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Alief Independent School District’s, TX (Aa2 stable) credit profile is strong yet has
demonstrated a trend of weakened reserve levels over the past several years and a projected
fiscal 2019 operating deficit. The profile is also challenged by an above average debt burden,
low resident income and wealth indices, and recent enrollment declines. The credit profile
also incorporates the district's sizable and moderately growing tax base, low fixed costs, and
manageable pension burden.
On April 2, Moody's downgraded the district's outstanding general obligation bond rating to
Aa2 from Aa1 and assigned a stable outlook.
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» Manageable pension burden

Credit challenges
» Trend of declining reserves
» Declining enrollment
» Low resident income and wealth indices

Rating outlook
The stable outlook reflects the expectation that management will balance financial
operations in fiscal 2020 and maintain a level of reserves that complies with internal policies.
The outlook also reflects the expectation the local economy and tax base will continue to
grow at a moderate pace and the debt burden will remain steady.

Factors that could lead to an upgrade
» Materially improved resident income and wealth levels
» Significant increase of reserves
» Substantial tax base growth
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Factors that could lead to a downgrade
» Continued trend of declining reserves
» Materially higher debt burden
» Weakened resident income levels
» Large tax base decline

Key indicators
Exhibit 1
Alief Independent School District, TX

2014

2015

2016

2017

2018

Economy/Tax Base
Total Full Value ($000)

$11,484,303

$12,589,736

$13,360,826

$14,436,363

$14,972,841

Population

260,825

266,814

280,326

285,822

285,822

Full Value Per Capita

$44,031

$47,185

$47,662

$50,508

$52,385

61.6%

61.1%

61.1%

62.0%

62.0%

Operating Revenue ($000)

$416,351

$441,064

$448,850

$450,336

$461,756

Fund Balance ($000)

$119,166

$118,550

$117,636

$111,286

$113,344

Cash Balance ($000)

$113,116

$99,577

$121,231

$121,174

$127,517

Fund Balance as a % of Revenues

28.6%

26.9%

26.2%

24.7%

24.5%

Cash Balance as a % of Revenues

27.2%

22.6%

27.0%

26.9%

27.6%

Median Family Income (% of US Median)
Finances

Debt/Pensions
Net Direct Debt ($000)

$169,391

$160,512

$196,592

$252,019

$254,796

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

$222,375

$233,087

$304,072

$393,985

$476,523

Net Direct Debt / Operating Revenues (x)

0.4x

0.4x

0.4x

0.6x

0.6x

Net Direct Debt / Full Value (%)

1.5%

1.3%

1.5%

1.7%

1.7%

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

0.5x

0.5x

0.7x

0.9x

1.0x

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

1.9%

1.9%

2.3%

2.7%

3.2%

Source: Moody's Investors Service; Alief ISD, TX's audited financial statements (FYs 2014-2018)

Profile
Alief Independent School 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 285,000 residents. In fiscal 2018, enrollment decreased 0.4% from the
prior year to 46,348 students. Management anticipates enrollment will decline 1.7% in fiscal 2019 to 45,550 students.

Detailed credit considerations
Economy and tax base: large tax base in Houston metro area; low wealth levels
The large tax base is expected to continue growing over the near term, but at a slower pace, given the district is largely built out. Over
the past five years, taxable values grew a favorable 6% average annually, including a 2.8% increase from the prior year, to $15.4 billion
in fiscal 2019. The tax base size is well above peers and benefits from its proximity to Houston. In addition to limited acreage available
for new development, Hurricane Harvey also contributed to the slower pace of taxable value growth in fiscal 2019. Going forward,
management expects annual tax base growth of 3.75% in fiscal 2020, primarily from market appreciation. The district encompasses a
portion of the masterplanned community of Westchase, which consists of residential, retail and commercial properties, including office
buildings for the Chevron Corporation (Aa2 positive), Dow Chemical Company (Baa2 stable) and Halliburton Company (Baa1 stable).
The tax base is moderately diverse as the ten largest property taxpayers account for 9.5% of full value.
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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The district's population is large and grew 2% in 2017 from the prior year. Resident income levels are low with a median family income
equivalent to 62% of the US. Wealth levels are also weak with full value per capita of $57,159. As of December 2018, unemployment in
Harris County was 4.0% and slightly above the state (3.7%) and nation (3.7%) for the same period.
Despite steady tax base and population growth, the district's annual enrollment is declining due to a variety of factors, including
fluctuating apartment occupancy rates and increasing competition from charter schools. The district estimates that nearly half of
its students live in multifamily apartments, and, therefore, makes it relatively more challenging for the district to predict enrollment
trends. According to 2017 American Community Survey data, owner occupied housing accounted for 34% of total housing within
the district; as compared to 62% for the state and 63% for the US. In fiscal 2018, enrollment decreased 0.4% from the prior year
to 46,348 students. Management expects enrollment to also decline in 2019 by 1.7% and slightly decline in fiscal 2020. The recent
enrollment declines have resulted in below budget state revenue in fiscal 2018 and fiscal 2019. Continued declines in enrollment,
resulting in imbalanced financial operations, is negative for the credit profile.
Financial operations and reserves: reserve levels outpaced by peers; use of fund balance expected at fiscal year-end 2019
The district's once strong reserve cushion has narrowed in recent years after operating deficits due to one-time capital expenditures
(fiscal 2015), increased staffing levels and salary adjustments (fiscal 2016), and increased salary accruals from changing the school
start date. Accordingly, the district’s available fund balance has been outpaced by Aa1 peers. The five year (fiscal 2013-2018) change in
available fund balance is 0.9% of fiscal 2018 operating revenues, which is materially below the median for national Aa school districts.
At year-end 2018, the available operating fund balance improved by a modest $2.1 million to $113.3 million or 24.5% of combined
general fund and debt service fund revenues; this compares to $109.2 million or a higher 28.1% of operating fund revenues as of fiscal
2013. Similarly, the available general fund balance increased by $2 million to $93.1 million at year-end 2018, or 21.7% of general fund
revenues.
Fiscal 2018 operating revenues consisted of state aid (53.1%), local property taxes (43.9%) and federal aid (3%). 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.
Management anticipates a $2.2 million draw on general fund reserves at fiscal year-end 2019 as property tax revenues are below
budget due to lower growth of taxable values and below budget state aid due to lower than expected average daily attendance.
Additionally, favorable expenditure variances related to payroll, supplies, and utilities have been reversed by cost overruns for
contracted professional services and capital outlay. If realized, the available general fund balance will decrease to $91.8 million, or
21.6% of projected fiscal year 2019 revenues.
Looking to fiscal 2020, general fund revenues are expected to increase $3 million (net) from the prior year, from a $6 million increase
of property tax revenues offset by an estimated $3 million reduction of state aid. Management is exploring several areas to reduce
spending, including reducing staffing allocations given declining enrollment, which could generate an estimated $3 million of savings.
However, a potential 1% salary increase would nearly offset the cost savings, with a projected cost of $2.7 million.
LIQUIDITY

The district’s liquidity over the past several years has also been outpaced by peers, but not to the degree as available fund balances.
At fiscal year-end 2018, cash and investments in the general fund totaled $107.7 million, representing 25.1% of general fund revenue.
Including the debt service fund, cash and investments in the operating fund totaled $127.5 million, or 27.6% of operating fund revenues;
this compares to $109.1 million and a higher 28% of revenues as of fiscal 2013. The five year (fiscal 2013-2018) change in net cash and
investments represents 4.0% of 2018 operating fund revenues, which is nearly half of the median for Aa school districts.
Debt and pensions: above average debt burden; manageable pension liabilities and fixed costs
In the near term, the district's direct debt burden will remain above average but should remain stable as additional borrowing is
offset by the pace of principal payout and continued moderate tax base growth. Including the Series 2019 bonds, the district has
roughly $292 million of outstanding debt, representing 1.9% of fiscal 2019 full valuation and 0.6 times fiscal 2019 operating revenues,
which consists of the general and debt service funds. Net of accumulated sinking fund balances for the Series 2009 Qualified School
Construction Bonds (QSCBs) and Taxable Series 2010 QSCBs, the district's net direct debt represents a marginally lower 1.8% of full
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value and remains above the median compared to national peers. The district anticipates issuing the balance of voter authorized
general obligation unlimited tax (GOULT) bonds over the next two years, including $57.6 million in 2020 and $55.3 million in 2021.
DEBT STRUCTURE

The district's outstanding debt consists of GOULT bonds ($291 million) with fixed interest rates that amortize over the long term (final
maturity in fiscal 2039) and capital leases ($609 thousand). Net of accumulated sinking fund balances, the district's adjusted net direct
debt is $272.6 million. Compared to national peers, amortization of principal is average with 67% retired in 10 years.
DEBT-RELATED DERIVATIVES

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

The district participates in the Texas Teachers Retirement System (TRS) pension plan, where the State of Texas (Aaa stable) makes
the majority of employer pension contributions on behalf of districts annually. In fiscal 2018, the on behalf payments from the state
accounted for 55% of the district’s contribution. Given this support, budgetary pressure associated with the plan is expected to remain
minimal in the near term, despite a recent reduction of the plan's assumed rate of investment return to 7.25% from 8.00%. Discount
rate reductions typically signal future contribution increases, which can lead to potential budgetary pressure (see “Lower investment
return assumption for Texas' teacher pensions is positive, but signals likely cost hikes” for more information).
Moody's adjusted net pension liability (ANPL) for the district, under our methodology for adjusting reported pension data, is $501.8
million. This liability is equal to a manageable 1.1 times annual operating revenues in fiscal 2018, including the general and debt service
funds. The three-year average of the district’s ANPL to operating revenues is 1.03 times and 3.2% of the district's full valuation.
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, or the reported liability information of the state-wide cost-sharing
plans, but to improve comparability with other rated entities.
Total fixed costs including debt service, pension contributions, and OPEB were a manageable 9.3% of fiscal 2017 operating revenues.
Annual debt service expenditures alone represented a the majority of fixed costs. The fixed cost burden would increase slightly to 10%
of revenues if the district were to make its “tread water” payment, which highlights the district's underfunding of pension contributions
of 0.7% of operating revenues ($3.2 million) in fiscal 2017.
The “tread water” indicator measures the annual government contributions required to prevent reported net pension liabilities from
growing, under reported assumptions.
Management and governance: high institutional framework
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 high. 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 overridden at the local level to $11.70 (with voter approval). 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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EVENT NOTICE
April 3, 2019
NOTICE TO BONDHOLDERS OF A RATING CHANGE
This event notice is provided pursuant to Rule 15c2-12 of the Securities Exchange Act of
1934 (the “Rule”) with respect to the issue(s) with the following six-digit CUSIP Prefix:
Alief Independent School District (the “District”) – CUSIP 016249
Outstanding U/L Tax Obligations of the District (the “Obligations”):
U/L Tax Sch Bldg Bds Ser 2018
U/L Tax Sch Bldg Bds Ser 2017
U/L Tax Sch Bldg & Ref Bds Ser 2016
U/L Tax Sch Bldg Bds Ser 2015
U/L Tax Ref Bds Ser 2014
U/L Tax Ref Bds Ser 2013A
U/L Tax Sch Bldg & Ref Bds Ser 2013
U/L Tax Ref Bds Ser 2012A
U/L Tax Ref Bds Ser 2012
U/L Tax Ref Bds Ser 2011
U/L Tax Qualified Sch Construction Bds Taxable Ser 2010
U/L Tax Ref Bds Ser 2010
U/L Tax Ref Bds Ser 2009
U/L Tax Sch Bldg Bds Taxable Ser 2009Q

On April 2, 2019, Moody's Investors Service (“Moody’s”) has downgraded the General
Obligation bond rating of the District to Aa2 from Aa1. Please see the attached report
from Moody’s for an explanation.
For additional information, please contact Moody’s Investor’s Service, Inc.
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