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Credit Profile

US$21.0 mil taxable GO bnds (Indianapolis Brd of Sch Comr) ser 2018B due 07/15/2030

Long Term Rating AA+/Stable New

Underlying Rating for Credit Program A/Negative New

US$13.0 mil GO bnds (Indianapolis Brd of Sch Comr) ser 2018A due 07/15/2023

Long Term Rating AA+/Stable New

Underlying Rating for Credit Program A/Negative New

Indianapolis Pub Schs Multi-Sch Bldg Corp, Indiana

Indianapolis Brd of Sch Comr, Indiana

Indianapolis Pub Schs Multi Sch Bldg Corp (Indianapolis Brd of Sch Comr) qual sch const bnds

Long Term Rating AA+/Stable Affirmed

Underlying Rating for Credit Program A/Negative Downgraded

Indianapolis Pub Schs Multi-Sch Bldg Corp (Indianapolis Brd of Sch Comr) unltd ad valorem prop tax 1st mtg rfdg bnds
(Indianapolis Brd of Sch Comr) se

Long Term Rating AA+/Stable Affirmed

Underlying Rating for Credit Program A/Negative Downgraded

Indianapolis Pub Sch Multi Sch Bldg Corp (Indianapolis Brd of Sch Comr) 1st mtg

Underlying Rating for Credit Program A/Negative Downgraded

Unenhanced Rating AA+(SPUR)/Stable Affirmed

Many issues are enhanced by bond insurance.

Rationale

S&P Global Ratings has lowered its underlying rating on Indianapolis Board of School Commissioners (Indianapolis

Public Schools), Ind.'s existing debt to 'A' from 'A+.' The outlook remains negative.

At the same time, S&P Global Ratings assigned its 'AA+' state credit enhanced rating, with a stable outlook, and 'A'

underlying rating, with a negative outlook, to the district's series 2018A general obligation (GO) bonds and series

2018B taxable GO bonds. In addition, S&P Global Ratings affirmed its 'AA+' ratings on the district's debt outstanding.

The one-notch downgrade follows a two-notch downgrade in April 2018, and reflects our view of the district's ongoing

structural imbalance that is leading to a rapid deterioration of available reserves and significant deferral of capital

needs. We expect the imbalance to run at least through fiscal year-end 2019, further reducing reserves and limiting
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financial flexibility. Indianapolis Public Schools will be approaching voters in November (2018) for an operating

referendum levy and capital projects referendum, but at sizes that are further reduced from previous targets, and will

therefore require additional spending reductions. The district is targeting to bring the budget back to balance through a

combination of the proposed levy increase and increased operational savings. In the event the levy does not pass,

management will target substantially higher savings in an effort to bring the budget back to balance and keep reserves

from falling below its 8% policy level.

With the lowered referenda, even in the best-case scenario of voter approval, we feel that budgetary stress will remain

significant and ongoing, with a fragile revenue and expenditure environment and little flexibility due to available cash

reserves that are much lower than historical levels. In addition, we believe there still remains a high level of uncertainty

as to how quickly the budget can be returned to a consistently balanced position whereby available reserves are also

stabilized.

The negative outlook reflects our view that we might lower the rating again if the district does not make strides in

substantially reducing the imbalance going into fiscal 2020, as this would further stress available reserves.

The 'A' rating reflects our view of the district's general creditworthiness, including its:

• Ongoing structural imbalance, caused by declining state per pupil funding and only modest growth in local tax

revenues, juxtaposed against a period of increased spending on wages and salaries;

• Overall limited financial flexibility, with very limited ability to increase revenues (aside from referendum) and unique

expenditure challenges;

• Declining available reserves, although they are likely to remain at levels that we consider at least adequate at fiscal

year-end 2019 (as measured on a cash basis);

• Local tax base that is marked by generally declining, though moderating, enrollment and low-to-adequate incomes

for district residents; and

• Moderate overall debt burden, but with a substantial backlog of capital needs.

Credit strengths include our positive view of management, including a good Financial Management Assessment, as

well as the district's geographic position in downtown Indianapolis, allowing it to benefit from many large and stable

commercial taxpayers that anchor the Indianapolis regional economy.

The series 2018A and B bonds are general obligations of the school district, payable from ad valorem property taxes.

Management intends to use the 2018A bond proceeds to fund various capital projects and the 2018B bond proceeds to

reimburse itself for previous cash funded capital projects. Ultimately, the reimbursed dollars will likely be used for

further capital projects.

Security

Lease rentals payable from ad valorem property taxes paid directly to an independent trustee secure the district's

existing debt. The levy of taxes to make rental payments is mandatory and not subject to annual appropriation. Rental

abatement risk is mitigated, in our view, by provisions in the leases requiring the school to maintain property casualty

and business interruption insurance.
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The property tax securing the 2018A and B bonds, as well as a large portion of existing lease-backed debt, is subject to

circuit-breaker legislation that requires taxpayers to pay only up to a statutorily defined share of their property's gross

assessed value (AV). This can result in a reduction in the district's aggregate tax levy, although it remains obligated to

fund debt service obligations in full. The district also has existing tax-secured lease debt that is not subject to these

limitations.

The 'A' rating for existing debt and the 2018A and B bonds is set at the same level as our view of the district's general

creditworthiness.

The 'AA+' rating reflects our state credit enhancement criteria and our assessment of the strength of the Indiana state

aid intercept structure (as found in Section 20-48-1-11 of the Indiana Code). All school corporations can benefit from

this statute without specific state qualification. However, in the absence of certain state aid coverage levels and bond

terms, the statute may not provide sufficiently strong support in increasing the likelihood of payment in full and on

time. For these reasons, we review state aid coverage and bond terms (see our report on Indiana School Corp.,

published May 16, 2017, on RatingsDirect).

Annual state aid appropriated and allocated for distribution during the state's fiscal year covers maximum annual debt

service coverage by at least 2x, and appropriated-but-not-yet-distributed state aid covers maximum semiannual debt

service by at least 1x. The bond terms require the school corporation to transfer payments to an independent trustee,

registrar, or paying agent at least five business days in advance of the debt service due dates. This third party has

immediate notification and claimant responsibilities to the state treasurer, in the event a debt service transfer is not

made on time or is insufficient. On notification, the treasurer will advance to the claimant any state aid that has been

appropriated for allocation but not yet distributed, up to an amount of the debt service shortfall.

Finance

Indianapolis Public Schools' financial conditions have materially weakened in recent years, and while management has

outlined a path to improvement that includes approaching voters for tax increases and implementing operational

savings, it is unclear how quickly the district can stabilize the budget and cash position.

General fund operations have been out of balance since fiscal 2016, and management is aiming for significant

improvement, potentially as soon as fiscal 2020. Management forecasts a general fund deficit of 6.7% ($17.3 million) in

fiscal 2019 (June 30), which follows deficits of 10.2% ($27.3 million) and 8.3% ($20.8 million) in fiscal 2018 (unaudited)

and fiscal 2017 (audited), respectively. These figures exclude asset sales and one-time transfers, which have reduced

the effect on actual reserve levels. Fiscal 2019 projections could also change pending bargaining negotiations that will

end in November. Performance in the district's property tax reliant operating funds (capital projects, transportation,

bus replacement) remained fairly steady through this period, although at the expense of deferring capital, maintenance,

and repairs. Combining these funds with the general fund, all of which will likely constitute the district's new education

and operations funds under the state's revised school district fund make up (starting in fiscal year 2020), the fiscal 2019

projected deficit is 6.2% ($20.9 million), compared with 6.8% and 7.2% in 2018 and 2017, respectively.

The recent deficits have substantially reduced the available cash position (the district operates on a cash basis of

accounting). The district concluded fiscal 2017 with a $52.1 million available reserve ($33.2 million in the general fund,

$18.9 million in the rainy day fund), equal to 21% of general fund expenditures. The unaudited fiscal 2018 available
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reserve declined to $42.5 million (16%), and is projected to fall to $25.2 million, or a still good 10%, by fiscal year end

2019. As projected, this would mark a 71% decline since fiscal 2015 year-end, when available reserves were $86.5

million, or 38%. Including the property tax reliant operating funds, which remained between $29 million and $33

million over the past four years, the projected fiscal 2019 total operating cash reserve would be $54.6 million (16% of

combined spending), compared with $119 million (40%) as recently as 2015. However, with the infusion of cash from

the proposed 2018A and B bonds, the ending cash position will likely be stronger (temporarily).

Management has already been cutting costs in an effort to reign in the deficit, and plans to continue to do so. The

extent and pace of reductions depends on whether or not voters approve the upcoming operating and capital

referenda, but the minimal required reductions to return to balance has increased. The district will ask voters in

November to separately approve a $220 million operating referendum (estimated to yield $27.5 million in additional

annual revenue, for eight years), and $52 million in unlimited tax bonds for capital projects. Both of these figures have

come down considerably, from previous combined proposals of $736 million and $525 million, respectively, following

engagement with the community prior to formally going to voters. While the size of the operating referendum is about

the same as the current budget imbalance, if approved, management indicates that continued cost savings will still be

required in order to return and then maintain the budget at a balanced position, especially with the final referendum

that is going to voters decreasing in size. If the referendum fails, the district would need to implement substantially

higher savings measures. Management indicates it would make the cuts necessary in order to maintain an 8% reserve

across its combined operating funds, but it is unclear how quickly cuts could be made to correct the imbalance.

Management also indicates there is capacity to make the cuts, and that there would be significant cuts put into place

for fiscal 2020.

In our view, regardless of a successful referendum, the district will remain challenged in returning the budget to a

consistently balanced positon, notably due to weak revenue performance and unique spending challenges. Given its

large geographical footprint and long-term enrollment (though moderating) declines, the district increasingly has

underutilized space. It has been decommissioning education facilities (including three high schools and a middle

school starting this fall), selling assets (generating more than $15 million in recent years), and outsourcing various

services in an effort to consolidate operations. Indianapolis Public Schools will continue to focus on consolidations

where available, based on facility utilization and academic needs. It has been able to reduce it staffing levels, while also

granting increases to base and maximum salaries for its teaching staff. Management reports that additional cost

savings, should the referendum fail, would have to include (among other areas) reduced transportation services,

continued capital deferral, reduced per-student spending allocations, and potentially reduced staff benefits.

The district's revenue challenges are mostly tied to state aid and enrollment, and are likely to persist in our view. As

with all schools in the state, general fund performance is almost entirely reliant on state tuition support, determined on

a per-pupil basis. State aid made up 98% of general fund revenues in fiscal 2017. Enrollment has been on a slow

downward trend, but has been leveling. It declined 11% from 2010 to 2015, but has since declined by less than 1%

total across 2016 and 2017, before increasing by 3.6% in 2018, to 30,354. Management anticipates a decline of about

1% for 2019, with continued slow leveling out. State aid declines have exceeded enrollment declines in some years,

however, as the district's state support per student is decreasing. This is due to changes in the state's funding formula,

which places more emphasis on providing level per-pupil support across all districts. The district faces higher costs to
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educate its students; and in the past received higher per-pupil funding to do so.

Financial stabilization will rely heavily on retaining both students and teachers. The district already loses students due

to population outmigration to suburban areas, but also faces high levels of competition from charter schools, private

schools, and open enrollment laws. Indianapolis Public Schools has been increasing salaries in recent years (following

a long period with no annual increases) to provide more competitive compensation and attract quality teachers. It

recently introduced choice enrollment, which allows high school students to choose which school they want to attend,

with bussing provided. The district also started its Innovation Network Schools program, allowing it to sign

agreements with school management teams to reconstitute and operate eligible schools as Innovation Network

Schools. The school management teams operate as independent contractors to the school corporation to provide

instruction and education services as outlined in the respective agreements.

The major contributors to the structural imbalance were declining state aid revenue and minimal growth in federal

grants and local property taxes, all during a period when management was ramping up salaries and introducing

programs aimed at protecting enrollment. Finding a way to maintain these salaries and programs at cost-effective

levels will be important to stabilizing enrollment and revenues. Addressing its backlog of capital needs will be

significant as well.

The state audits school corporations biennially on a cash basis, using a June 30 fiscal year-end, and although most

districts operate and budget on a Dec. 31 year-end, Indianapolis Public Schools budgets and operates on a June 30

fiscal year-end (and is receiving annual audits). We believe the June 30 fiscal year-end reports offer a better

understanding of the district's financial performance, and accordingly, we use these reports for our analysis. The most

recent audit available is fiscal 2017. The district submits semiannual financial statements to the state that are reviewed

by the Indiana Office of School Finance (IOSF), and then made available as unaudited reports. These unaudited

reports (including the fiscal 2018 financial statement) prescribe to the state's uniform system of accounting and

reporting that all schools are required to follow, and, based on the IOSF review and on previous-year comparisons

with audits, we believe they are reliable to serve as a basis of our analysis.

Economy

Indianapolis Public Schools serves an estimated 304,380 residents over a 79-square-mile area in downtown

Indianapolis. Therefore, the tax base forms the anchor of the broad and diverse Indianapolis-Carmel-Anderson

metropolitan statistical area (MSA) economy. Underpinning the economy is a large transportation network, which

includes extensive highway and rail access, and the district's average cost of living and affordability, mature and

diverse tax base, and growing employment. The MSA's three largest employers are IU Health, St. Vincent Hospital and

Health Services, and Community Health Network, with a combined 51,913 jobs. Eli Lilly & Co. (10,005) is the largest

non-health care employer, and also the leading taxpayer. Marion County's unemployment rate was 3.6% in 2017,

which was below state and national levels. The MSA as a whole has more than a million jobs and saw 11%

employment growth in the past five years.

Total market value for the district (measured as gross AV less tax-exempt property) is $18.9 billion. Net AV is $11.03

billion, and has generally seen a gradual increase over the past several years. About two thirds of the district is

residential properties, and, by acreage, 25% of the land is tax exempt. The 10 leading taxpayers account for 16.1% of
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net AV, which is diverse. Excluding incremental valuations, Eli Lilly constitutes about 4.0% of net AV, and no other

taxpayers cover more than 3.0%.

The district services slightly more than one third of the city's population, and its net AV is about one third that of the

city's. Serviced areas are those with lower economic demographics. Median household effective buying income (EBI) is

low, in our view, at 62% of national levels, and per capita EBI is at 68%, which we consider adequate, but well below

average. Market value per capita is strong though at $62,133, but we believe this is partially inflated by the strong

downtown commercial valuations. The district's unique mix of downtown commercial taxpayers and residential

taxpayers with lower incomes will likely be a contributing factor in the upcoming referendum.

Management

We view the district's financial policies and practices as good under our FMA methodology, indicating financial

practices exist in most areas, but that governance officials might not formalize or monitor all of them on a regular

basis.

Management reviews historical and external sources of information when formulating budgetary assumptions and

reports quarterly to the board of commissioners on budget-to-actual financial performance throughout the year. The

district regularly updates long-term financial forecasts for its main operating funds, with the use of third-party

modeling. It has a long-range capital facility plan and annually projects base line spending for the capital projects fund

for five years. However, given the concentration on sizing and planning for the capital referendum and strategizing for

consolidations, there have not been any recent updates to a true rolling capital improvement plan. In addition, past

long-range plans have not necessarily been followed, given the backlog of deferred capital projects.

The district has its own debt and investment policies that closely mirror state guidelines, and the district reviews

investment performance throughout the year on a quarterly basis with the board of commissioners. Indianapolis Public

Schools has a formal reserve balance policy that states a targeted minimum unrestricted reserve level of 8%; and the

district is meeting the policy. If reserves fall below the minimum 8% target, the board of commissioners is to seek out

revenue increases or budget reductions until reserves are restored to the 8% level.

In our view, the management team is fully equipped and engaged with the financial challenges facing the district, and it

is prepared to make meaningful (and difficult) cost-cutting measures to address the imbalance. It is difficult to project,

however, how quickly reductions will be put in place and how they may affect enrollment.

Debt

Overall net debt (including the 2018A and B bonds) is moderate, in our view, at 5.3% of market value and $3,301 per

capita. Including $52 million in additional debt should the capital referendum pass, we believe the debt burden should

remain moderate. Debt service carrying charges are moderate, in our opinion, at 11% of total expenditures (less capital

outlay). This is partially reflective of the district's rapid amortization schedule, which retires 85% of principal in 10

years. Total direct debt is approximately $498 million (including the proposed bonds).

In our view, even with approval of the capital referendum, the district will still have significant capital needs going

unaddressed. Without receiving voter support for bonding capacity, it is difficult to address these needs, as any debt

issuances would be subject to circuit-breaker limitations. Although the debt would be funded first, using the levy for an
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increasing debt load results in less revenues available for other operating funds.

Furthermore, we view the issuance of the 2018A and B bonds as demonstrative of the fiscal stress experienced in the

capital projects funds. It will allow the use of bond proceeds to address projects that otherwise would have been

funded through the operating levy (and likely lead to deficits), while also allowing a build of cash reserves that will

eventually address capital needs.

The district's 2016A and 2016B refunding bonds were privately placed. The bond terms include standard provisions

and do not include events of default or provisions that could pose significant contingent liability risk.

Pension and other postemployment benefits liabilities

The school corporation contributes to two retirement plans administered by the state: the Indiana State Teachers' 1996

account (TRF '96), and the Public Employees' Retirement Fund (PERF). These are both cost-sharing,

multiple-employer defined benefit retirement plans (the plans share all risks and costs, including benefit costs,

proportionately by the participating employers). Certain employees are also covered under the Indiana Teacher's

Pre-1996 account. The state has assumed the entire liability of this account, which it funds on a pay-as-you-go basis,

and the school corporation is not obligated to make payments to this account.

The school corporation continues to pay 100% of its required pension contributions (which are actuarially determined);

the 2018 payment was equal to $20 million, or 4.2% of total funds' expenditures.

As of June 30, 2017, the TRF '96 fund was 90.4% funded and the PERF was 76.6% funded in accordance with

Governmental Accounting Standards Board Statements Nos. 67 and 68. We view the plans' actuarial assumptions,

including this assumed rate of return of 6.75%, as generally reasonable, because they are slightly more conservative

than the national average. Considering the plans' strong funded ratios, reasonable actuarial assumptions, and low

historical contribution requirements for plan participants, we do not expect the district's required pension costs to

increase significantly in the medium term.

The districts makes matching contributions, to a defined limit, to a 403B retirement savings plan for teachers. Teachers

can also remain on the district's insurance plan following retirement, but they pay the full cost of premiums.

Outlook

The stable outlook on the 'AA+' ratings reflects our assessment of the strength of the state aid intercept framework. It

also reflects our view that annual state aid and undisbursed state aid for the school corporation will continue to

provide sufficient coverage. The 'AA+' rating and outlook move in tandem with the state issuer credit rating and

outlook.

The negative outlook on the 'A' underlying rating reflects our opinion that there is at least a one-in-three chance that

we could lower the rating again within the next year due to continued declines in available reserves and a structural

imbalance that has not been addressed. If the district has not made significant progress toward returning the budget to

structural balance by fiscal 2020, or if reserves fall to levels that we view as not being commensurate with the current

rating, we could lower the rating. A revision of the outlook to stable would likely depend on available reserves
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remaining above policy levels, and what we view as significant (and sustainable) progress in closing the budget gap by

fiscal 2020, which would prevent significant further reserve depletion.

Related Research

Alternative Financing: Disclosure Is Critical To Credit Analysis In Public Finance, Feb. 18, 2014

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,

have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.

Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is

available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating action can be found

on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in the left

column.
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