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New Issue Details 
Sale Date: March 12, via negotiation. 

Series: $220,315,000 Unlimited Tax (U LT) School Building and Refunding Bonds, Series 2019 

Purpose: Proceeds will be used to construct and equip school faci lities, to refund outstanding 

commercial paper issued for capital projects, and to pay related costs of issuance. 

Security: An unlimited ad valorem tax pledge levied against al l taxable property wi thin the 

Austin Independent School District (Austin ISO, or the district ). The series 2019 bonds are 

further secured by the Texas Permanent School Fund (PSF) bond guaranty prog ram. 

Analytical Conclusion 

The 'AA+' Issuer Default Rating (IDR) reflects the district's high level of operating fl exibility and 

antic ipated financ ial resil ience through the economic cycle due to a combination of its sol id 

budgetary control and reserves. Fitch Ratings expects future district revenue gains to remain 

strong given continued economic and resource base expansion. Long-term liabilities and fixed 

costs may inc rease as a result of fu ture debt issuances but are expected to remain with in 

Fitch's low to moderate range. 

Economic Resource Base: The district primarily serves the city of Austin (GO bonds rated 

'AAA'/Stable), wi th an enrol lment base of about 81,650 students as of fisca l 2018, down about 

2% from the year prior. Most of the distri ct's revenues are local property taxes. 

Key Rating Drivers 

Revenue Framework: 'a' 
Fitch believes revenue growth prospects remain strong despite the ongoing, projected 

enrollment decl ine. As a property-rich district under Chapter 41 of the Texas Education Code, 

revenue trends have largely tracked increasing property values . The district lacks the ability to 

independently increase operating revenues . 

Expenditure Framework: 'aa' 
The pace of spending growth should remain more or less aligned with revenues over time 

given the district's spending profile. Sound expenditure fl exibility is a result of moderate 

carrying costs that benefit from substantial state funding of retiree costs and the district's abili ty 

to adjust its labor costs , if needed. 

Long-Term Liability Burden: 'aaa' 
The long-term liability burden is estimated at a low 7% of 2017 personal income. Fitch expects 

it wi ll remain consistent with an 'aaa' assessment as future growth in long-term liabil iti es should 

be balanced against add itional population and economic expansion . 

Operating Performance: 'aaa' 
Underpinning the district's high level of operating flexibility is solid budgetary control, the 

strength of its existing financial cushion and limited historica l revenue volatil ity. Budgetary 

management is being challenged, but Fitch be lieves the distri ct's operating cushion would 

remain in line with an 'aaa' financial resilience assessment in a moderate economic dec line. 
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Rating Sensitivities 

Maintenance of Financial Flexibility: The IOR and ULT bond rating are sensitive to the 
district's ability to regain structural budgetary balance over the medium term wh ile maintaining 

a reserve safety margin consistent with an 'aaa' fi nancial resilience assessment. A modest but 

steady annual enrol lment decline is projected to be sustained, and Fitch expects th is now

established trend will be met with the necessary operational and capital right-sizing by 

management. 

Credit Profile 

Austin continues to be one of the top performing U.S. metro area economies . The city is the 

state capital and home to the Un iversity of Texas at Austin (Universi ty of Texas System; rated 
'AAA'/Stable Rating Outlook by Fitch), as well as six other colleges and universities. The large 

state government and higher education employment base historical ly has provided a stabilizing 
presence and economic buffer during downturns. The city's highly educated workforce and 

avai labili ty of major research facili ties continues to attract and support expansion of technology 

fi rms. Tourism has also become a growing economic driver. Further population and job gains 

should drive additional economic and tax base expansion within district boundaries. 

The district's property tax base is diverse and predominately residential. Taxable assessed 
valuation (TAV) has registered consistently strong annual gains; a gain of nearly 12% brought 

fiscal 2019 TAV to $1 15 bil lion. Fi tch expects this trend will be sustained given a robust 

housing market and further residential, retail and commercial development that is underway or 

planned. 

In contrast, modest annual declines in the Austin ISO enrollment base have occurred over the 

past six years despite efforts by the district to offset the erosion wi th enhanced marketing and 
new academic programs. Management primarily attributes issues of housing affordabil ity for 

young families as the key cause for continued erosion of the district's enrollment base , in 

addition to expanded charter school presence. The district's most recent demographic study 

projects additional dec lines through fi scal 2024. 

Revenue Framework 

Funding for public schools in Texas is provided by a combination of local (property tax), state 
and federal resources. The state budgets the majority of instructional activity through the 

Foundation School Program (FSP), wh ich uses a statutory formula to al locate school aid taking 

into account each district's property taxes, projected enrollment, and amounts appropriated by 

the leg islature in the biennial budget process. The Tier 1 component of the FSP provides 

districts a certain level of operational funding , and the basis for most Tier 1 allotments is called 

the basic allotment. The basic allotment is a per-pupil dollar amount that, mu ltiplied by average 

daily attendance (and adjusted for speci fic district and student characteristics), produces a 
distri ct's Tier 1 allotment. The state of Texas' (AAA IOR/Stable Rating Outlook) favorable 

revenue growth prospects bode well for K-12 funding in the medium term. 

Most of Austin ISO's revenues (about 93%) come from local property taxes . Fiscal 2018 

general fund revenue totaled nearly $1.3 bi llion, up about 9% from the prior year. Austin ISO's 

average annual revenue gains have been strong and above U.S GOP, at 4.3% over the 10 

years ended in fiscal 2017, despite the weak enrollment performance (annual average growth 
of less than 1%) over the same lime peri od. Recent modest, annual enrollment dec lines began 

in fiscal 2014 and have been sustained at about 1%-2% annually despite various distri ct 
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initiatives. Fi tch believes natural revenue gro\l\llh prospects will remain strong given the likely 

continuation of further tax base gains and despite the ongoing, projected enrollment decl ine. 

The adopted fiscal 2019 tax rate for operations is just under $1.08 per $100 of TAV. The district 

has independent legal ability over only a very small portion of its operating revenues and must 

seek voter approval per state statute to further increase its operating tax rate . 

Expenditure Framework 

Instruction accounted for about 36% of operational spending in fiscal 2018. As a property-rich 

distri ct under Chapter 41 of the Texas Education Code, a sizeable porti on of the district's 
operating tax levy is recaptured by the state for distribution to less wealthy school districts. 

These payments totaled $540 mill ion, or about 41 % of fiscal 2018 spending. 

Fitch expects the pace of spending gro\l\llh , absent pol icy action, should remain more or less 

aligned to revenues over time based on the district's current expenditure profi le. Gro\l\llh in 

Chapter 41 payments mi rror changes in TAV gro\l\llh and, therefore, revenue trends. 

Much of the district's spending is related to its educational mission and offers some fl exibility 

with respect to staffi ng and salary adjustments. The district's solid expenditu re fl exibility reflects 

strong legal control of labor costs and headcount. This is tempered by the district's need to 
maintain a competitive salary structure in the Austin-Round Rock MSA employment base to 

recruit and retain highly educated professionals. The three-year contracts that underpin 
employment for about 40% of the workforce do not enable collective bargaining or contain 

wage or benefit provisions, and otherwise provide a measure of stability for the distr ict in a 

labor environment of high attrition. Limiting to a degree the district's expenditure flexibi li ty is its 

large and growing Chapter 41 recapture payment, which constrains how much of its total 

revenue (net of the recapture payment) can be spent on operations. 

Fixed carrying costs - the combination of tota l annual debt servi ce, the annual pension 

funding amount, and the annual actual spending for other post-employment benefits (OPES), 

net of state support - have consistently consumed a relatively modest portion (7% in fiscal 

2018) of governmental spending , driven primarily by debt service. Fitch expects these fixed 
costs wil l slowly rise going forward as a result of current and future debt plans but remain 

moderate and in line wi th the 'aa' assessment, based on proportional gro\l\llh in the district's 

operations as well as low retiree costs. 

The Teachers Reti rement System (TRS) legislative fund ing request for the 2020-2021 

biennium includes an increase in the state contribution rate to 8.62% (from 6.8%), at a cost of 

$1.68 bill ion for the biennium; this increase assumes no increase in member or district 

contribution rates. This increase would result in a pension amortization period of 31-35 years , 
consistent with the current 32 years . 

The state likely will consider sharing the burden of increased contributions with plan members 

and local districts. Fitch has consistently considered the risk that the state could increase 

distri ct contributions to TRS in its assessment of each enti ty's expenditure framework and 

believes most districts can accommodate a moderate increase without compromising flexibil ity. 

Nevertheless, Fitch will monitor consideration of this issue during the 2019 Texas leg islative 

session and the potential impact to local districts' expenditure flexibil ity that would result from 

increasing pension contributions. 

Long-Term Liability Burden 

Includ ing th is issuance, the long-term liabil ity burden is estimated at a low 7% of 2017 personal 

income, with the majority (about $2 bi llion , or almost 60%) due to overl apping debt. Fitch 
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expects the burden to remain consistent with an 'aaa' assessment, as grov.1h in the long-term 

liability burden shou ld be offset by conti nued economic and resou rce base expansion (simi lar 

to historical pe rformance). 

The new money portion of th is issuance includes the initial tranche from the $1.05 bil lion bond 

authorization approved by voters in November 2017 for the district's key capital needs. Distr ict 

plans antic ipate annual issuances of the remaining bond authorization through fiscal 2023. 

Solid TAV gains have generally enabled the district to implement its capital plan with lim ited tax 

rate impact, and full issuance of the latest $1 bill ion bond authorization is not projected to 

require a tax rate increase. 

The district participates in TRS, a cost-sharing multiple-employer pension system. The district 

also provides OPEB through the state-run, post-employment benefit healthcare plan. Under 

GASB 67 and 68 reporting, the distric t reported its share of the TRS net pension liability (NPL) 
at approximately $86 million in fiscal 2018, with TRS' assets covering 82% of total pension 

liabilities at the plan's 8% investment rate, a ratio that falls to a Fitc h-estimated 65% using a 

more conse rvative 6% investment return assumption. The NPL adjusted for a 6% interest rate 

assumption remains small at approximately $213 mi llion or less than 1 % of personal income. 

As mentioned above, at its July 2018 meeting , the TRS board voted to lower the investment 

return assumption for the TRS pension plan to 7.25% from 8%. This move increases the plan's 

current $35 .5 bill ion NPL by $10 bi llion. The state currently contributes 6.8% of salaries , 

members contribute 7.7% and school districts that do not contribute to soc ial secu rity 

contribute 1.5% of certai n salaries . This change in investment return assumption and overall 

increase in the NPL does not affect Fitch's analysis of the long-term liabi lity burden, as Fitch 

currently util izes a lower 6% assumption when considering the burden. 

Operating Performance 

Fitch j udges the district's financial resi lience to be consistent with an 'aaa' assessment. For 

details, see Scenario Analysis, page 6. 

The distri ct typically builds its reserve position in periods of economic recovery when surpluses 

are achieved or one-time revenues are received. District policy directs a minimal unassigned 

reserve balance of 20% of spending (exc luding the Chapter 41 payment) to be maintained. 

Most recently, continued grov.1h in the district's Chapter 41 payment to the state (due to strong 

gains in the local property tax base) in conjunction with a continued pace of 1%-2% annual 

enrollment loss has pressured operational performance and fiscal balance. The district 

recorded a modest net operating defici t of about $17 million, or about 1.3% of spend ing, at 

fiscal 2018 year-end while maintaining unrestricted rese rves of about $284 mi llion, or 22% of 

spend ing, well above the 'aaa' fi nancial resilience reserve safety margin threshold. For fi scal 

201 9, the year's operati ng deficit is currently projected at about $20 mill ion, or 1.5% of 

spend ing, at year-end, wh ich is anticipated to preserve an ample rese rve cushion of about 17% 

of spending . 

The district's financial forecast anticipates the structural imbalance to grow over the near-term 

in fiscal years 2020 ($73 mill ion, or about 5% of budgeted spending) and 2021 ($64 mill ion, or 

about 4%), with the projected conti nuation of tax base and enrollment trends. In preliminary 

budget discussions for fiscal 2020, district management is working to develop a clear path 

toward regaining long-term balance , inclusive of closing certain low-enrollment school faci lities 

over the next few years . 
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Fitch bel ieves the district will be challenged to realize the fu ll amount of cost savings ($14 
mill ion) currently identified with various campus consolidations/school closures given a recent 
history of largely successful public push-back against such moves. A list of more immediate 
cost-saving measures that chip away at the aforementioned deficits include salary savings 
at year-end, futu re staffing and prog ram red uctions and some higher secondary 

staff-to-student ratios. 

Publ ic school funding proposals in both the Texas House of Representatives and Senate for 
the 2020-2021 biennium include sizable increases, which, if realized , would boost near-term 
revenue growth expectations for Texas school districts. For additional detai ls, please see 
Fitch's press release , "Fitch Ratings: TX K-12 Funding Proposals Would Boost Rev 

Expectations," dated Feb. 5, 2019. 

If realized, this prospective new legislative funding (which is assumed by management to total 
an additi onal $35 mi llion annually for the district over the next biennium) and cost-saving 
measures would result in a smal ler net operating defic it of $1 2 million in fiscal 2020 with a 
return to a modest surplus in fiscal 2021. Fitch believes housing affordabil ity issues and charter 

school competition wi ll remain steady operating pressures, but expects any further, material 
enrollment declines or external cost pressures would be met with the necessary operational 

right-sizing by management to maintain a rese rve safety margin consistent with an 'aaa' 

fi nancial resi lience assessment. 
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Scenario Analysis 

Reserve Safety Margin in an Unac:ldressed Stress 
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lyst Interpretation of Scenario Results: 

Fitch j udges the district's. financi.al re5ilie nc e to be con:s i:stent with .an '.aaa ' 

.as.s.e:s:s me nt. Fitch expects the district would use its :so lid ex:penditure flexibility 

.and .a portion of its ample reserve cushion to preserve the highest leve l of 

fin.ancial flex:i bility t hrough .a moderate economic declin e :scen.a rio. Modest 

historical reven ue vola tility .as depicted by t he Fitch Ana lytical Sensitivity Too l 

(FAST) al:so contributes. to the district' s. high financi.al resilienc e. Th e FAST 

scenario indicates. a modest 1.6% general fund revenue decline for t he district 

in a 1% dec line U.S. GOP scenario . 

Scenario Parame-ten: Year 1 Year 2 Year 3 

GDP Assu mption (% Change) 

Expendit ure Assumption (% Change) 

Reve nue Output (% Change) 

Inherent Budget Flexibility 

Revenues, Expemfrtures, and H.lnd &dance 

Toca I Revenues. 

% Change in Revenues 

Toca I Expe nditures 

% Change in Expenditures 

Trans.fers In and Other Sources 

Trans.fers Out and Other Uses 

Net Transfers 

Bond Proceeds and Other One-Time Uses 

Net Operating Surplus(+)/Deficit [-) After Transfers 

Net Operating Surplus(+)/Deficit (· ) (% of Espe nd. a nd Transfers Out) 

Unrestricted/ Unres.erved Fund Ba lance (General Fund) 

Other Ava il able Funds (GF + Non-GF) 

Combined Available Funds Ba lance {GF + Other Available Funds) 

Combined Available Fund Bal.(% of Expe nd. and Trans.fers Out) 

Rese,ve Safety Margins 

Reserve Safety Margin {aaa) 

Res,rve Safety Margin (aa) 

Res,rve Safety Margin (a/ 

Re<erve Safety Margin (bbb) 

Actuals 

2012 2013 2014 2015 2016 2017 2018 

829,920 804,252 817,874 905,653 1,012,807 1,189,364 1,294,178 

(3 .1%) 1.7% 10. 7% 11.8% 17 .4% 8.8% 

790,198 818,019 838,220 909,317 928,2S4 1,172,089 1,311,456 

3.5% 2.5% 8 .5% 2.1% 26 .3% 11.9% 

992 1,712 1,076 426 21 55 137 

7,044 so 10,000 8,007 

(6,052) 1,662 1,076 426 (9,979) (7,952) 137 

33,670 (12,105) (19,270) (3,238) 74, 544 9,322 (17,140) 

4.2% (1.5%) (2.3%) (0.4%) 7.9% 0.8% (1.3%) 

243,959 231,152 210,927 209,398 290,886 301,360 284,232 

243,959 231,152 210,927 209,398 290,886 301,360 284,232 

30.6% 28 .3% 25 .2% 23.0% 31.0% 25 .5% 21.7% 

Inherent Budget Ruibi1ity 

(1.0%) 

2.0% 

(1.6%) 

0.5% 

2.0% 

1.9% 

Midrange 

Scenario Output 

2.0% 

2.0% 

5.4% 

Year 1 Year 2 Year 3 

1,272,889 1,296,743 1,366,663 

(1.6%) 1.9% 5.4% 

1,337,GSS 1,364,439 1,391,727 

2.0% 2.0% 2.0% 

135 138 145 

135 138 145 

(64,661) (67,558) (24,919) 

(4.8%) (5.0%) (1.8%) 

219,571 152,012 127,093 

219,571 152,012 127,093 

16 .4% 11.1% 9.1% 

Minimal limited Midraf1:e High Superior 

26 .3% 13.2% 8 .2% 4.9% 3.3% 

19 .7% 9.9% 6 .6% 4.1% 2.5% 

13 .2% 6.6% 4. 1% 2.5% 2.0% 

4.9% 3.3% 2.5% 2.0% 2.0% 

Notes: Scenario analysis represents an unaddress.ed stress on issuer finances. Fitch 's downrnrn scenario assumes a ·1.0% GOP decl ine in the first year, followed by 0.5% and 2.0% GDP growth in Yea rs 2 
and 3, respectively. Expenditures are assumed to grow at a 2.0% race of inflat ion. Inherent budget flexibility is the analyst's assessment of t he issuer' s ability to deal with fiscal scress through tax and 
spending policy choices, and decerrnines. che multiples us.ed to c.alculace the reserve sa fery margin. For funher detail s., pleas.e see Fitch's US Tax-Supponed Rating Criteria. 
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