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Arapahoe County School District 5 (Cherry
Creek), CO
New Issue: Moody's assigns Aa1 UND/Aa2 ENH to Arapahoe
CSD No. 5 (Cherry Creek), CO's GO Bonds, Series 2017B&C

Summary Rating Rationale
Moody's Investors Service has assigned a Aa1 underlying rating to Arapahoe County School
District No. 5 (Cherry Creek), Colorado's $74.4 million General Obligation Refunding Bonds,
Series 2017B and $100 million General Obligation Bonds, Series 2017C. In addition to the
underlying rating, we have assigned a Aa2 enhanced rating to the current sales based upon
the Colorado School District Enhancement Program. Moody's maintains Aa1 underlying
ratings on the district's parity outstanding general obligation bonds.

The Aa1 underlying rating reflects the district's diverse economy and favorable location
within the Denver MSA, large tax base that is experiencing growth, and its affluent and
supportive district residents. The district continues to maintain healthy reserve levels, and
the district benefits from the support of local residents that have passed mill levy overrides
to supplement state funding. The Aa1 rating also incorporates the district's manageable debt
profile and elevated pension burden associated with the state-wide pension plan.

The Aa2 enhanced rating assignment is based upon the Colorado School District
Enhancement Program and primarily reflects the state's liquidity, the program's strong district
oversight, and guarantee of timely payment by the state in the event of a shortfall. For
additional information regarding the program, please refer to Moody's Global Credit Research
report dated February 29, 2008.

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1090070


MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

Exhibit 1

Substantial Tax Base Growth Has Kept Debt Burden Manageable
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Credit Strengths

» Large tax base favorably located in the growing Denver MSA

» Strong socioeconomic indicators and supportive community, trend of growing enrollment

» Solid financial management with historically stable reserve and liquidity levels

Credit Challenges

» High fixed cost and significant tread water gap

» High pension burden continues to grow given weak contribution levels

» Reserve and liquidity levels slightly below those of similarly-rated districts nationally

Rating Outlook
The stable ratings outlook reflects Moody's expectation that the district's tax base and local economy will continue to be strong in the
near-term, and that the district's management team will continue its trend of prudent fiscal management and healthy reserve levels.

Factors that Could Lead to an Upgrade

» Significant improvement in debt and pension metrics

» Substantial growth in reserve and liquidity levels

Factors that Could Lead to a Downgrade

» Deterioration in the district's financial position, including reserve levels and liquidity

» Sustained losses in full value or resident wealth

» Continued growth in pension burden and significant underfunding of annual obligations

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

Arapahoe County S.D. 5 (Cherry Creek), CO 2012 2013 2014 2015 2016

Economy/Tax Base

Total Full Value ($000)  $  34,422,583  $  34,542,748  $   35,057,807  $  35,304,075  $  42,954,365 

Full Value Per Capita  $        126,643  $         123,957  $         122,245  $         120,287  $        146,353 

Median Family Income (% of US Median) 135.6% 133.6% 136.5% 137.4% 137.4%

Finances

Operating Revenue ($000)  $        463,873  $         483,717  $        505,752  $        525,574  $        549,449 

Fund Balance as a % of Revenues 16.5% 17.8% 18.9% 19.9% 18.0%

Cash Balance as a % of Revenues 28.6% 29.8% 30.6% 29.8% 26.1%

Debt/Pensions

Net Direct Debt ($000)  $        467,845  $        563,905  $         540,071  $        507,437  $         470,277 

Net Direct Debt / Operating Revenues (x) 1.0x 1.2x 1.1x 1.0x 0.9x

Net Direct Debt / Full Value (%) 1.4% 1.6% 1.5% 1.4% 1.1%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) N/A 4.8x 4.7x 4.5x 4.6x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) N/A 6.8% 6.8% 6.7% 5.9%

Operating Revenue, Fund Balance, and Cash Balance are the General & Debt Service Funds combined
Source: Arapahoe CSD 5 (Cherry Creek), CO; Moody's Investors Service

Detailed Rating Considerations
Economy and Tax Base: Large and Affluent Service Area Southeast of Denver
The district's economy and tax base are expected to remain strong in the near term future. Located within Arapahoe County, the
district covers 108 square miles just southeast of Denver (Aaa stable) and serves a population of 302,500. Included within the district's
boundaries are the cities of Cherry Hills Village, Glendale, the town of Foxfield, and portions of the cities of Aurora, Centennial,
Greenwood Village, and Englewood, as well as unincorporated portions of the county. Given its location, district benefits from the
economic strength of the overall metropolitan statistical area, which boasts a highly educated workforce and significant economic
diversity. The Denver area was only minimally affected by the economic downturn compared to other large cities, and is now in a
period of expansion based on growth in business services and healthcare.

Unlike many parts of the nation and reflective of the strength of the local economy, the district's large tax base experienced a modest
cumulative decline of just over 7.5%, hitting a low of $34.4 billion (full valuation) in 2012. After modest gains between 2013 and 2015,
full valuation increased dramatically by 21.7% to $43.5 billion in 2016, reflective of a significant amount of reevaluations and some
new construction within the district. Full value for 2017, which is not a reassessment year, shows growth of about 1.2%, reflective
primarily of new residential construction. In the upcoming reassessment year, preliminary values for fiscal 2018 exhibit another
significant increase of 22.6% to reach a large full valuation of $53.3 billion. Moody's notes that the assessment figures lag real market
activity by approximately two years, so increases in full value are expected through 2020 given the ongoing strong housing market in
the Denver MSA area. Additionally, the district's actual valuation is approximately 81% residential and has land area available for future
growth along its eastern boundary. Future growth will rely on ongoing appreciation in home values as well as some new construction.
The tax base is relatively diverse, with the ten largest taxpayers representing 5.6% of the assessed value, led by large utility and retail
centers.

The district's resident income levels are above average, as measured by median family income at 137.5% of the US. Full value per
capita, a proxy measure of wealth, is strong healthy at $176,157. Unemployment for Arapahoe County (Aa1) is extremely low at just
2.5% as of July 2017, according to data from the Bureau of Labor Statistics. Over the past five years, the district's enrollment has grown
from 52,681 (fiscal 2013) to 54,178 (fiscal 2017), an increase of 4.6%, with headcount growth showing a slight deceleration over the
past three years. The district's management budgeted for modest enrollment growth of 0.3% 2018 to reach 54,328. The district has
two charter schools within the district's boundaries, with a total combined enrollment of less than 700 students.
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Financial Operations and Reserves: Structurally Balanced and Stable Financial Operations
The district's financial operations are sound, with management demonstrating a consistent ability to deliver long-term structurally
balanced operations and stable reserve levels. Audited fiscal 2016 financial figures show ending available reserve in the district's
General Fund of $46.4 million, equal to 9.3% of General Fund revenues. On an operating funds basis, which includes both the General
Fund and the Debt Service Fund, available reserves increase to $99.0 million, or 18.0% of operating funds revenues. Relative to
revenues, this lags the reserve levels of similarly-rated districts nationally. However, the district's reserves represent more than two
months of district operating funds expenses, a level Moody's views as healthy, and approximates the district's five-year average
(19.5%), indicating good operational stability.

The district's operating funds revenues are comprised of roughly equal parts state aid (48.4% of revenues in 2016), which is determined
by formula and driven by enrollment, and local property taxes (46.7%). In addition to state funding, the district also benefits from
supportive local voters, who in the 2016 election approved a mill levy override (MLO) that provides additional property tax support for
district activities up to 25% of the state funding formula (Total Program Funding). For 2017, that amount was equal to $23.9 million.
Operating expenses are primarily for instruction (60.1%) and other support functions.

In 2016, the district experienced a General Fund deficit of $6.3 million, driven by a discretionary transfer of funds to capital to hedge
against a potential bond election failure; on an operating funds basis, the deficit was a smaller $3.8 million. Given the recent approval
of additional MLO funding, the district anticipates a significant $17.8 million General Fund surplus, which is expected to increase the
available balance to $62.7 million (11.9% of unaudited revenues). Management adopted a balanced budget for fiscal 2018, but is likely
to experience a small operating surplus given conservative revenue and expenditure estimates.

LIQUIDITY
The district has ample liquidity and access to funds to manage cash flow. At the end of 2016, the district held $143.5 million in cash
and investments in its operating funds, equal to 26.1% of operating funds revenues. Given the anticipated surplus in fiscal 2017,
liquidity is expected to increase by a similar amount.

Debt and Pensions: Manageable Debt Burden with Elevated Pension Liabilities
Including the current issue, the district has $668.8 million in general obligation bonds outstanding, equal to a manageable 1.5% of
full value and 1.2 times 2016 operating funds revenues. When using the preliminary fiscal 2018 full value, the debt burden drops to
1.3%. The Series 2017C bonds will exhaust the remaining authorization from the 2016 bond elections. The district plans to potentially
approach voters in the next tax base reevaluation cycle in 2020.

DEBT STRUCTURE
The district's debt consists of fixed-rate obligations that amortize in full by 2037, with 49% of principal amortizing in the next ten years.

DEBT-RELATED DERIVATIVES
The district has no debt-related derivatives.

PENSIONS AND OPEB
The district participates in the School Division Trust Fund of the Public Employees Retirement Association (PERA) pension plan
(cost-sharing, defined benefit pension plan administered by the state). Like most public school district's in Colorado, the district
makes its statutorily required contributions, which trail actuarial requirements and has led to elevated pension burdens. Total fixed
costs including debt service, pension contributions, and OPEB were an elevated 21.9% of fiscal 2016 operating revenues. This fixed
cost burden would further increase to a signifiant 30.1% of revenues if the district were to make its full “tread water” payment,
which highlights the significant “tread water” gap of 8.2% of operating revenues. The “tread water” indicator measures the annual
government contributions required to prevent reported net pension liabilities from growing, under reported assumptions. Given the
negative results of PERA's fiscal year end 2016 funding snapshot, additional government cost increases in the future are highly likely,
because contributions remain far too low to keep pace with liability growth.

Moody's fiscal 2016 adjusted net pension liability (ANPL) for the district, under our methodology for adjusting reported pension data,
is $2.6 billion, or an elevated 4.8 times operating revenues. The district's three-year average ANPL to operating revenues is 4.6 times,
while the three year average ANPL to full value is a high 5.9%. Growth in the district's pension burden and tread water gap could lead
to downward rating pressure.
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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. For more
information on Moody's insights on employee pensions and the related credit impact on companies, government, and other entities
across the globe, please visit Moody's on Pensions at www.moodys.com/pensions.

Management and Governance
The District's Board consists of five members and supervises and controls all public schools and property within the District. The Board
employs a Superintendent of Schools, delegates administrative and supervisory functions to the superintendent, reviews and approves
the District's budget.

Colorado 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. Property taxes, one of the sector's
major revenue sources is subject to caps in conjunction with the state's equalized funding formula as well as growth limitations under
TABOR, which can be overridden at the local level. Voter approved mill levy overrides allow for moderate revenue-raising ability.
Unpredictable revenue fluctuations tend to be high, or over 10% annually. Across the sector, fixed and mandated costs are generally
greater than 25% of expenditures. However, Colorado has public sector unions, which can limit the ability to cut expenditures.
Unpredictable expenditure fluctuations tend to be minor, under 5% annually.

Legal Security
The bonds constitute general obligations of the District. All of the taxable property in the District is subject to the levy of an ad valorem
tax to pay the principal of and interest on the Bonds without limitation as to rate and in an amount sufficient to pay the Bonds when
due.

Use of Proceeds
Bond proceeds will be used to finance various capital improvement projects.

Obligor Profile
Arapahoe County School District No. 5 (Cherry Creek) provides K-12 public education services to roughly 54,000 students within the
cites of Cherry Hills Village and Glendale, the town of Foxfield, and portions of the cities of Aurora, Centennial, Greenwood Village,
Englewood, as well as unincorporated portions of Arapahoe County.

Methodology
The principal methodology used in the underlying rating was US Local Government General Obligation Debt published in December
2016. The principal methodology used in the enhanced rating was State Aid Intercept Programs and Financings: Pre and Post Default
published in July 2013. Please see the Rating Methodologies page on www.moodys.com for a copy of these methodologies.
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Ratings

Exhibit 3

Arapahoe County S.D. 5 (Cherry Creek), CO
Issue Rating
General Obligation Bonds Series 2017C Aa1

Rating Type Underlying LT
Sale Amount $100,000,000
Expected Sale Date 09/21/2017
Rating Description General Obligation

General Obligation Bonds Series 2017C Aa2
Rating Type Enhanced LT
Sale Amount $100,000,000
Expected Sale Date 09/21/2017
Rating Description General Obligation

General Obligation Refunding Bonds Series 2017B Aa1
Rating Type Underlying LT
Sale Amount $74,360,000
Expected Sale Date 09/19/2017
Rating Description General Obligation

General Obligation Refunding Bonds Series 2017B Aa2
Rating Type Enhanced LT
Sale Amount $74,360,000
Expected Sale Date 09/19/2017
Rating Description General Obligation

Source: Moody's Investors Service
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