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Bismarck Public School District 1, North
Dakota
New Issue - Moody’s Assigns Aa2 to Bismarck PSD 1, ND’s GO
Bonds; Outlook Negative

Summary Rating Rationale
Moody’s Investors Service has assigned a Aa2 rating to Bismarck Public School District 1, ND’s
$32.5 million General Obligation School Building Bonds, Series 2017. Moody's maintains the
Aa2 rating on the district's previously issued general obligation unlimited tax (GOULT) debt.
Post sale, the district will have $115 million in outstanding GOULT debt. The outlook remains
negative.

The Aa2 rating reflects the district's large and growing tax base that includes the state capital
of North Dakota (Aa1 negative). The rating also takes into consideration the district's recent
fiscal pressure caused by rapid enrollment growth that has lead to operating deficits; a
modest but growing debt burden; and exposure to poorly funded cost-sharing pension plans.

Credit Strengths

» Large and growing tax base includes the state capital of North Dakota

» Low debt burden

Credit Challenges

» Narrowing of reserves due to recent draws for start-up costs for new facilities

» Rapid enrollment growth is requiring additional borrowing

» Exposure to elevated unfunded pension liabilities is elevated

Rating Outlook
The negative outlook reflects our expectation that the district's liquidity levels will remain
narrow. The district used a portion of operating reserves to fund start-up costs for new
facilities in fiscal 2015 and 2016.

Factors that Could Lead to an Upgrade

» Material increase in operating reserves and liquidity

Factors that Could Lead to a Downgrade

» Deterioration of the district's tax base values or resident income levels

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1078725
https://www.moodys.com/credit-ratings/North-Dakota-State-of-credit-rating-600004204
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» Further declines to operating reserves and liquidity

» Material increase in debt levels or fixed costs

Key Indicators

Exhibit 1

Bismarck Public School District 1, ND 2012 2013 2014 2015 2016

Economy/Tax Base

Total Full Value ($000)  $     5,990,256  $     6,828,194  $      7,793,156  $     8,872,610  $      9,476,211 

Full Value Per Capita  $           76,709  $          85,350  $          94,565  $        105,024  $         105,291 

Median Family Income (% of US Median) 120.4% 127.4% 127.2% 129.0% 129.0%

Finances

Operating Revenue ($000)  $        120,208  $         123,222  $         140,519  $         149,735  $         158,199 

Fund Balance as a % of Revenues 16.0% 15.4% 15.3% 11.1% 10.4%

Cash Balance as a % of Revenues 23.5% 20.4% 21.0% 17.3% 17.4%

Debt/Pensions

Net Direct Debt ($000)  $            12,221  $          27,883  $        100,804  $          94,952  $          89,280 

Net Direct Debt / Operating Revenues (x) 0.1x 0.2x 0.7x 0.6x 0.6x

Net Direct Debt / Full Value (%) 0.2% 0.4% 1.3% 1.1% 0.9%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 2.3x 2.6x 2.5x 2.2x 2.2x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 4.7% 4.7% 4.5% 3.8% 3.6%

The table above reflects data through the close of fiscal 2016 and does not reflect the new sale data. Post sale, the district will have $115 million of GO debt outstanding.
Source: Moody's Investors Service; Audited Financial Statements; US Census Bureau

Recent Developments
Since the last rating report on May 2, 2017, there are no new reported material changes aside from the current issuance which was
included in the previous analysis. The balance of the report remains largely unchanged.

Detailed Rating Considerations
Economy and Tax Base: Large and Growing Tax Base Includes North Dakota State Capital
Bismarck's tax base is expected to remain stable due to its role as the state capital of North Dakota. The district serves the city of
Bismarck (Aa1), which is the state capital, and is fully valued at $9.5 billion in 2016. Valuations have grown by an average of 11%
per year for the last five years. The growth reflects the strength of the local economy which is supported by large institutional
employers including the state of North Dakota (Aa1 negative; 4,600 employees), the district (2,184 employees), Sanford Health (3,645
employees) and St. Alexius Medical Center (2,219 employees). In addition to these employers, the district has benefitted from growth
related to the energy industry in the northwestern part of the state as several engineering firms have moved to the city over the last
few years to provide services to the oil industry.

Since the 2000 Census, the district population has grown 17.3%. Enrollment has grown by an average of 2.6% per year over the last
five years to 12,694 students in fiscal 2017. At 2.3% in April 2017, Burleigh County’s unemployment rate was below the state's rate
(2.7%) and below the nation's rate (4.1%) during the same time period. Wealth levels are above national medians, with median family
income levels at 129% of the nation.

Financial Operations and Reserves: Narrowed but Still Satisfactory Reserves
The district's financial operations are expected to remain narrow but satisfactory. The district’s operating fund balance (General Fund
and Debt Service Fund) has been declining over the last two years, with an available operating fund balance of $16.5 million or 10.4%
of revenues, in fiscal 2016. This represents a sizeable decrease from $21.5 million, or 21.0% of revenues, in fiscal 2013. The district

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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concluded fiscal 2015 with a $2.1 million deficit and 2016 with a $4.1 million operating fund deficit to pay for one-time start-up costs
for new facilities, driven by rapid enrollment. Year to date results for 2017 reflect a $1 million surplus in the General Fund, which
management attributes partially to increased revenues from state and local sources, along with conservative budgeting and cost
cutting measures. Going forward management plans to build reserves back up in line with their fund balance policy, of maintaining
reserves at 10% of General Fund expenditures.

The district's exposure to state budgetary pressures is heightened due to its reliance on state aid, similar to all other North Dakota
school districts. State aid accounts for the largest portion of operating fund revenues at 67.9% in fiscal 2016. State aid is distributed
on a per pupil basis, using the prior year's count. Enrollment, a key component of state aid, has been growing steadily, which has
positively impacted state revenues. Most recently enrollment grew 3.0% from 12,358 in 2016 to 12,694 in 2017. Management expects
enrollment to continue growing by approximately 300-350 students over the next four years.

While state revenues are projected to grow in fiscal 2017 due to estimated enrollment growth, we note that high levels of exposure
to state revenues leaves the district vulnerable to state aid cuts or delays in the future. In addition, state aid distributions are currently
calculated on a backward looking, point-in-time count of students, which can leave growing districts vulnerable to increasing costs
related to new students with a delay in corresponding revenues. Property taxes were the second-largest source of revenue for the
district, comprising 20.2% of operating revenues in fiscal 2016.

LIQUIDITY

The district’s cash position has declined slightly in recent years, with an operating fund net cash position of $27.6 million or 17.4% of
revenues, in fiscal 2016. Five years prior in fiscal 2011, net cash totaled $23.3 million, or 20.1% of revenues.

Debt and Pensions: Moderate but Growing Debt Burden; Elevated Pension Liability
Inclusive of the current issuance the district’s debt burden is moderate at 1.2% of full value and 0.7 times operating revenues. Debt
service as a percentage of operating revenues was $8.6 million , or a modest 5.4% in fiscal 2016, while total fixed costs, including
pension and retiree benefit contributions, was $19.1 million or a moderate 12.1% of operating revenues.

Earlier in 2017, voters authorized the issuance of $57.5 million in total GO debt through a referendum, to pay for additions and
renovations to three of the district’s middle schools and one high school as a result of capacity issues. The current $32.5 million
issuance reflects a portion of this debt. The district plans to issue the $10 million in 2018, while the remaining $15 million portion is
expected to be in the form of a school construction loan. Inclusive of these issuances, the debt burden would grow but still remain
moderate, at approximately 1.5% of full value and 0.9 times operating revenues.

DEBT STRUCTURE

All of the district’s debt is long-term and fixed rate. Principal amortization is slow with 53.5% of all debt retired in ten years.

DEBT-RELATED DERIVATIVES

The district does not have any exposure to any debt-related derivatives.

PENSIONS AND OPEB

The district has an elevated employee pension burden, based on its share of unfunded liabilities for its participation in two multiple
employer plans administered by the state. The district's combined annual contribution to the Public Employees Retirement System
(PERS) and Teachers Fund for Retirement (TFFR) in fiscal 2016 was $10.5, equal to 6.7% of operating revenues. Moody's adjusted
net pension liability (ANPL) for the district as of fiscal 2016 related to PERS and TFFR, under our methodology for adjusting reported
pension data, is $365 million. Over the past three years, the district's ANPL has averaged 2.2 times operating revenues and 3.6% of 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 liability information, but to improve comparability with other rated entities.

Management and Governance: Moderate Institutional Framework; History of Conservative Budgeting Despite Recent
Planned Draws
Despite recent planned draws in fund balance over the last two years, the district has a history of conservative budgeting practices
which have resulted in fairly significant positive budget variances. North Dakota school districts have an Institutional Framework score
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of A, which is moderate. Institutional Framework scores measure a sector's legal ability to increase revenues and decrease expenditures.
The sector's major revenue sources, property taxes, are subject to a cap, which can be overridden with voter approval only. However,
school districts generally have significant revenue raising ability below the cap of 70 mills. Unpredictable revenue fluctuations tend to
be high but unpredictable expenditure fluctuations tend to be moderate. Across the sector, fixed and mandated costs are generally low.
North Dakota is a Right to Work state, providing expenditure-cutting ability.

Legal Security
The Series 2017 bonds and outstanding GOULT debt is backed by the district's full faith, credit, and taxing power.

Use of Proceeds
Proceeds of the Series 2017 bonds will finance the expansion, renovation, remodeling, and equipping of district facilities.

Obligor Profile
The district is headquartered in the city of Bismarck, which is the state capital of North Dakota, and serves a population of over 84,000.
The district operates 16 elementary schools, 3 middles schools, 3 high schools, and 1 alternative high school, with enrollment of 12,694.

Methodology
The principal methodology used in this rating was US Local Government General Obligation Debt published in December 2016. Please
see the Rating Methodologies page on www.moodys.com for a copy of this methodology.

Ratings

Exhibit 2

Bismarck Public School District 1, ND
Issue Rating
General Obligation School Building Bonds, Series
2017

Aa2

Rating Type Underlying LT
Sale Amount $32,500,000
Expected Sale Date 07/10/2017
Rating Description General Obligation

Source: Moody's Investors Service
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