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Moody's Investors Service has assigned a Aa1 underlying rating to Alief Independent School
District, TX’s $80.5 million Unlimited Tax School Building Bonds, Series 2017. Concurrently,
we maintain a Aa1 rating on the district's $161.7 million of outstanding general obligation
unlimited tax (GOULT) bonds. In addition to the underlying rating, we have assigned a
Aaa enhanced rating to the current offering based on a guarantee provided by the Texas
Permanent School Fund (PSF).
The Aa1 rating reflects the district's large and growing tax base, below average resident
wealth levels, healthy reserves and liquidity, strong management and manageable debt
burden.
The Aaa enhanced rating is based on the rating of the Texas Permanent School Fund and
the structure and legal protections of the transaction which provide for timely payment by
the PSF if necessary. Moody’s currently rates the Permanent School Fund Aaa. For additional
information on the PSF program, please see Moody's Rating Update Report on the Texas
Permanent School Fund dated January 27, 2017.

Credit Strengths
»

Large and growing tax base located in the Houston, TX (Aa3 negative) metro area

»

Healthy reserves and liquidity

»

Strong management

»

Manageable debt burden, above average principal amortization

Credit Challenges
»

Below average wealth levels

»

Projected reduction of available General Fund balance at fiscal year-end 2017

»

Additional borrowing planned through fiscal year 2021

Rating Outlook
Outlooks are usually not assigned to local government credits with this amount of debt
outstanding.
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Factors that Could Lead to an Upgrade
»

Materially improved wealth levels

»

Significant increase in available fund balances and liquidity

»

Substantial tax base growth

Factors that Could Lead to a Downgrade
»

Fiscal 2017 actual operating deficit is materially worse than projections

»

Continued trend of operating deficits beyond fiscal year-end 2017

»

Reduction or weakening of wealth levels

»

Large tax base decline

»

Increased debt burden

Key Indicators
Exhibit 1

Alief Independent School District, TX

2012

2013

2014

2015

2016

Economy/Tax Base
Total Full Value ($000)

$ 10,568,573 $ 10,729,494 $ 11,484,303 $ 12,589,736 $ 13,360,826

Full Value Per Capita

$

Median Family Income (% of US Median)

42,555 $

42,709 $

44,031 $

47,185 $

61.4%

61.0%

61.6%

61.1%

48,892
61.1%

Finances
Operating Revenue ($000)

$

372,124 $

389,213 $

416,351 $

441,064 $

448,850

Fund Balance as a % of Revenues

26.8%

28.1%

28.6%

26.9%

26.2%

Cash Balance as a % of Revenues

27.0%

28.0%

27.2%

22.6%

27.0%

Debt/Pensions
Net Direct Debt ($000)

138,929 $

133,451 $

115,537 $

121,552 $

Net Direct Debt / Operating Revenues (x)

$

0.4x

0.3x

0.3x

0.3x

161,935
0.4x

Net Direct Debt / Full Value (%)

1.2%

1.3%

1.2%

1.0%

1.0%

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

N/A

0.5x

0.5x

0.5x

0.7x

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

N/A

1.7%

1.9%

1.9%

2.3%

Source: Moody's Investors Service; Alief Independent School District, TX audited financial statements (FYs 2012-2016)

Detailed Rating Considerations
Economy and Tax Base: Growth Continues for Large, Houston-area Tax Base
Market appreciation and limited new development will support continued tax base growth in the near term, yet at a slower pace
compared to prior years. The district is located entirely within Harris County (Aaa stable), approximately 15 miles southwest of
downtown Houston and includes a portion of Westchase, an 1,198-acre master planned community. Over the last five years, the
district's tax base increased an average 6.6% annually from market appreciation and commercial development in Westchase, including
an 8.1% increase from fiscal 2016, to $14.5 billion in 2017. The tax base consists of residential and commercial property; the residential
component largely consists of multi-family dwellings. Available acreage for future development is limited and primarily zoned for
residential purposes; however, ongoing development within Westchase will positively impact full values in the near term. Westchase
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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consists of residential, retail and commercial properties including office buildings for Chevron Corporation (Aa2 stable), Dow Chemical
Company (Baa2 stable) and Halliburton Company (Baa1 negative). Top property taxpayers account for a modest 8.7% of 2017 full
valuation. Preliminary assessments from the Harris County central appraisal district indicate a 5.5% increase in fiscal 2018 full valuation
to $15.5 billion. The district's population is large and includes 266,814 residents per 2015 American Community Survey estimates.
The district's wealth levels are weak for the rating category with full value per capita of $54,423 and median family income equivalent
to 61.1% of the US. Enrollment decreased 0.1% to 47,316 in fiscal 2016 and average daily attendance increased by a modest 0.6% to
44,026 students. Management expects average daily attendance to decline 2.3% in 2017 to 43,018 students, which is well below the
0.3% increase used for budgeting and planning purposes. Historically, average daily attendance has exhibited limited volatility. Since
2005, annual change in average daily attendance exceeded +/-2% only three times (3.5% increase in 2006, 5.1% decline in 2007 and
a 2.3% increase in 2015). Management adjusted near term enrollment forecast and projects a 0.5% decrease in enrollment for fiscal
2018.
Financial Operations and Reserves: Healthy Reserves Despite Projected Operating Deficit for Fiscal 2017
Despite a projected General Fund deficit at year-end 2017, the district's operating reserves and liquidity will remain healthy.
Conservative budgeting and proactive financial management are expected to provide structurally balanced financial operations at
year-end 2018, providing a level of operating reserves that are close to management's informal target of three months of operating
expenditures. From fiscal 2011 through fiscal 2014, favorable budget variances related to increased state funding and conservative
expenditure assumptions led to annual growth of available General Fund reserves. In fiscal 2014, the available General Fund balance
increased $6.6 million after a substantial $11.1 million transfer to the capital projects and technology funds. In fiscal 2015, the district
cash-funded $17 million of capital improvements and decreased the available General Fund balance by $3.1 million to $101.4 million, a
healthy 24.4% of revenues. Absent the transfer for capital, the district would have realized an operating surplus of $13.4 million.
In fiscal 2016, a property tax refund alongside increased staffing due to a modest growth in average daily attendance, coupled and
salary adjustments contributed to another $3.1 million reduction of available General Fund balance to $98.4 million, a still healthy
23.3% of revenues. Similarly, the available fund balance in the Operating Funds (General Fund and Debt Service Fund) decreased $1.2
million to $117.6 million at year-end 2016, representing a healthy 26.2% of Operating Fund revenues. Fiscal 2016 Operating Fund
revenues primarily consist of state funding (58.8%) and local property taxes (38.4%). The district levied a maintenance and operations
(M&O) tax rate of $11.25 per $1,000 of full 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 projects a $10 million reduction of General Fund reserves at year-end 2017 because of unfavorable revenue variances
and additional salary accruals from a change in the start of the 2017-2018 school year. Average daily attendance is 2.6% below budget,
translating into less state funding. In addition, the district settled a property tax dispute with Shell Oil Corporation and increased salary
expenditures by $5 million to reflect the four additional days of salary expense as a result of moving the start of the 2017-2018 school
year. If realized, the district's available General Fund balance would decrease to $88.4 million, which reflects a still healthy 20% of
fiscal 2017 projected General Fund revenues. The district is working to close a $3.5 million budget gap for fiscal 2018. The board is
evaluating several scenarios, including attrition-based staffing reductions ($2.5 million of savings), reduced or deferred capital spending,
a reduction in the 401(a) match and reduced or deferred funding for classroom cameras. An inability to close the fiscal 2018 budget
gap resulting in continued operating deficits could lead to downward pressure on the rating.
LIQUIDITY

The district's liquidity is expected to remain healthy in the near term. At fiscal year-end 2016, the General Fund reported $98.7 million
of unrestricted cash and investments, reflecting a healthy 23.3% of revenues. When including the Debt Service Fund, the district's net
operating cash and investment position totaled $121.2 million (27% of fiscal 2016 total operating revenues).
Debt and Pensions: Debt Burden to Remain Manageable Given Fast Amortization
Despite plans for additional borrowing, the district's debt burden will remain manageable in the near term due to modest tax base
growth and rapid principal amortization. Including the current offering and state support for annual debt service, the district's net
direct debt burden is average for the rating category at 1.4% of 2017 full valuation (4.3% overall). Historically, the state supports
approximately 17% of the district's annual debt service. In May 2015, voters authorized the district to issue $341 million of GO bonds,
of which $80.5 million is included with the current offering. Management anticipates issuing an additional $28.1 million in spring 2018
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for a new gymnasium and other capital improvements. Annual offerings in subsequent years range from $52 million in 2019 to $64.6
million in 2021.
DEBT STRUCTURE

All of the district's outstanding debt consists of general obligation unlimited tax (GOULT) bonds with fixed interest rates that amortize
over the long term (final maturity in fiscal 2037). Principal payout is rapid with 65.7% of principal retired in 10 years.
DEBT-RELATED DERIVATIVES

Alief ISD does not have any variable-rate demand obligations and it is not a party to any derivative agreements or swap contracts.
PENSIONS AND OPEB

Budgetary pressure from the district's participation in the Texas Teachers Retirement System (TRS) pension plan is expected to remain
limited in the near term. The State of Texas (Aaa stable) makes most of the employer pension contributions on behalf of the district
annually. Moody's fiscal 2016 adjusted net pension liability (ANPL) for the district, under our methodology for adjusting reported
pension data, is $401.9 million a 58% increase from the previous year and reflects salary increases and additional staffing, as well as
a change in state law requiring the district to contribute 1.5% of statutorily defined minimum salaries for employees not covered by
Social Security. Despite the increase, the district's 2016 ANPL is still manageable a manageable 0.9 times fiscal 2016 Operating Fund
revenues. The district's three-year average ANPL to Operating Fund revenues is a modest 0.7 times and the three-year average ANPL to
full value is 2.3%.
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 statewide cost
sharing plans, but to improve comparability with other rated entities. For more information on Moody's insights on employee pensions
and the related credit impact on companies, government, and other entities across the globe, please visit Moody's on Pensions at
www.moodys.com/pensions.
Management and Governance
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). 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.
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 equivalent to three months of operating expenditures and $2 million of reserves in the Debt
Service Fund.

Legal Security
The bonds are secured by an annual ad valorem tax levied, without legal limitation as to rate or amount, on all taxable property within
the district.

Use of Proceeds
The current offering will fund various capital improvements throughout the district, including a new career center including initial
construction of a new career center.

Obligor Profile
The district is located in Harris County, roughly 15 miles southwest of downtown Houston and includes a portion of Westchase, a
masterplanned community consisting of residential, retail and commercial office buildings. Alief ISD serves a population of more than
266,000 residents and enrolled 47,316 students in 2016.
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Methodology
The principal methodology used in the underlying rating was US Local Government General Obligation Debt published in December
2016. The principal methodology used in the enhanced rating was Rating Transactions Based on the Credit Substitution Approach:
Letter of Credit-backed, Insured and Guaranteed Debts published in December 2015. Please see the Rating Methodologies page on
www.moodys.com for a copy of these methodologies.

Ratings
Exhibit 2

Alief Independent School District, TX
Issue

Rating

Unlimited Tax School Building Bonds, Series 2017
Rating Type
Sale Amount
Expected Sale Date
Rating Description
Unlimited Tax School Building Bonds, Series 2017
Rating Type
Sale Amount
Expected Sale Date
Rating Description

Aa1
Underlying LT
$80,535,000
04/04/2017
General Obligation
Aaa
Enhanced LT
$80,535,000
04/04/2017
General Obligation

Source: Moody's Investors Service
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