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The district's GO bonds are secured by revenue from unlimited ad valorem taxes levied on
taxable property within the district.

In an effort to support the facility upgrade at the San Marcos campus, the district has
preliminary plans to approach voters for additional bond authorization. The estimated bond
proceed is sizable, approximately $638 million, which the district will issue multiple series over
the long term. Considering that the incoming leadership members will partake in the district’s
capital improvement plan, the timing of this bond election is uncertain at this time.

Credit overview

The rating reflects our view of Palomar CCD's strong enterprise risk profile and adequate
financial risk profile. The enterprise risk profile reflects the district's rebounding enrollment
from the pandemic loss, sizable service area population, and experienced leadership team,
though there have been some recent transitions and a vacant Vice President of Fiscal and
Administrative Services position. The financial risk profile reflects the CCD's projected deficits
for fiscal years 2025 through 2028, primarily driven by expenditures growth outpacing revenue
and limited flexibility on budget cuts due to labor union negotiations. While we anticipate the
financial performance and resources will moderate in the near term, we believe that the district
has ample liquidity to withstand these deficits, if managed appropriately. The adequate
financial risk profile also reflects the elevated debt burden given the magnitude of prior debt
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issuances. The rating also reflects the significant depth and breadth of the CCD's robust
property tax base, with material assessed value (AV) growth, solid wealth and income metrics,
and very low taxpayer concentration, all of which provide material support for both the district's
operations and debt obligations.

The rating reflects our view of the district's:

e large and expanding property tax base, with access to the broad and diverse economy in the
San Diego metropolitan statistical area (MSA);

¢ Rising enrollment trends, supported by a focus on career training programs and growth in the
number of dual enrollment students; and

e Healthy liquidity to support the projected drawdowns for the near term.
Somewhat tempering these strengths, in our opinion, are the CCD's:
e Moderating financial performance and resources in the near term;

e Somewhat limited revenue flexibility because of the CCD's high dependence on state
revenues, which places a large portion of the operating budget under control of the state,
and

e High leverage based on our debt metrics, which we expect will remain high as additional
bonds are issued incrementally over the next decade.

Environmental, social, and governance

We view the district's physical risks as elevated due to significant seismic activity in the region,
though we believe its compliance with state building codes partly mitigates risk to facilities; the
large and diverse tax base is also a mitigating factor. Although the region is exposed to elevated
wildfire occurrences, we understand recent wildfires have not expanded within the district's
boundaries, and management further indicates this risk, as well as other weather-related
events, is mitigated by insurance. We view governance and social factors as neutral in our credit
analysis.

Outlook

The stable outlook reflects our view that the CCD has sufficient liquidity to absorb the projected
deficits in the near term and our understanding that district leadership plans to adjust the
future budget to achieve and maintain structural balance and healthy financial resources. In
addition, we do not expect the district to issue additional debt within the outlook period.

Downside scenario

We could lower the rating if the district is unable to correct the budget imbalance, weakening its
financial performance and resources to levels we no longer consider commensurate with those
of peers.

Upside scenario

We consider a positive rating action for the near term unlikely, given projected operating deficits
over the next few fiscal years. We could consider a higher rating beyond the outlook period if the
CDD achieves budgetary balance and maintains healthy financial resources while successfully
managing its union contracts, all else remaining equal.
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Credit Opinion

Enterprise Risk Profile

Economy

The district is in San Diego County, serving approximately 802,349 residents, covering about
2,555 square miles spanning the cities of San Marcos, Escondido, San Diego, Vista, Poway, and
Oceanside, among others. Altogether, it covers about 55% of San Diego County, as it shares a
border with Mira Costa CCD, Grossmont-Cuyamaca CCD, and San Diego CCD. The district’s
primary operations are at the main campus in San Marcos, along with an education centerin
Escondido and four additional outreach sites serving the northern part of San Diego and
communities in unincorporated portions of the county, including Mt. Carmel, Fallbrook, Camp
Pendleton, and Pauma Valley. Reflective of the large service area and solid local economy, the
CCD's tax base is sizable at $161.8 billion, with steady annual growth of 2%. The tax base is
diverse, with the 10 leading taxpayers accounting for only about 2% of AV. We expect ongoing
tax base stability, based on our view of the regional economy, relatively good access to the San
Diego County MSA, and anticipated residential development in the local housing market.

Enrollment

Although enrollment fell substantially during the pandemic years, the district's full-time
equivalent (FTE) enrollment rebounded in the past three school years. For fall 2024, the
district’s FTE enrollment increased to 15,521. While enrollment has not reached prepandemic
levels, management anticipates modest growth in the near term and anticipates reaching the
prepandemic enrollment level in the long term. The district’s student population reflects high
school dual enrollment students, as well as students who transfer to the University of California
and California State University school systems. In addition, the district offers workforce
development training programs, which support the local economy and workforce demand.
Although there are several CCDs in the area, management indicates that they are not significant
competition, as the CCDs are restricted to their designated service area and the students
typically attend the school where they reside.

Management

The district is governed by six board members: five board members along with one nonvoting
student trustee. The board term limit is four years for board members, and one year for student
trustees. Board members and management meet monthly for strategic and operational
oversight, reviewing monthly budget to actual reports, quarterly investment reports, and the
five-year long term financial plan. The district also has a formal investment and reserve policy of
holding at least 16.67% of operating expenditures, which it adheres to. The district is in the
process of developing a long-term capital improvement plan for potential bond authorization in
upcoming years.

There has been material turnover in key management positions: two new board members, a new
senior director of fiscal services, and a new vice president of fiscal and administrative services.
The district is supported by the interim vice president of fiscal and administrative services and
is in the process of filling the position permanently.

The new leadership team developed the fiscal 2025 budget along with the five-year long-term
financial plan, which reflects consecutive deficits through fiscal 2028. Although leadership
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acknowledges expenditures are outpacing revenues due to the expiration of the hold harmless
agreement under the state funding formula and rising personnel-related expenditures
associated with union contract negotiations, the board approved and is supportive of use of
excess cash to support the operating budget. Management indicates that the district will adjust
future budgets (fiscal years 2027 and 2028) as needed to maintain a healthy budget and
liquidity; however, the board is not considering active budget cuts for fiscal years 2025 and
2026, at this time. We will continue to monitor management’s ability to balance future budgets
and navigate tenuous union negotiations.

Financial Risk Profile

Finance performance

The district’s financial performance reflects mixed operating results. While the CCD reported
positive operating margins in fiscal years 2021 through 2023, it reported negative operating
margins from fiscal years 2015 through 2020. In addition, the fiscal 2025 budget, along with the
long-term financial plan, indicates further deficits from fiscal years 2025 through 2028, largely
due to expenditures outpacing revenues. Management attributes these deficits to state
revenue loss associated with the expiration of the hold harmless agreement from the state
funding formula, along with current enrollment being below the prepandemic level and rising
expenditures associated with labor contracts negotiated in fiscal 2023, which extend through
fiscal 2025 for faculty and fiscal 2026 for the classified staff. Management anticipates a modest
deficit of 2% for fiscal 2025 and 4% for fiscal 2026; however, management projects larger
deficits in fiscal years 2027 and 2028 if expenditures continue to rise without corresponding
revenue growth. To manage the deficit budgets, leadership plans to be strategic about hiring
and replacing retirees, and to adjust staffing based on the current enrollment.

Liquidity and financial flexibility

In our view, despite projected use of reserves, the district's financial resources are healthy for
the rating and the CCD has sufficient cushion to support these multiyear deficits. After
adjusting out about $130 million of bond proceeds that will be spent down in the next few years,
the district’s adjusted cash and investments are approximately $155 million or about 55% of
total adjusted operating expenditures for fiscal 2024. Based on the projected deficits through
fiscal 2028, we anticipate financial resources to be approximately 41% of total adjusted
operating expenditures. However, management indicates the magnitude of future deficits will
be lower than budgeted, due to anticipated increase in property tax revenues, along with
reallocation capital expenditures funds to support operations. We will continue to monitor the
CCD's liquidity, as persistent budgetary imbalance could materially reduce the overall financial
profile.

Debt, pension, and OPEB liabilities

We view the district's debt burden to be elevated, with approximately $721.7 million in debt
outstanding, along with a maximum annual debt service burden of 29.5%. Principal paydown is
below average, in our view, with 27% of debt scheduled to retire in the next 10 years.
Considering that the district will ask voters for additional bond authorization in the coming
years, we expect its debt profile will remain elevated. Because the board has no definite
timeline for additional issuance or the voter election, we have not considered potential debt in
our pro forma analysis.
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We do not view pension and other postemployment benefits (OPEB) liabilities as a near-term
source of credit pressure, despite lower funding levels and our expectation that costs will
increase. While the CDD's pension contributions are set to increase for the next few years
(similar to those of peers), the statutory funding policy for the larger pension plan mitigates the
risk of dramatic cost escalation contributions, because the state is required to absorb most of
any needed future cost increases. The cost of pensions under the state's plan is expected to
increase in the next several years, and management has incorporated these increases in its
long-term financial plan. Combining both pension and OPEB costs, the district paid 10% of total
expenditures in fiscal 2024.

The CDD participated in the following plans as of June 30, 2024:

e Academic employees are members of the California State Teachers' Retirement System:
80.6% funded;

e Classified employees are members of the California Public Employees' Retirement System:
83.5% funded; and

e Single-employer defined-benefit OPEB plan. As of an actuarial report dated June 30, 2024,
the district's net OPEB liability was $68.1 million. The district has an irrevocable OPEB trust
funded at $16.2 million as of fiscal 2024.

Palomar Community College District, California--Enterprise and financial statistics

--Fiscal year ended June 30--

2025 2024 2023

2022

2021

Enrollment and demand

Full-time- 15,521 15,069 14,429
equivalent
enrollment

13,470

14,993

Annual full- 3.00 4.44 712
time-equivalent
change (%)

(10.16)

(8.64)

Tax base

Service area 802,349 802,349 802,349
population

819,269

800,633

Total AV N.A. 161,827,060 160,793,592
($000s)

139,899,314

134,997,891

Top 10 N.A. 2.0 1.8
taxpayers as %
of total AV

1.8

1.9

Market value N.A. 201,692 187,940
per capita ($)

170,761

168,614

Per capita EBI N.A. N.A. m
as % of U.S.

13

12

Median N.A. N.A. 123
household EBI
as % of U.S.

124

124

Annual N.A. 4.7 3.9
unemployment
rate (%)

3.5

6.5

Income N.A.
statement

Total adjusted N.A. 283,550 274,306
operating
revenue ($000s)

264,915

244,676
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Palomar Community College District, California--Enterprise and financial statistics

Total adjusted
operating
expense
($000s)

--Fiscal year ended June 30--

N.A.

283,665

265,452

258,600

239,848

Net adjusted
operating
income ($000s)

N.A.

M5)

8,854

6,315

4,828

Net adjusted
operating
margin (%)

N.A.

(0.04)

2.44

State
appropriations
dependence (%)

N.A.

9.3

n.7

Student
dependence (%)

N.A.

7.0

7.1

7.2

8.8

Taxes and other
local support
dependence (%)

N.A.

52.8

51.9

49.0

49.5

Financial
resources

N.A.

Cash and
investments,
including
foundation
($000s)

N.A.

298,660

315,115

286,954

255,412

Cash and
investments to
operations (%)

N.A.

105.3

18.7

.0

106.5

Total cash and
investments to
total debt (%)

N.A.

41.3

43.2

39.0

35.3

Debt

N.A.

Total debt
($000s)

N.A.

722,841

729,757

736,012

723,638

MADS ($000s)

N.A.

83,528

83,528

83,528

83,528

MADS Burden
(%)

N.A.

29.4

31.5

32.3

34.8

N.A.

Pro forma
metrics

N.A.

Total pro forma
debt ($000s)

N.A.

N.A.

N.A.

N.A.

N.A.

Total cash and
investments to
total pro forma
debt (%)

N.A.

N.A.

N.A.

N.A.

N.A.

Pro forma
MADS ($000s)

N.A.

N.A.

N.A.

N.A.

N.A.

Pro forma
MADS burden
(%)

N.A.

N.A.

N.A.

N.A.

N.A.

Total adjusted operating revenue = total operating revenues + institutionally funded financial aid + government appropriations + government grants + endowment

spending + tax revenues - realized and unrealized gains/losses. Total adjusted operating expense = operating expenses + institutionally funded financial aid +
interest expense — noncash pension and other postemployment benefits expenses. Net operating margin = 100*(net adjusted operating income/adjusted
operating expense). Student dependence = 100*(gross tuition revenue + auxiliary revenue) / adjusted operating revenue. MADS burden = 100*(MADS/adjusted

operating expenses). Cash and investments = cash + unrestricted and restricted financial investments + foundation cash and investments. Total outstanding debt

= tax supported debt + revenue/ enterprise-secured debt + foundation debt + other debt. All debt metrics include revenue/enterprise-secured and foundation
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Palomar Community College District, California--Enterprise and financial statistics

--Fiscal year ended June 30--

debt if applicable. FTE--Full-time-equivalent. AV--Assessed value. EBI--Effective buying income. MADS--Maximum annual debt service. N.A. N.A.--Not available.
N.M.--Not Meaningful.

Ratings List

Ratings Affirmed

Education

Palomar Community College District, CA Unlimited Tax General Obligation ~ AA/Stable

The ratings appearing below the new issues represent an aggregation of debt issues (ASID) associated with related maturities. The maturities similarly reflect our
opinion about the creditworthiness of the U.S. Public Finance obligor's legal pledge for payment of the financial obligation. Nevertheless, these maturities may have
different credit ratings than the rating presented next to the ASID depending on whether or not additional legal pledge(s) support the specific maturity's payment
obligation, such as credit enhancement, as a result of defeasance, or other factors.

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.spglobal.com/ratings for further information.
Complete ratings information is available to RatingsDirect subscribers at www.capitalig.com. All ratings affected by this rating action can be found on S&P
Global Ratings' public website at www.spglobal.com/ratings.

www.spglobal.com/ratingsdirect February 26,2025 7



Palomar Community College District, CA GO Bond Rating Affirmed At 'AA'

Copyright © 2025 by Standard & Poor's Financial Services LLC. All rights reserved.

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.

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. Rating-related publications may be published for a variety of
reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a credit
rating and related analyses.

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 acknowledgment 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.

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 non-public information received in connection with each analytical process.

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.spglobal.com/ratings (free of charge),
and www.ratingsdirect.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.spglobal.com/usratingsfees.

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

www.spglobal.com/ratingsdirect February 26, 2025



	Credit Highlights
	Rationale
	Security
	Credit overview
	Environmental, social, and governance

	Outlook
	Downside scenario
	Upside scenario

	Credit Opinion
	Enterprise Risk Profile
	Economy
	Enrollment
	Management

	Financial Risk Profile
	Finance performance
	Liquidity and financial flexibility
	Debt, pension, and OPEB liabilities


