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Columbia School District, MO
Update following affirmation of GO at Aa1; negative outlook
assigned

Summary
Columbia School District (Aa1) continues to benefit from a large and stable tax base,
anchored by the University of Missouri at Columbia (University of Missouri System Aa1
negative), a history of stable financial performance with healthy reserves due to conservative
budgeting, a diverse economy and stable enrollment growth. These attributes are weighed
against a large and increasing unfunded pension liability (among the highest in the nation)
and a high yet manageable debt burden with plans for additional borrowing in the near-term.

On February 28th, we affirmed the district's general obligation and lease revenue debt
ratings of Aa1 and Aa2, respectively. We also assigned a negative outlook.

Credit strengths

» Large stable tax base anchored by University of Missouri (Columbia)

» Stable financial performance and healthy reserves

» Stable enrollment growth

Credit challenges

» High debt burden

» Elevated and increasing pension burden

Rating outlook
The negative outlook reflects the challenges the district faces from growing pension
liabilities, currently among the highest in the nation, which are compounded by somewhat
limited revenue raising flexibility. In fiscal year 2017, the district’s two state cost-sharing
pension plans total unfunded liability, as adjusted by Moody’s, equaled $773 million, a 42%
increase over the past two years (fiscal 2015-2017). As the plans’ discount rates decline
further in fiscal 2019 to 7.6% from 7.75% in fiscal 2017, the district’s ability to manage
potentially higher pension costs, while balancing budgets, will be a key credit consideration
going forward.

Factors that could lead to an upgrade

» Significant increase in the tax base

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1113922
https://www.moodys.com/credit-ratings/University-of-Missouri-System-MO-credit-rating-600025106
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» Material reduction in debt and pension profiles or ability to manage potential rise in pension contributions without material
disruption to operating performance

» Trend of meaningful increase in reserves

Factors that could lead to a downgrade

» Significant tax base contraction

» Trend of structural imbalances leading to an erosion of reserves

» Increased debt or pension profiles or an inability to manage rising pension costs

Key indicators

Exhibit 1

Columbia School District, MO 2013 2014 2015 2016 2017

Economy/Tax Base

Total Full Value ($000) $9,146,084 $9,324,867 $9,625,202 $9,894,955 $10,229,174 

Population             138,535             140,874             142,977             144,241             145,307 

Full Value Per Capita $66,020 $66,193 $67,320 $68,600 $70,397 

Median Family Income (% of US Median) 110.9% 113.5% 113.4% 113.4% 113.4%

Finances

Operating Revenue ($000) $193,318 $197,995 $207,492 $214,521 $235,574 

Fund Balance ($000) $64,290 $58,998 $86,781 $93,858 $74,085 

Cash Balance ($000) $67,707 $73,009 $100,320 $107,231 $83,972 

Fund Balance as a % of Revenues 33.3% 29.8% 41.8% 43.8% 31.4%

Cash Balance as a % of Revenues 35.0% 36.9% 48.3% 50.0% 35.6%

Debt/Pensions

Net Direct Debt ($000) $200,532 $236,012 $284,662 $308,537 $280,774 

3-Year Average of Moody's ANPL ($000) $508,646 $570,857 $545,927 $572,459 $648,991 

Net Direct Debt / Operating Revenues (x) 1.0x 1.2x 1.4x 1.4x 1.2x

Net Direct Debt / Full Value (%) 2.2% 2.5% 3.0% 3.1% 2.7%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 2.6x 2.9x 2.6x 2.7x 2.8x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 5.6% 6.1% 5.7% 5.8% 6.3%

Note: Fund and Cash balances reflect operating funds (general and debt service)
Source: Moody's Investors Service, District Audits

Profile
The district is located in central Missouri in Boone County and encompasses 303 square miles with 30 schools. The state’s seventh
largest district serves the population of the City of Columbia and the surrounding area. Fall 2017 enrollment was approximately 18,550.

Detailed credit consideration
Economy and tax base: large, stable tax base anchored by a large state university
The district's fiscal 2018 $10.5 billion full value tax base, anchored by the University of Missouri at Columbia, will remain stable in the
near term due to steady residential and commercial growth. The district serves the City of Columbia and surrounding areas in Boone
County (Aa1). The city is located along interstate 70 in central Missouri (Aaa stable). Over the last five years the taxable assessed
value has experienced an average annual growth of 2.8% and has increased annually for over 20 years. The district is home to the
University of Missouri with a fall 2017 enrollment of 30,844, down 7% from the prior year. The system's size and range of programs

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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https://www.moodys.com/credit-ratings/Boone-County-of-MO-credit-rating-108307
https://www.moodys.com/credit-ratings/Boone-County-of-MO-credit-rating-108307
https://www.moodys.com/credit-ratings/Missouri-State-of-credit-rating-600025104
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will help to minimize the overall financial impact of the decline in first year freshman enrollment at Columbia following leadership and
campus turmoil in the 2015-2016 academic year. However, system officials anticipate that cooperation on strategic initiatives amongst
the university system and its four campuses, and rebuilding and maintaining morale while cutting expenses will be a challenge over
the next year or two. We do not anticipate the university's recent enrollment decline to materially impact the district as enrollment
continues to remain substantial.

The university is a major employer in the area (8,700 employees) along with several medical facilities, including six hospitals. The
district is also home to several insurance companies including State Farm (Aa1 stable, 700 employees). The top ten taxpayers comprise
a modest 4.5% of fiscal 2017 assessed valuation (AV). Growth and development continues within the district, especially projects
focused on university housing construction, as the City of Columbia and the University continue to attract businesses that seek an
educated workforce. Building permits totaled $347 million in 2017, up from $311 million in 2016 and at the highest levels for over five
years.

The district’s population increased 21.3% to 136,836 from 2000 to 2010. By 2015, population reached 142,977. District enrollment
remains stable and continues to expand modestly. Fall 2017 enrollment totaled 18,885, increasing at an average annual growth rate of
0.9% over the past five years.

Resident income indices are above average with a median family income of 113.4% the U.S.; this is a credit positive given over 20% of
the district's residents are university students. Boone County's unemployment rate of 2.2% in December 2017 continued its trend of
being materially lower than the state (3.4%) and nation (3.9%) for the same period.

Financial operations and reserves: stable operations and healthy reserves
Due to conservative budgeting, reserves over the medium term will remain in excess of its informal reserve target of 18% of operating
revenues. At fiscal year-end 2017 which ended on June 30, the combined available general and teachers fund (hereafter “general
fund”) reserves totaled $52.4 million or a healthy 24.2% of revenues. The available operating fund (general and debt service funds)
reserves totaled $74.1 million or a healthy 31.4% of revenues. General fund revenues increased 13.2% to $216.4 million in fiscal 2017
due primarily to a $6.50/$1,000 AV voter approved tax increase during the spring of 2016. The tax increase materially funded higher
teacher retention and recruitment, the continuation of current operations and student support. Fiscal 2016 general fund revenues were
primarily comprised of property taxes (62.3%), state aid (30.0%) and federal aid (4.4%).

The fiscal 2018 projection reflects a $3.2 million surplus, increasing total general fund reserves to $58.1 million. A further surplus is
projected during fiscal 2019 of $1.8 million, increasing general fund balance to $59.9 million or 26.2% of revenues. After this period,
the district plans to draw down strategically accumulated reserves through fiscal 2023 to $48.4 million (19.8% of projected revenues)
due to expenses associated with the opening of two new schools during the period.

LIQUIDITY
The district closed fiscal 2017 with a general fund cash position of $62.6 million or 28.9% of revenues and operating fund liquidity of
$84 million or 35.6% of revenues.

Debt and pensions: high yet manageable debt burden and elevated and increasing pension profile
Inclusive of the current sale, the district's direct debt burden is high, though manageable, at 2.9% of fiscal 2017 full value and is
expected to remain stable in the near term. Post sale, the district will have $291.9 million in outstanding unlimited tax bonds, $7.5
million in Lease Revenue debt and $3 million of capital leases. The current debt service levy of $9.719 per $1,000 of assessed valuation
is projected to be sufficient to service the district's debt service. The district plans to approach voters in April 2018 for a $30 million
bond authorization primarily to fund building additions, improvements, and to complete construction of a middle school. No tax
increase is anticipated as a result of the $30 million request.

DEBT STRUCTURE
All of the district's debt is fixed rate and matures over the long-term (2038). Principal amortization is slow with 46% of principal repaid
within 10 years.

DEBT-RELATED DERIVATIVES
The district is not party to any interest rate swaps or other derivative agreements.
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https://www.moodys.com/credit-ratings/State-Farm-Life-Insurance-Company-credit-rating-226300
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PENSIONS AND OPEB
The elevated pension burden is growing, and outsized compared to it national peers. The district participates in two cost-sharing
retirement systems, Public School Retirement System of Missouri (PSRS) and Public Education Employee Retirement System (PEERS).
Budgetary pressure related to the underfunding of the pension plans is expected to remain manageable in the near-term as the pension
system's required contribution rates have been stable from fiscals 2015 to 2018 at 6.9% of employee pay. The district contributed $17.8
million toward the plans in fiscal 2017.

Moody's adjusted net pension liability (ANPL) for the district, under our methodology for adjusting reported pension data, totals $772.5
million in fiscal 2017 or an elevated 3.3 times operating revenues and 7.6% of the district's full valuation. The three year average ANPL
is also an elevated 2.8 times operating revenues and 6.3% of full valuation. Moody's ANPL reflects certain adjustments we make to
improve comparability of reported pension liabilities. Fiscal 2018 ANPL is projected to decline 5% to approximately $737 million;
however, due to material ANPL increases since fiscal 2015, the three year average ANPL is projected to rise 10% to $714 million, thus
further increasing the pension burden. Positively, the district's fiscal 2017 contributions were 25% above our “tread water” indicator of
$14.3 million. The “tread water” indicator measures the annual government contribution required to prevent the reported net pension
liability from growing, under reported assumptions including the above average 7.75% discount rate. Contributions above the tread
water level cover all net pension liability interest plus pay down some principal, making them stronger from a credit perspective than
contributions below this level.

The pension plan 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, governments, and other entities across the globe
please visit Moody's on Pensions at www.moodys.com/pensions.

Contributions made toward the district's OPEB obligation in fiscal 2017 totaled $1.5 million. At fiscal year end, the unfunded OPEB
liability was $32 million. Fiscal 2017 fixed costs totaled $40.3 million ($23.0 million for debt service, $17.8 million for pension, and
OPEB contributions), or a moderate 18.0% of operating revenues.

Management and governance: management team drives conservative budgeting practices
The district is governed by a seven-member board that is elected by voters for three-year staggered terms. All members are elected at
large. The district's administrative team is experienced and knowledgeable, and will continue to make prudent management decisions
regarding the operations and finances of the district.

Missouri School Districts have an Institutional Framework score of A, which is moderate compared to the nation. Institutional
Framework scores measure a sector's legal ability to increase revenues and decrease expenditures. The sector's major revenue sources
are subject to a cap via the Hancock Amendment which can be overriden with voter approval only. Unpredictable revenue fluctuations
tend to be minor, or under 5% annually. Across the sector, fixed and mandated costs are generally less than 25% of expenditures.
However, Missouri has public sector unions, which can limit the ability to cut expenditures. Unpredictable expenditure fluctuations
tend to be minor, under 5% annually.
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