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Alief Independent School District, TX
Update to credit analysis

Summary
Alief Independent School District, TX (Aa2 stable) benefits from a large tax base that has
been growing in recent years, though resident incomes are low and the district has been
losing enrollment. Available reserves relative to revenues have declined slightly over the
past six audited fiscal years, though the district's fund balance and liquidity remain healthy.
The debt burden is roughly in line with similarly rated districts at a national level and the
manageable pension liability associated with the statewide pension plan is a positive factor.

We regard the coronavirus outbreak as a social risk under our ESG framework, given the
substantial implications for public health and safety. Alief ISD is not susceptible to immediate
material credit risks related to coronavirus. The district transitioned to remote learning with
minimal financial impact expected. The longer term impact will depend on both the severity
and duration of the crisis. The situation surrounding Coronavirus is rapidly evolving. If our
view of the credit quality of Alief ISD changes, we will update our opinion at that time.

Credit strengths

» Large and growing tax base

» Manageable debt burden

» Relatively low pension liability

Credit challenges

» Low resident incomes

» Below sector median fund balance

» Declining enrollment

Rating outlook
The stable outlook reflects the expectation that finances relative to revenues will remain
stable over the next several years and that the local economy, supported by the City of
Houston (Aa3 stable), will continue growing over the long run despite temporary disruption
related to coronavirus.

Factors that could lead to an upgrade

» Improved resident income and wealth levels

» Significant increase in available reserves and liquidity

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1238909
https://www.moodys.com/credit-ratings/Alief-Independent-School-District-TX-credit-rating-600031299
https://www.moodys.com/credit-ratings/Houston-City-of-TX-credit-rating-600026473
https://www.moodys.com/credit-ratings/Houston-City-of-TX-credit-rating-600026473
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Factors that could lead to a downgrade

» Materially higher debt burden

» Significant fund balance declines

» Large tax base decline

Key indicators

Exhibit 1

Alief Independent School District, TX 2015 2016 2017 2018 2019

Economy/Tax Base

Total Full Value ($000) $12,589,736 $13,360,826 $14,436,362 $14,972,841 $15,311,580 

Population            266,814            280,326            285,822            286,463            286,463 

Full Value Per Capita $47,185 $47,662 $50,508 $52,268 $53,450 

Median Family Income (% of US Median) 61.6% 61.1% 62.0% 60.2% 60.2%

Finances

Operating Revenue ($000) $441,064 $448,850 $450,336 $461,756 $470,830 

Fund Balance ($000) $118,550 $117,636 $111,286 $113,344 $122,834 

Cash Balance ($000) $99,577 $121,231 $121,174 $127,517 $140,299 

Fund Balance as a % of Revenues 26.9% 26.2% 24.7% 24.5% 26.1%

Cash Balance as a % of Revenues 22.6% 27.0% 26.9% 27.6% 29.8%

Debt/Pensions

Net Direct Debt ($000) $160,512 $196,592 $252,019 $254,796 $284,895 

3-Year Average of Moody's ANPL ($000) $233,087 $304,072 $393,985 $476,523 $504,060 

Net Direct Debt / Full Value (%) 1.3% 1.5% 1.7% 1.7% 1.9%

Net Direct Debt / Operating Revenues (x) 0.4x 0.4x 0.6x 0.6x 0.6x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 1.9% 2.3% 2.7% 3.2% 3.3%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 0.5x 0.7x 0.9x 1.0x 1.1x

Source: Audited financial statements, US Census Bureau, Moody's Investors Service

Profile
Alief Independent School District is located in Harris County (Aaa stable), roughly 15 miles southwest of downtown Houston and
includes a portion of Westchase, a master planned community consisting of residential, retail and commercial office buildings. The
district serves a large population of more than 285,000 residents.

Detailed credit considerations
Economy and tax base: large tax base in Houston area; low wealth and income levels
The coronavirus is driving an unprecedented economic slowdown. We currently forecast US GDP to decline significantly during 2020
with a gradual recovery commencing toward the end of the year. Local governments with the highest exposure to tourism, hospitality,
healthcare, retail, and oil and gas could suffer particularly severe impacts. Alief ISD is somewhat isolated from these effects due to its
primary funding sources being state funding and property tax revenue though an extended economic decline could impact the district's
revenues over the long term.

Alief ISD is a largely built out inner ring suburban area of Houston that has been experiencing tax base growth despite the lack of large
scale homebuilding activity, which is expected to continue based on preliminary information provided by the district. Over the past
five years, tax base growth has averaged 5.5% annually and the tax base is a large $16.4 billion as of fiscal 2020. The tax base size is

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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well above peers and the district's advantageous location near Houston is a positive factor. Preliminary tax base figures for fiscal 2021
indicate that assessed valuation has grown by an additional 6.7% and the district reports no issues with collections and no concerns
related to any major taxpayers. Positively, the district's tax base is diverse with the top 10 property taxpayers only accounting for 8%
of the total. Recent declines in oil prices may have a negative impact on the regional Houston economy going forward, though the
metropolitan area has significantly diversified over the past decade and the economic correlation with oil prices has diminished.

Demographically, incomes within the district are weak with a median family income at only 60% of the national level as of 2018.
The district is, however, correspondingly affordable with a median home value at 59% of the national level. The population has
been gradually increasing in recent years, though at a slower pace than many other districts in the area due to largely completed
development. The district's enrollment has declining from a peak of 47,376 in 2014-2015 to 45,692 in the 2019-2020 school year due
to competition from charter schools. District officials have opened a variety of special programs such as technical education, STEM
academies, and international programs to more effectively compete with charters in the area. This is expected to have a stabilizing
impact on enrollment going forward.

Financial operations and reserves: stable financial operations; healthy reserve levels
The district's reserves will remain healthy based on management's financial projections. Following a $6.3 million general fund surplus
for the fiscal year ending August 31, 2019, the district's available general fund balance was healthy at $99.4 million or 23% of general
fund revenue. The combined operating funds (general and debt service) available balance was similarly healthy as of fiscal 2019 at
$122.8 million or 26% of revenue. While reserves have largely remained stable on a nominal basis, the ratio of fund balance to revenue
has declined slightly due to growing revenues. Officials expect a $2.6 million increase in fund balance in fiscal 2020. Overall, no draws
on the fund balance are planned going forward, which will allow the district to maintain a healthy financial position. Coronavirus has
not had a material financial impact on the district according to management and officials are preparing to reopen in the fall subject to
state guidance.

State funding is the district's largest source of revenue at 52% of operating funds revenue in fiscal 2019 with the remainder derived
from property taxes. Alief ISD levied a $12.44 per $1,000 of valuation total property tax in fiscal 2020, with $10.39 funding general
operations and the remaining $2.05 devoted to debt service. State officials have agreed to maintain school funding through fiscal 2021,
though the outlook beyond that date is more uncertain as coronavirus will likely have an impact on the state's major revenue sources.

Liquidity
The district's liquidity is healthy with $118 million of general fund cash as of fiscal year end 2019 or 27% of revenue. Operating funds
net cash was $140 million or 30% of revenue. Based on budgetary expectations discussed above for fiscal 2020 and beyond no
significant liquidity fluctuations are expected for the foreseeable future.

Debt and pensions: slightly elevated debt with low fixed costs
The district's debt burden is slightly elevated, though not at a level uncommon in Texas, and will likely increase based on an anticipated
debt issuance in the next year. Alief ISD has $322.8 million of debt outstanding, which is equivalent to a somewhat elevated 2% of
assessed valuation. Overall net debt, inclusive of debt issued by overlapping entities, is also somewhat elevated at 4.1% of assessed
value. At present, the district's debt plans are comprised of an additional issuance of approximately $65 million in the summer of 2021.
This will boost the debt burden in the short term however over the long run the debt burden is likely to remain stable as growth in the
Houston area continues to boost valuation and the district is not facing enrollment growth driven capital needs.

Legal security
The district issues debt secured by a general obligation unlimited tax pledge. The attorney general has placed an administrative
restriction that prevents districts from issuing debt beyond the level that can be supported by a $5.00 per $1,000 tax rate though this
rate could be exceeded in the event of tax base declines.

Debt structure
All of the district's debt is fixed rate and amortizes over the long term. Amortization is in line with other Texas school districts with
66% of principal scheduled to be repaid within the next 10 years though slightly slower than the national median pace of 81% in 10
years.

3          21 July 2020 Alief Independent School District, TX: Update to credit analysis



MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

Debt-related derivatives
The district is not party to any derivatives.

Pensions and OPEB
The district's pension burden is manageable, and does not represent near term pressure on the district's credit profile. The district
participates in the Teacher Retirement System of Texas, a cost-sharing multiple employer defined benefit pension plan, but the
majority of the contributions and liability is supported by the state. Moody's fiscal 2020 adjusted net pension liability (ANPL) for the
district, using a 4.07% discount rate, is $484.5 million or a reasonable 1.03 times operating revenues.

The district's adjusted net OPEB liability is $198.3 million, or a low 0.4x revenue.

Total fixed costs for the district including debt service, pension contributions, and OPEB contributions were $45.4 million or a low
9.7% of operating revenues. The fixed cost burden would increase slightly to 11.5% of revenues if the district were to make its “tread
water” payment. The “tread water” indicator measures the annual government contributions required to prevent reported net pension
liabilities from growing, under reported assumptions.

ESG considerations
Environmental
The district is located in the Houston area and, accordingly, the primary environmental threat to the district is from hurricanes and
other flooding events such as Hurricane Harvey. While these events have not proven to be a material challenge to the district in the
past, climate change will likely intensify the severity of hurricane season in the area.

Social
We regard the coronavirus as a social risk under our ESG framework, given the substantial implications for public health and safety.
We do not see any immediate credit risks for Alief ISD. Other social considerations include the district's declining enrollment and low
resident incomes, though these factors have not placed significant pressure on the district's financial performance.

Governance
Alief ISD is governed by a seven member board of trustees serving staggered four-year terms. The district has an informal policy to
maintain a level of general fund reserves equal to three months of operating expenditures and a debt service fund balance (net of
mandatory sinking fund balances) equal to 1/12th of annual debt service expenditures, or roughly $2.5 million.

Texas School Districts have an Institutional Framework score of “Aa”, which is strong. Property taxes, one of the sector's major revenue
sources is subject to a levy cap set by state statute, which can be overridden with voter approval by a limited amount. Property tax
revenue growth is capped at 2.5% annually, but the voter approved levy override provides for additional revenue-raising flexibility.
Unpredictable revenue fluctuations tend to be minor, or under 5% annually. Across the sector, fixed and mandated costs are generally
less than 25% of expenditures and are primarily debt service expenditures. Unpredictable expenditure fluctuations tend to be minor,
under 5% annually.
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Rating methodology and scorecard factors
The US Local Government General Obligation Debt methodology includes a scorecard, a tool providing a composite score of a local
government’s credit profile based on the weighted factors we consider most important, universal and measurable, as well as possible
notching factors dependent on individual credit strengths and weaknesses. Its purpose is not to determine the final rating, but rather to
provide a standard platform from which to analyze and compare local government credits.

Exhibit 2

Alief Independent School District, TX

Scorecard Factors and Subfactors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $16,426,256 Aaa

Full Value Per Capita $61,408 A

Median Family Income (% of US Median) 60.2% Baa

Finances (30%)

Fund Balance as a % of Revenues 26.1% Aaa

5-Year Dollar Change in Fund Balance as % of Revenues 0.8% A

Cash Balance as a % of Revenues 29.8% Aaa

5-Year Dollar Change in Cash Balance as % of Revenues 5.8% A

Notching Factors:
[2]

Other Analyst Adjustment to Finances Factor: Declining enrollment Down

Management (20%)

Institutional Framework Aa Aa

Operating History: 5-Year Average of Operating Revenues / Operating Expenditures 1.0x A

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 2.0% A

Net Direct Debt / Operating Revenues (x) 0.7x A

3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%) 3.1% A

3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x) 1.1x A

Notching Factors:
[2]

Standardized Adjustments [3]: Unusually strong or weak security features: Secured by statute Up

Scorecard-Indicated Outcome Aa3

Assigned Rating Aa2

[1] Economy measures are based on data from the most recent year available.
[2] Notching Factors are specifically defined in the US Local Government General Obligation Debt methodology.
[3] Standardized adjustments are outlined in the GO Methodology Scorecard Inputs publication.
Source: US Census Bureau, Moody's Investors Service
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