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Summary:

South Bend Community School Corp., Indiana;
School State Program

Credit Profile

US$5.0 mil GO bnds ser 2018 dtd 07/11/2018 due 01/15/2025

Long Term Rating AA+/Stable New

Underlying Rating for Credit Program AA-/Stable New

Rationale

S&P Global Ratings assigned its 'AA-' underlying rating to South Bend Community School Corp., Ind.'s series 2018

general obligation (GO) bonds. At the same time, we assigned our 'AA+' enhanced program rating to the bonds,

reflecting the district's eligibility for, and participation in, the Indiana State Aid Intercept program. The strength and

availability of state aid to intercept program participants support the program's credit characteristics.

Finally, we affirmed our 'AA+' enhanced rating and 'AA-' underlying rating on the school corporation's previously

issued debt. The outlook is stable.

The 'AA+' rating is based on our state credit enhancement criteria, and reflects 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 the 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 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; and 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.

The series 2018 GO bonds are secured by the general obligation of the school corporation payable from ad valorem

property taxes to be levied on all taxable property within the school corporation. Bond proceeds are being used for

various capital projects within the school corporation.

The 'AA-' underlying rating reflects our view of South Bend Community's:

• Diverse area economy with a deep tax base of over $4 billion and the University of Notre Dame as an anchor;
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• Good reserves on a cash basis of accounting, coupled with management's willingness to make necessary budget

adjustments and ability to generate surpluses for seven consecutive years despite the enrollment declines; and

• Low-to-moderate debt burden with no further debt plans.

The corporation's decreasing enrollment that directly affects the amount of state aid received and adequate market

values per capita limit those credit strengths.

Economy

South Bend Community encompasses approximately 160 square miles in St. Joseph County and serves an estimated

population of 160,033. The school corporation consists of all or portions of the cities of South Bend and Mishawaka, as

well as several other surrounding towns and townships. While the school corporation has historically been known as

an industrial area, the local economy has been transitioning toward a service-based economy, with South Bend

Community now acting as a regional service and employment center. The University of Notre Dame is the anchor of

the local community, and the associated health care and education sectors are leading employers. County

unemployment averaged 3.6% in 2017, which was on par with the state and below the national average, respectively.

The district's economic indicators appear adequate; however, in our opinion, they are slightly depressed by the large

Notre Dame student population (approximately 12,000). Median household and per capita effective buying incomes in

the corporation are adequate at 81% of national levels. The corporation's total $8.6 billion gross assessed value in 2018

is adequate, in our view, at $53,937 per capita. Net assessed value grew by a total of 7.9% since 2015 to $4.4 billion in

2018. About 9.1% of net assessed value comes from the 10 largest taxpayers, representing a very diverse tax base in

our opinion.

Finances

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

budget, and report financial performance to their school boards for the calendar year and submit annual Dec. 31

year-end cash basis financial statements to the state. We believe that the resulting state-issued (although unaudited)

Dec. 31 year-end cash statements offer a better understanding of each corporation's financial performance and,

accordingly, we use these reports as the basis of our analysis.

General fund operations of Indiana school corporations rely almost entirely on state tuition support, determined on a

per-pupil basis. Consequently, under the current formula, enrollment trends and the amount of aid the state

appropriates are the key drivers of general fund revenue. Other core operating services such as transportation, bus

replacement, and capital are accounted for in separate funds outside of the general fund. These funds are supported by

local property taxes, which may be affected by circuit breaker tax caps.

The school corporation is one of the 10 largest in the state in terms of enrollment. Enrollment totaled 16,726 students

in the 2017-2018 school year. It declined by 9.6% since the 2014-2015 school year, with the largest decline of nearly

5% occurring in the 2015-2016 school year. The corporation also historically loses more students transferring out than

it gains from students transferring in each year. Management attributes the annual enrollment decline to general

demographic trends and the unusually large decline in 2016 to intensified competition from a newly opened charter

school. As a result of these declines and in response to the district's circuit breaker loss, which is expected to increase
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by $10 million in 2020, the corporation will be restructuring the district beginning in the 2018-2019 school year.

With redistricting, which includes the closure of four school buildings in 2018, with only one of the buildings scheduled

to eventually reopen in the 2019-2020 school year, the school corporation is estimated to realize about $10 million in

savings, much of which is due to the cost avoidance of certain capital needs for those structures. Some of the savings

can be used to help offset the circuit breaker loss. Officials report that the corporation will be working with the

community over the next two years to determine what to do with the closed buildings. The corporation expects

enrollment declines to level off, if not slightly increase, over the next few years due to the termination of a local

school's charter, changes in programs from the redistricting, and a new marketing campaign that the corporation

started.

Despite the consistent and at time unexpected enrollment declines, the district's finances remained remarkably healthy

in recent years. Careful planning and cost containment measures implemented by management resulted in seven

consecutive operating surpluses and maintenance of steadily high reserves on a nominal basis. The corporation's

available cash reserve of $27.5 million (which consists of the combined general and rainy day funds) was strong on a

cash basis of accounting in our view, at 21.9% of general fund expenditures at calendar year-end (Dec. 31) 2017. Of

that amount, $26.7 million (21.3% of expenditures) is in the general fund, and $816,000 (0.7% of expenditures) is in the

rainy day fund. For fiscal 2018, management is currently forecasting to keep the $816,000 in the rainy day fund and

post at least break-even results, with the possibility of a slight general fund surplus. Officials report that the corporation

does not have any plans to spend down reserves over the next few years.

Management

We consider the corporation's management practices "standard" under our Financial Management Assessment

methodology, indicating the finance department maintains adequate policies in some but not all key areas.

Highlights include the use of at least three-year historical trends and third-party resources for budgeting and bi-weekly

reports to the school board on year-to-date budget performance. The school corporation reports investment earnings

on a regular basis and plans for capital expenditures using a three-year rolling capital plan, an 11-year rolling bus

replacement plan, and a long-term technology plan. The district formally adopted a investment management plan that

mirrors state guidelines. It doesn't engage in formal long-term financial planning and adheres to state debt policies.

While no formal fund balance policy exists, the corporation strives to maintain a general fund balance equal to 15% of

operating expenditures.

Debt

As a percentage of market value, overall net debt is in our view moderate, at 3.5%, and low on a per capita basis at

$1,877. Amortization is rapid, with 97% of the corporation's direct debt scheduled to be retired within 10 years. Debt

service carrying charges were 9.8% of total governmental fund expenditures excluding capital outlay in calendar 2017,

which we consider moderate.

All debt is fixed-rate to maturity and the corporation does not have any direct purchase debt. District management

doesn't have any additional debt issuance plans for at least the next two years.
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Pension and other postemployment benefit 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 Teachers' Pre-1996 account (TRF

Pre-'96). 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 2017 payment was equal to 4.8% of total funds' expenditures.

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

Governmental Accounting Standards Board (GASB) 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 district doesn't subsidize other postemployment benefits.

Outlook

The stable outlook on the 'AA+' rating reflects our opinion of the strength of Indiana's State Aid Intercept structure.

The outlook on the underlying rating reflects our expectation that the school corporation will maintain at least strong

general fund reserves as it manages enrollment trends. Management's active monitoring of budget performance and its

budgetary adjustments to lower expenditures to manage of state aid and enrollment reductions, enhance rating

stability. Given the trend of remarkably strong performance despite the enrollment declines and expectations for at

least break-even operations in 2018, we do not expect to change the rating during our two-year outlook horizon. The

outlook is also strengthened by the corporation's stable and diverse area economy.

Downside scenario

Although we do not expect the rating to change in the two-year period of the outlook, if enrollment loss or the circuit

breaker loss leads to significant revenue decline and use of reserves to levels no longer comparable with those of peers

at the current rating level, we could lower the rating.

Upside scenario

Conversely, if the corporation's economic indicators improve significantly and are sustained at higher levels, coupled

with no significant deterioration in any other credit factors, we could raise the rating.

Ratings Detail (As Of June 21, 2018)

South Bend Comnty Sch Corp GO State Credit Enhancement

Long Term Rating AA+/Stable Affirmed

Underlying Rating for Credit Program AA-/Stable Affirmed
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Ratings Detail (As Of June 21, 2018) (cont.)

South Bend Comnty Sch Corp GO

Unenhanced Rating AA+(SPUR)/Stable Affirmed

South Bend Comnty Sch Corp Sch Bldg Corp, Indiana

South Bend Comnty Sch Corp, Indiana

South Bend Comnty Sch Corp Sch Bldg Corp (South Bend Comnty Sch Corp) GO State Credit Enhancement

Long Term Rating AA+/Stable Affirmed

South Bend Comnty Sch Corp 2002 Bldg Corp, Indiana

South Bend Comnty Sch Corp, Indiana

South Bend Comnty Sch Corp 2002 Bldg Corp (South Bend Comnty Sch Corp) 1st mtg rfdg bnds (South Bend Comnty Sch Corp)
ser 2017 due 01/15/2029

Long Term Rating AA+/Stable Affirmed

Underlying Rating for Credit Program AA-/Stable Affirmed

South Bend Comnty Sch Corp 2000 Sch Bldg Corp, Indiana

South Bend Comnty Sch Corp, Indiana

South Bend Comnty Sch Corp 2000 Sch Bldg Corp (South Bend Comnty Sch Corp) 1st mtg rfdg bnds (South Bend Comnty Sch
Corp) ser 2017 due 07/15/2024

Long Term Rating AA+/Stable Affirmed

Underlying Rating for Credit Program AA-/Stable Affirmed

Many issues are enhanced by bond insurance.

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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