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Alief ISD (Aa1) will continue to experience tax base growth in the near term from market
appreciation and ongoing new development. The district's credit profile benefits from its
large tax base that is favorably located in the Houston, TX metro area and includes a large
master planned development with significant commercial office space. However, these
attributes are weighed against the district's very low resident income levels and below
median full value per capita. The district's financial operations are expected to stabilize in the
near term, yielding healthy reserves and liquidity. Although the district's debt burden is above
the median for Aa1-rated peers, it should remain stable as additional debt issuances in the
near term are offset by tax base growth.

Credit strengths
» Large, growing tax base located in the Houston metro area
» Low fixed costs
» Healthy reserves and liquidity

Credit challenges
» Low resident income levels
» Declining enrollment
» Trend of declining reserves

Rating outlook
Outlooks are usually not assigned to local government credits with this amount of debt
outstanding.

Factors that could lead to an upgrade
» Materially improved resident income levels
» Significant increase in available fund balances and liquidity
» Substantial tax base growth

Factors that could lead to a downgrade
» Continued trend of declines in reserves

U.S. PUBLIC FINANCE

MOODY'S INVESTORS SERVICE

» Increased debt burden
» Weakened resident income levels
» Large tax base decline

Key indicators
Exhibit 1

Alief Independent School District, TX

2013

2014

2015

2016

2017

Economy/Tax Base
Total Full Value ($000)

$10,729,494

$11,484,303

$12,589,736

$13,360,826

$14,520,720

Population

251,221

260,825

266,814

275,975

273,560

Full Value Per Capita

$42,709

$44,031

$47,185

$48,413

$53,081

61.0%

61.6%

61.1%

61.1%

61.1%

$389,213

$416,351

$441,064

$448,850

$450,336

Fund Balance ($000)

$109,238

$119,166

$118,550

$117,636

$111,286

Cash Balance ($000)

$109,062

$113,116

$99,577

$121,231

$121,174

Fund Balance as a % of Revenues

28.1%

28.6%

26.9%

26.2%

24.7%

Cash Balance as a % of Revenues

28.0%

27.2%

22.6%

27.0%

26.9%

Median Family Income (% of US Median)
Finances
Operating Revenue ($000)

Debt/Pensions
Net Direct Debt ($000)

$189,066

$169,391

$160,512

$196,592

$252,019

3-Year Average of Moody's ANPL ($000)

$187,213

$222,375

$233,087

$304,072

$393,985

Net Direct Debt / Operating Revenues (x)

0.5x

0.4x

0.4x

0.4x

0.6x

Net Direct Debt / Full Value (%)

1.8%

1.5%

1.3%

1.5%

1.7%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x)

0.5x

0.5x

0.5x

0.7x

0.9x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%)

1.7%

1.9%

1.9%

2.3%

2.7%

Source: Moody's Investors Service; Alief ISD, TX's audited financial statements (FYs 2013-2017)

Profile
The district is located in Harris County (Aaa stable), roughly 15 miles southwest of downtown Houston (Aa3 stable) 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 266,000 residents and enrolled 46,531 students in fiscal 2017.

Detailed credit considerations
Economy and tax base: large tax base in Houston metro area; low wealth levels
The tax base is expected to remain stable in fiscal 2019. Thereafter, market appreciation and limited new development should support
continued growth of the tax base. Over the last five years, the tax base grew an average 7% annually to $15.1 billion in fiscal year 2018
primarily from new development. Available acreage for future development is limited and primarily zoned for residential purposes;
however, ongoing development within Westchase and market appreciation of existing property throughout the district will positively
impact full values in the near term. Westchase consists of residential, retail and commercial properties including office buildings for
Chevron Corporation (Aa2 stable), Dow Chemical Company (Baa2 stable) and Halliburton Company (Baa1 stable). Property taxpayer
concentration is modest, as the top 10 taxpayers account for a limited 8.5% of 2018 full valuation. Damages to the district's facilities
from Hurricane Harvey are minor and limited to replacement ceiling tiles, minor roof repairs and drywall replacement. The estimated
cost of the damages is $470,000 and the district has submitted a claim to FEMA to reimburse 95% of the estimated damages.
Management anticipates tax base growth will moderate to 2% to 3% in fiscal 2019. The district's population is large and includes
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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approximately 266,000 residents. Resident income levels are low with a median family income at 61.1% of the US. In As of December
2017, unemployment in Harris County of 4.4% was above the state (3.7%) and nation (3.9%) for the same period.
As expected in our review from March 2017, enrollment decreased 1.7% to 46,531 students in fiscal 2017 and average daily attendance
fell by 2.3% to 43,014 students primarily due to the opening of a new charter school within the district. Historically, enrollment
and average daily attendance levels have shown limited volatility with a five-year average annual growth of 0.5% for both metrics.
Management anticipates enrollment will decline slightly in fiscal 2018, with a budgeted enrollment of 46,348 students. Continued
declines in enrollment, resulting in imbalanced financial operations could lead to downward pressure on the rating.
Financial operations and reserves: stabilizing financial operations in fiscal 2018
The district's financial operations will stabilize in fiscal 2018 (year-end is August 31) due to favorable revenue variances attributed to
increased state aid and insurance reimbursements for Hurricane Harvey related damages and reserves levels should remain healthy
in the near term. As expected in our review from March 2017, the general fund reported an $8.5 million operating deficit in fiscal
year 2017, as a result of a salary accrual adjustment due to a change in the school start date and unfavorable revenue variances from
decreasing student enrollment. At year-end 2017, the available general fund balance decreased to $91.1 million, representing a healthy
21.8% of general fund revenues. Similarly, the available operating fund balance (general fund and debt service fund) decreased $7.6
million to $111.3 million at year-end 2017, representing a favorable yet below median 24.7% of operating fund revenues. Fiscal 2017
operating revenues were supported by state aid (54.3%), local property taxes (42.7%) and federal aid (3.1%). The district levied a
maintenance and operating (M&O) tax rate of $11.25 per $1,000 of assessed value. With voter approval, the district can levy up to
$11.70, but management does not anticipate adjusting the M&O tax rate in the near term.
The fiscal 2018 budget is balanced and management anticipates stable general fund balances at year-end. Total general fund revenues
are projected to increase to $428 million due to increasing property values, while state aid and federal revenues are expected to
remain steady. Fiscal 2019 budget planning is underway. Management estimates general fund revenues will decrease by $4 million,
but has identified several areas to reduce spending and achieve balanced operations at year-end. A reduction of reserves could lead to
downward pressure on the rating.
LIQUIDITY

The district's liquidity is expected to remain steady in the near term. At fiscal year-end 2017, cash and investments in the general
fund totaled $99.8 million, representing a below median 23.7% of revenue. Including the debt service fund, cash and liquidity in the
operating fund totaled $121.2 million, or a healthy 27% of operating revenues.
Debt and pensions: above median debt burden; low pension liabilities
In the near term, the district's direct debt burden will remain above the median for the rating category, but should remain stable as
additional borrowing is offset by tax base growth. Including the Series 2018 bonds, the district has $239.5 million of outstanding debt,
representing an elevated 1.6% of fiscal 2018 full valuation. The district anticipates issuing the balance of voter authorized general
obligation unlimited tax (GOULT) bonds over the next three years, including $58 million in 2019 and 2020, followed by $55.3 million
in 2021.
DEBT STRUCTURE

All of the district's debt consists of general obligation unlimited tax (GOULT) bonds with fixed interest rates that amortize over the long
term (final maturity in fiscal 2038). Amortization of principal is on par with the median for the rating category with 65.4% of principal
retired in 10 years.
DEBT-RELATED DERIVATIVES

The district does not have any debt-related derivatives.
PENSIONS AND OPEB

Budgetary pressure due to the district's participation in the Texas Teachers Retirement System (TRS) pension plan is expected to
remain limited in the near term. The district has consistently made its required contribution to the plan. Total pension contributions
in fiscal 2017 were $11.3 million, or a manageable 2.5% of operating revenues and 78% of “tread water.” Fiscal 2017 fixed costs were
$41.9 million ($28.5 million in debt service and $13.5 million in pension and other post-employment benefit contributions) and
represented a manageable 9.3% of operating revenues. Moody's fiscal 2017 adjusted net pension liability (ANPL) for the district, under
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our methodology for adjusting reported pension data, is $528.8 million. The three-year average (fiscal 2015 to fiscal 2017) of the
district's ANPL is $394 million, representing 2.7% of full value and a manageable 0.9 times fiscal 2017 operating revenues.
Moody's ANPL reflects certain adjustments we make to improve comparability of reported pension liabilities. The adjustments are
not intended to replace the district’s reported contribution information, but to improve comparability with other rated entities.
We determined the district's share of the liability for the cost-sharing plan administered by the state of Texas in proportion to its
contribution to the plan. The “tread water” indicator measures the annual government contribution required to prevent the reported
net pension liability (NPL) from growing, under reported assumptions. Contributions above this level cover all NPL interest plus pays
down some principal, making them stronger from a credit perspective than contributions below this level.
Management and governance: high institutional framework score
The district 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 $2 million in debt service fund reserves.
Texas School Districts have an Institutional Framework score of Aa, which is high compared to the nation. Institutional Framework
scores measure a sector's legal ability to increase revenues and decrease expenditures. Property taxes, one of the sector's major revenue
sources is subject to a cap of $10.40 per $1,000 of assessed value, which can be overriden at the local level to $11.70 (with voter
approval). Currently, the district is levying a maintenance and operating tax rate of $11.25 per $1,000 of assessed value. 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 greater than 25% of expenditures. Texas is a Right to Work
state, providing significant expenditure-cutting ability. Unpredictable expenditure fluctuations tend to be minor, under 5% annually.
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