portion dedicated to debt service limited to 40 cents. The courity's levy is at the maximum at 80
cents, 13.7 cents of which is dedicated to debt service. However, we believe the county possesses the financial stability
and flexibility to sustain identical ratings on its unlimited- and limited-tax GO bonds.

The rating reflects our assessment of the following factors for the county:

e Weak economy, with projected per capita effective buying income at 82.8% of the national level and market value
per capita of $57,471; \ ‘

¢ Adequate management, with "standard" financial policies and practices under our Financial Management 3
Assessment methodology; !

¢ Adequate budgetary performance, with a slight operating deficit in the general fund but break-even operating results
at the total governmental fund level in fiscal 2015; :

o Very strong budgetary flexibility, with an available fund balance in fiscal 2015 of 33% of operating expenditures;

¢ Very strong liquidity, with total government available cash at 39.3% of total governmental fund expenditures and
3.3x governmental debt service, and access to external liquidity we consider strong;

e Strong debt and contingent liability profile, with debt service carrying charges at 12.0% of expenditures and net
direct debt that is 72.8% of total governmental fund revenue, as well as low overall net debt at less than 3% of
market value and rapid amortization, with all debt scheduled to be retired in 10 years; and

o Strong institutional framework score.

Weak economy
We consider Stephens County's economy weak. The county has an estimated population of 9 422. The county has a

projected per capita effective buying income of 82.8% of the national level and per capita market value of $57,471.
Overall, the county's market value fell by 12.7% over the past year to $541.5 million in 2017. ‘The county
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unemployment rate was 4.2% in 2015.

Stephens County is located in north central Texas approximately 73 miles northeast of Abilene and 150 miles wést of
Dallas. The county's economy is centered on mineral production, making the area more susceptible to economic
volatility directly related to the oil and gas sectors. Given prolonged low oil prices and a generally weak energy sector,
the county's total taxable values have experienced year-over-year declines since their peak in fiscal 2011. The county's
total taxable value in fiscal 2017 of $541.4 million represents a significant 42% decline since 2011. The top 10
taxpayers represent a rélatively small 11.6% of the total tax base, yet of those, the vast majority are involved with

operations related to mineral extraction or transportation.

Despite the declines in the taxable value, officials are hopeful total taxable value will remain more stable in the future.
Officials note that several small commercial developments should help stabilize the local economy including a new

Tractor Supply store, Walmart, and other smaller retailers.

Adequate management

We view the county's management as adequate, with "standard" financial policies and practices under our Financial
Management Assessment methodology, indicating the finance department maintains adequate policies in some but not
all key areas.

We have revised the county's management score to adequate from weak based on improvement in general fund

performance--the result of an increase in taxes as well as reduction in expenditures.

The county utilizes actual and historical data going back three years to formulate revenue and expenditure
assumptions. While no formal analysis is done, officials work with the appraisal district as well as additional sources for
help with budget assumptions. Officials provide monthly budget to actual revenue and expenditure reports to council.
Budget amendments are made on an as-needed basis and typically occur at the end of each year, yet can be done at
any time. The county lacks a formal long-term financial and capital improvement plan. It also does not maintaina
formal debt management or reserves and liquidity policy. Stephens County does have a long-standing formal .
investment policy that is reviewed annually and investment reports are shared with the council nionthly.

Adequate budgetary performance
Stephens County's budgetary performance is adequate in ‘our opinion. The county had slight deficit operating results in

the general fund of 1.2% of expenditures, but a balanced result across all governmental funds of negative 0.5% in fiscal
2015. ‘

A history of weak operating performance has been driven by declines in property tax collections, the county's largest
revenue stream. In fiscal 2015 property taxes in the general fund totaled $4.82 million, which accounted for 86.3% of
total general fund revenues. Total collections in 2015 were down $374,610 or 7.2%. Fiscal 2015 general fund
operations resulted in a modest operating deficit of $67,262 (following a modest $10,000 transfer out of the fund).
Despite the decline in revenues, relatively stable operating performance in 2015 was supported by a reduction in .

expenditures as well as an increase in the overall property tax.

Further reductions in expenditures in 2016 aided stable fiscal year-end anticipated results. Officials anticipate a modest
operating surplus in fiscal 2016 of several hundred thousand dollars. Management reports cuts in spending across all
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departments, including the sheriff's office and jail, aided opefating performance in the year. Balanced operations are

expected for fiscal 2017.

Very strong budgetary flexibility

Stephens County's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2015 of 33%
of operating expenditures, or $1.9 million. We expect the available fund balance to remain above 30% of expenditures
for the current and next fiscal years, which we view as a positive credit factor.

The county has historically maintained a very strong financial position, with reserves over 30% in the past three years.
Fiscal 2015 year-end available general fund balance totaled $1.88 million, which we consider solid. Despite challenges
of declining property tax revenues as a result of declines in total taxable value, budgetary flexibility and available
reserves are expected to remain healthy in the near term.

Very strong liquidity
In our opinion, Stephens County's liquidity is very strong, with total government available cash at 39.3% of total
governmental fund expenditures and 3.3x governmental debt service in 2015. In our view, the county has strong

access to external liquidity if necessary.

We do not anticipate the liquidity position to change significantly in the near term. We consider the county's
investments nonaggressive and liquid in nature. The county has demonstrated the ability to access the capital markets
by frequently issuing GO bonds in the last 15 years.

Strong debt and contingent liability profile

In our view, Stephens County's debt and contingent liability profile is strong. Total governmental fund debt service is
12.0% of total governmental fund expenditures, and net direct debt is 72.8% of total governmental fund revenue.
Overall net debt is low at 2.0% of market value, and all of the direct debt is scheduled to be repaid within 10 years,

which are in our view positive credit factors.

The county has a strong debt profile. It has one series of debt outstanding: the GO refunding bonds series 2014, which
fully mature in 2023. Stephens County's debt profile is not expected to change in the near term as it has no plans for
additional borrowing in the next two years. The county does not have variable-rate debt or swaps in its debt portfolio.

Stephens County's pension contributions totaled 4.1% of total governmental fund expenditures in 2015. The county
made its full annual required pension contribution in 2015.

The county participates in the Texas County and District Retirement System, a multiple-employer defined benefit
pension plan. It has consistently made its annual required contribution to the plan. As of Dec.31, 2015, the plan's

fiduciary net position as a percent of liability was 103.5%.

Strong institutional framework
The institutional framework score for Texas counties is strong.
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QOutlook

The stable outlook reflects the county's stable reserve and liquidity positions, which we expect will continue. Despite
recent declines in the tax base, Stephens County has managed expenditures to ensure stable financial performance.
We do not expect to change the rating during the next two years.

Upside scenario

Diversification and growth in the local economy leading to improved wealth and income levels could lead us to raise
the rating, Iniprovement in the county's financial management score driven by formalization of financial and debt
management policies, as well as long-term financial and capital plans, could also warrant a positive rating action.

Downside scenario
Further declines in the tax base that lead to deterioration in the county's financial position could warrant downward

rating pressure, yet we do not anticipate this in our two-year time horizon.

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.
Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is
available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings affected by this rating action can
be found on the S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box
located in the left column.
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February 21, 2017

Stephens County

200 West Walker

Breckenridge, TX 76424

Attention: Ms. Sharon Trigg, County Treasurer

Re: Stephens County, Texas, General Obligation Bonds

Dear Ms. Trigg:

S&P Global Ratings has reviewed the rating on the above-listed obligations. Based on our review,
we have raised the underlying rating (SPUR) from "A" to "A+" while affirming the stable outlook.
A copy of the rationale supporting the rating and outlook is enclosed.

This letter constitutes S&P Global Ratings’ permission for you to disseminate the above rating to
interested parties in accordance with applicable laws and regulations. However, permission for
such dissemination (other than to professional advisors bound by appropriate confidentiality
arrangements) will become effective only after we have released the rating on
standardandpoors.com. Any dissemination on any Website by you or your agents shall include the
full analysis for the rating, including any updates, where applicable.

To maintain the rating, S&P Global Ratings must receive all relevant financial and other
information, including notice of material changes to financial and other information provided to us
and in relevant documents, as soon as such information is available. Relevant financial and other
information includes, but is not limited to, information about direct bank loans and debt and debt-
like instruments issued to, or entered into with, financial institutions, insurance companies and/or
other entities, whether or not disclosure of such information would be required under S.E.C. Rule
15¢2-12. You understand that S&P Global Ratings relies on you and your agents and advisors for
the accuracy, timeliness and completeness of the information submitted in connection with the
rating and the continued flow of material information as part of the surveillance process. Please
send all information via electronic delivery to pubfin_statelocalgovt@spglobal.com. If SEC rule
17g-5 is applicable, you may post such information on the appropriate website. For any
information not available in electronic format or posted on the applicable website,

Please send hard copies to:
S&P Global Ratings
Public Finance Department
55 Water Street
New York, NY 10041-0003

PF Ratings U.S. (4/28/16)
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The rating is subject to the Terms and Conditions, if any, attached to the Engagement Letter
applicable to the rating. In the absence of such Engagement Letter and Terms and Conditions, the
rating is subject to the attached Terms and Conditions. The applicable Terms and Conditions are
incorporated herein by reference.

S&P Global Ratings is pleased to have the opportunity to provide its rating opinion. For more
information please visit our website at www.standardandpoors.com. If you have any questions,
please contact us. Thank you for choosing S&P Global Ratings.

Sincerely yours,

S&P Global Ratings
a division of Standard & Poor’s Financial Services LLC

dm
enclosure
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_ S&P Global Ratings
Terms and Conditions Applicable To Public Finance Credit Ratings

General. The credit ratings and other views of S&P Global Ratings are statements of opinion and not statements of fact.
Credit ratings and other views of S&P Global Ratings are not recommendations to purchase, hold, or sell any securities and
do not comment on market price, marketability, investor preference or suitability of any security. While S&P Global
Ratings bases its credit ratings and other views on information provided by issuers and their agents and advisors, and other
information from sources it believes to be reliable, S&P Global Ratings does not perform an audit, and undertakes no duty
of due diligence or independent verification, of any information it receives. Such information and S&P Global Ratings’
opinions should not be relied upon in making any investment decision. S&P Global Ratings does not act as a “fiduciary” or
an investment advisor. S&P Global Ratings neither recommends nor will recommend how an issuer can or should achieve
a particular credit rating outcome nor provides or will provide consulting, advisory, financial or structuring advice. Unless
otherwise indicated, the term “issuer” means both the issuer and the obligor if the obligor is not the issuer.

All Credit Rating Actions in S&P Global Ratings’ Sole Discretion. S&P Global Ratings may assign, raise, lower, suspend,
place on CreditWatch, or withdraw a credit rating, and assign or revise an Outlook, at any time, in S&P Global Ratings’

sole discretion. S&P Global Ratings may take any of the foregoing actions notwithstanding any request for a confidential or
private credit rating or a withdrawal of a credit rating, or termination of a credit rating engagement. S&P Global Ratings
will not convert a public credit rating to a confidential or private credit rating, or a private credit rating to a confidential
credit rating,

Publication. S&P Global Ratings reserves the right to use, publish, disseminate, or license others to use, publish or
disseminate a credit rating and any related analytical reports, including the rationale for the credit rating, unless the
issuer specifically requests in connection with the initial credit rating that the credit rating be assigned and maintained
on a confidential or private basis. If, however, a confidential or private credit rating or the existence of a confidential or
private credit rating subsequently becomes public through disclosure other than by an act of S&P Global Ratings or its
affiliates, S&P Global Ratings reserves the right to treat the credit rating as a public credit rating, including, without
limitation, publishing the credit rating and any related analytical reports. Any analytical reports published by S&P
Global Ratings are not issued by or on behalf of the issuer or at the issuer’s request. S&P Global Ratings reserves the
right to use, publish, disseminate or license others to use, publish or disseminate analytical reports with respect to public
credit ratings that have been withdrawn, regardless of the reason for such withdrawal. S&P Global Ratings may publish
explanations of S&P Global Ratings’ credit ratings criteria from time to time and S&P Global Ratings may modify or
refine its credit ratings criteria at any time as S&P Global Ratings deems appropriate.

Reliance on Information. S&P Global Ratings relies on issuers and their agents and advisors for the accuracy and -
completeness of the information submitted in connection with credit ratings and the surveillance of credit ratings
including, without limitation, information on material changes to information previously provided by issuers, their
agents or advisors. Credit ratings, and the maintenance of credit ratings, may be affected by S&P Global Ratings’
opinion of the information received from issuers, their agents or advisors.

Confidential Information. S&P Global Ratings has established policies and procedures to maintain the confidentiality of
certain non-public information received from issuers, their agents or advisors. For these purposes, “Confidential
Information” shall mean verbal or written information that the issuer or its agents or advisors have provided to S&P
Global Ratings and, in a specific and particularized manner, have marked or otherwise indicated in writing (either prior -
to or promptly following such disclosure) that such information is “Confidential.”
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S&P Global Ratings Not an Expert, Underwriter or Seller under Securities Laws. S&P Global Ratings has not consented
to and will not consent to being named an “expert” or any similar designation under any applicable securities laws or
other regulatory guidance, rules or recommendations, including without limitation, Section 7 of the U.S. Securities Act
of 1933. S&P Global Ratings has not performed and will not perform the role or tasks associated with an "underwriter"
or "seller" under the United States federal securities laws or other regulatory guidance, rules or recommendations in
connection with a credit rating engagement.

Disclaimer of Liability. S&P Global Ratings does not and cannot guarantee the accuracy, completeness, or timeliness of
the information relied on in connection with a credit rating or the results obtained from the use of such information. S&P
GLOBAL RATINGS GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO,
ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. S&P
Global Ratings, its affiliates or third party providers, or any of their officers, directors, shareholders, employees or
agents shall not be liable to any person for any inaccuracies, errors, or omissions, in each case regardless of cause,
actions, damages (consequential, special, indirect, incidental, punitive, compensatory, exemplary or otherwise), claims,
liabilities, costs, expenses, legal fees or losses (including, without limitation, lost income or lost profits and opportunity
costs) in any way arising out of or relating to a credit rating or the related analytic services even if advised of the
possibility of such damages or other amounts.

No Third Party Beneficiaries. Nothing in any credit rating engagement, or a credit rating when issued, is intended or
should be construed as creating any rights on behalf of any third parties, including, without limitation, any recipient of a
credit rating. No person is intended as a third party beneficiary of any credit rating engagement or of a credit rating when
issued.
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