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New Issue: Moody's Assigns Aa1 UND/Aaa ENH to Frisco
ISD's, TX GOULT Series 2016B Bonds

New Issue

Summary Rating Rationale
Moody's Investors Service has assigned a Aa1 underlying rating to Frisco Independent School
District, TX’s $254.75 million Unlimited Tax School Building and Refunding Bonds, Series
2016B. Moody’s has also assigned a Aaa enhanced rating to the bonds based on a guarantee
by the Texas Permanent School Fund. Concurrently, Moody’s affirms the Aa1 rating on
approximately $1.9 billion of outstanding GOULT bonds. The outlook is stable.
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The Aa1 rating reflects the district's large and diverse tax base located in the Dallas-Fort
Worth metro area, a strong socioeconomic profile, as well as stable financial position with
structurally balanced operations driven by strong management and conservative budgeting.
The rating also considers the district's high debt burden attributed to rapid enrollment
growth.
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 May 3, 2016.
Exhibit 1

Large Tax Base Continues to Experience Strong Growth

Source: Frisco ISD, TX
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Credit Strengths
»

Large, affluent tax base in rapidly growing Dallas-Fort Worth metropolitan area

»

Structurally balanced operations and healthy reserves

»

Strong management and conservative budgeting

Credit Challenges
»

High debt burden

»

Significant additional borrowing plans

»

Slow principal amortization

Rating Outlook
The stable outlook reflects the expectation that the districts' financial position will remain healthy over the next several years given
structurally balanced operations, healthy reserve levels, and strong proactive management. In addition, continued growth is expected in
the district's tax base given new development, an affluent population, and its location within a growing metropolitan area.

Factors that Could Lead to an Upgrade
»

Substantial decrease in debt burden

»

Continuing trend of balanced operations with improved reserves

Factors that Could Lead to a Downgrade
»

Additional borrowing without corresponding tax base growth

»

Significant tax base contraction

»

Erosion of available reserves

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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Key Indicators
Exhibit 2

Operating Revenues, Fund Balance, and Cash Balance are the General and Debt Service Funds Combined
Source: Frisco ISD, TX; Moody's Investors Service

Detailed Rating Considerations
Economy and Tax Base: Favorable Dallas Metroplex Location and Corporate Presence Fuels Rapid Growth
The district’s tax base is expected to continue to experience strong growth over the medium term given ongoing development and
its favorable location. Located approximately 25 miles north of the City of Dallas (Aa3 negative), in Collin and Denton counties (each
Aaa stable), growing corporate presence and access to employment centers throughout the Metroplex has fueled rapid tax base
growth. Taxable assessed values (TAV) have almost tripled over the last decade to $30.6 billion in fiscal 2017. While growth slowed
down during the most recent recession, taxable values increased an average of 11.8% annually over the last five years, with 16.8%
growth in fiscal 2017. Taxpayer concentration is modest, with the top ten taxpayers accounting for 3.1% of taxable values. Annual
tax base growth is expected to continue at a vigorous pace over the medium term because of continued commercial and residential
development. Construction of the Dallas Cowboys corporate headquarters is nearing completion, spurring additional commercial
development in the area, and the pending relocation of Toyota Motor Corporation’s (Aa3 stable) North American headquarters to the
City of Plano (Aaa stable) will also benefit the district. Approximately one third of the corporation’s headquarters will be within the
district’s boundaries.
Per the US Census, the district’s population has grown 323% in one decade to 163,063 in 2010. By 2015, population was estimated
to have reached 218,374. The district's socioeconomic profile is strong, with the 2014 median family income equivalent to 175.9%
of the national median (American Community Survey). The district's rapid enrollment growth (6.9% five-year average annual growth
rate), attributed to the large population inflow, is expected to continue in the near term. In fiscal 2017, enrollment grew 4.9% to
55,929 students and management expects to add between 2,200 and 2,500 students annually over the next several years. Ongoing
enrollment growth is expected to continue the trend of significant capital needs and borrowings over the medium term.
Financial Operations and Reserves: Stable Operations and Healthy Reserves
Strong financial management demonstrated by structurally balanced operations and robust budgeting and planning will continue
supporting the district's healthy financial position. The district recently increased its target for minimum General Fund reserves to 20%
from 15% of annual expenditures. Despite increasing fixed costs from rapid enrollment growth, the district has consistently exceeded
the 20% target. The district adopted a $1 million surplus General Fund budget for fiscal 2015. However, strong expenditure controls
yielded a $7.3 million surplus, increasing General Fund balance to $92.5 million (24% of revenues). The fiscal 2016 budget projected
a General Fund surplus of $1.9 million, but audited results indicated a much stronger $31 million surplus. The surplus increased total
General Fund balance to $123.5 million, or a healthy 27.6% of revenues. The large variance was driven by additional state-aid revenues
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driven by strong student enrollment and positive expenditure variances. Fiscal 2016 total General Fund operations were primarily
funded by local property taxes (64.6%) and state revenues (34.9%). Inclusive of the district's Debt Service Fund, operating fund
balance totaled $209.5 million, or a healthy 37% of total revenues.
When building the fiscal 2017 budget, district officials anticipated the successful adoption of a tax ratification election, which would
have increased the district's maintenance and operations (M&O) tax levy of $10.40 to $11.70 per $1,000 AV and generated $30
million in additional ad valorem taxes for the district to offset the rising costs associated with the rapid growing student enrollment
levels. After voters did not approve the levy increase, the district administration decided to delay the opening of a high school, a
middle school, and two elementary schools that are currently under construction. The four schools were set to open for the fiscal 2018
school year, but will now open for fiscal 2019. The delayed opening of the schools along with the implementation of other expenditure
controls is expected to keep recurring revenues and expenditures balanced in fiscal 2017. Management does plan to spend down
roughly $13 million of the General Fund balance for one time expenditures, which include a $7 million bonus payment to teachers and
a $6 million transfer to the capital projects fund for minor future facility improvements. If fully realized, the total General Fund balance
would decline to $110.5 million by year end, or a still healthy 24.3% of budgeted revenues. Given the district's conservative long-term
budgeting, we anticipate the district to maintain healthy reserves in line within targeted amounts.
LIQUIDITY

At the end of fiscal 2016, General Fund cash of $156.2 million represented 34.9% of revenues. Inclusive of the district's Debt Service
Fund, liquidity totaled $232.1 million, or a solid 41% of total revenues. No significant draws or decreases in cash or liquidity are
anticipated in the near-term, and cash levels will likely remain healthy over the near term.
Debt and Pensions: High Debt Burden with Significant Additional Capital Needs
Given plans for additional near term borrowing and slow principal amortization, the district's debt burden will remain high as
enrollment growth continues to drive the district's capital needs. Inclusive of the current issuance, the district’s very high debt burden
(6.3% of fiscal 2017 TAV) reflects the rapid enrollment growth which has required consistent debt issuances to finance construction
and expansion of district facilities. The district's $4.20 per $1,000 of AV tax rate is projected to be sufficient to service the district's
current debt service levels. Post sale, the district will have $250 million in authorized, unissued debt. Management reports plans to
continue to issue approximately $80 to $100 million every six months until December 2017, but will reevaluate plans if enrollment
growth subsides. Future reviews will focus on the relationship between outstanding debt and assessed value as both grow. Significant
additional borrowing absent corresponding growth in full value, or debt structures with significantly ascending debt service schedules,
could negatively affect the district's credit quality.
DEBT STRUCTURE

All of the district’s debt is fixed rate and amortizes over the long term. Principal amortization is slow with only 28.6% retired in the
next ten years.
DEBT-RELATED DERIVATIVES

The district is not party to any interest rate swaps or other derivative agreements.
PENSIONS AND OPEB

Budgetary pressure due to the district's participation in the Texas Teachers Retirement System (TRS) pension plan is expected to
remain minimal in the near term. The State of Texas (Aaa/stable) annually pays approximately 60% of the required employer pension
contributions on behalf of the district. Moody's adjusted net pension liability (ANPL) for the district, under our methodology for
adjusting reported pension data, is $291.2 million. This liability is equal to 0.6 times annual operating revenues in fiscal 2015, including
the General and Debt Service Funds. The three-year average of the district’s ANPL to Operating Revenues is 0.5 times and 1% 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.
Management and Governance
The district is governed by a seven-member board of trustees. The board performs policy- making and supervisory functions and
delegates administrative responsibilities to the superintendent of schools, who is the chief administrative officer of the district. The
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district benefits from strong financial management reflected in consistent operating surpluses, conservative budgeting and robust
reserves.
Texas school districts have an institutional framework score of “Aa,” or strong. Revenues, which are highly predictable, are determined
by the state funding formula that takes into account local taxes and state aid. School districts maintain moderate revenue-raising
flexibility. Although property tax rates (typically $10.40) are under the state-mandated cap of $11.70 per $1,000 of assessed value,
districts are dependent on enrollment growth to drive additional revenue. Expenditures, which primarily consist of personnel and
facility operational costs, are highly predictable. Districts have a moderate degree of flexibility to make cuts given the lack of unions
within the state.

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

Use of Proceeds
A portion (roughly $85 million) of the bond proceeds will be used to construct new facilities related the district's May 2014 GO debt
authorization capital plan. The remaining portion will be used to refund certain maturities of the district's 2008 and 2008A bond for
debt service savings.

Obligor Profile
Frisco Independent School District is located approximately 25 miles north of the City of Dallas (Aa3 negative), in Collin and Denton
counties (each Aaa stable). The district provides comprehensive education for students from pre-kindergarden through 12th grade.
Fiscal 2017 enrollment is 55,929 students.

Methodology
The principal methodology used in the underlying rating was US Local Government General Obligation Debt published in January
2014. 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 3

Frisco Independent School District, TX
Issue

Rating

Unlimited Tax School Building and Refunding
Bonds, Series 2016B
Rating Type
Sale Amount
Expected Sale Date
Rating Description
Unlimited Tax School Building and Refunding
Bonds, Series 2016B
Rating Type
Sale Amount
Expected Sale Date
Rating Description

Aa1
Underlying LT
$254,750,000
11/30/2016
General Obligation
Aaa
Enhanced LT
$254,750,000
11/30/2016
General Obligation

Source: Moody's Investors Service
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