
Fitch Rates Denver School District No. 1, CO's COPs at 
'AA'; Outlook Stable

Fitch Ratings-Austin-18 April 2017: Fitch Ratings has assigned a 'AA' rating 
to the following Denver School District No. 1 (the district), CO certificates of 
participation (COPs):

--$34 million COPs, series 2017A;
--$14.6 million COPs, series 2017B.

The Rating Outlook is Stable.

Proceeds of the 2017A COPs will fund the construction of a new elementary 
school. The 2017B COP proceeds will be used to purchase the school site for 
the new elementary school and fund a portion of the design and construction 
costs of a fire station near the school site. The 2017A COPs and 2017B 
COPs are scheduled to price on May 2 and May 17, respectively, via 
negotiation.

SECURITY
The COPs are payable from annual base rental payments made by the 
district, subject to annual appropriation.

KEY RATING DRIVERS

The Issuer Default Rating (IDR) of 'AA+' reflects Denver School District No. 
1's (the district) strong revenue growth prospects, solid expenditure flexibility, 
moderate long-term liability burden and expectations for an adequate level of 
financial flexibility in a moderate economic downturn. The 'AA' COP rating 
reflects the slightly higher degree of optionality associated with payment of 
appropriation debt.

Economic Resource Base



The district is coterminous with the city and county of Denver which has an 
estimated 2015 population of 682,545. Denver serves as the commercial hub 
for a large, 10-county metropolitan area and as the seat of state government. 
The district's enrollment base is the largest in the state at over 92,300.

Revenue Framework: 'aa' factor assessment
Despite slower projected enrollment growth, general fund revenue growth is 
expected to remain in line with U.S. GDP growth due to the district's reliance 
on property tax levies that grow with assessed valuation (AV) rather than the 
state's school funding formula and expected increases in state 
appropriations. The district's independent legal ability to raise property tax 
revenues is limited by state law, which requires voter approval for tax 
increases.

Expenditure Framework: 'aa' factor assessment
Projected moderating annual enrollment gains are expected to ease spending 
pressure, enabling the pace of spending to remain generally in line with 
revenues. Sound expenditure flexibility stems from moderate carrying costs 
and the district's considerable control over workforce costs.

Long-Term Liability Burden: 'aa' factor assessment
The long-term liability burden is moderate relative to personal income. Fitch 
expects future growth in direct and overlapping debt to be accompanied by 
gains in personal income, keeping this burden moderate. The district's net 
pension liability is projected to grow due a state statutory reduction in pension 
contributions below actuarially-determined levels.

Operating Performance: 'aa' factor assessment
Fitch expects the district's financial flexibility to remain adequate through a 
moderate economic downturn based on its limited revenue volatility, solid 
expenditure flexibility and financial reserves.

RATING SENSITIVITIES
Shift in Fundamentals: The IDR and bond rating are sensitive to material 
change in the district's strong expenditure flexibility and sound financial 
position, which Fitch expects the district to maintain throughout economic 
cycles.



CREDIT PROFILE

The local economy continues to expand rapidly, with continued sector 
development in professional and business services, education and 
healthcare, and tourism. The expansive employment base remains resilient in 
the face of low oil prices and stalled exploration activity within the Front 
Range. A young population and highly educated workforce are expected to 
support healthy economic growth over the medium and long term per IHS. 
The district's 2015 per capita personal income of $68,299 is 134% of the U.S. 
average.

Rapid home price appreciation fueled a large 26% gain in assessed value 
(AV) in 2016, and expected additional price increases will likely lead to 
additional reassessment gains in 2018. Per Zillow, Denver's median home 
value increased to $373,600 in March 2017, a 10% gain over the prior year. 
An estimated $2.5 billion in new construction that is either underway or 
planned in the resurgent downtown area will also benefit the district's tax and 
employment base.

Revenue Framework
Property tax revenues accounted for 56% of general fund revenues in fiscal 
2016, followed by state revenues at 38%. State revenues are primarily driven 
by enrollment, as Colorado seeks to ensure a certain level of per-pupil 
spending for all school districts. The school funding formula is based on a 
state-wide base of per pupil funding which is adjusted for each district to 
account for differences in the cost of living, school district size, personnel 
costs, at-risk students, and on-line instruction.

Annual growth in the resulting total program funding (TPF) is limited by state 
law to the rate of inflation and enrollment growth unless district voters 
approve a waiver. Denver School District No. 1 voters approved such a 
permanent waiver in 1999.

The district's general fund revenues grew at a rate above inflation and U.S. 
GDP growth over the 10 years ended in fiscal 2016. Historical revenue 
growth benefited from the various permanent, voter-approved mill levy 



overrides (MLO) that are not included in the state funding calculation and 
thus capture the growth of its rapidly expanding tax base. In November 2016, 
voters approved a new MLO that annually adjusts to generate the maximum 
total MLO revenue allowed by state law, an amount equal to 25% of TPF plus 
inflation. For fiscal 2017, this new MLO is projected to generate $56 million or 
11% of fiscal 2016 general fund property tax revenues.

Fitch expects that general fund revenues will continue to grow at about the 
same rate as national GDP because growth in the MLOs will reflect expected 
strong TAV increases and the state has been increasing appropriations to 
make up for cuts during the recession. Medium-term enrollment growth is 
projected to remain sluggish at 1%, down from the previous average of 3%
-4%. Fitch believes that slower enrollment growth is due to the rapidly rising 
cost of housing. District management also attributes slower enrollment growth 
to a lower birth rate. Charter school enrollment represents 20% of the 
district's total enrollment base, up from 11% in 2010.

The district's independent ability to raise property tax revenues is limited by 
state law. Any increase to the operating tax levy requires voter approval. 
Locally controlled charges and fees provide a modest amount of revenue 
flexibility.

Expenditure Framework
The district's main expenditure area is instruction at over 53% of general fund 
spending, followed by support services at 38% (which includes instructional 
support and pupil supporting services). Charter schools operate as 
component units of the district and do not directly impact the district's 
financial operations.

Fitch expects expenditure growth to generally align with revenue growth 
absent policy action. Enrollment growth pressures are easing.

The district's fixed-cost burden is moderate, with carrying costs for debt 
service, pensions, and other post-employment benefits equal to 13.9% of 
fiscal 2016 governmental expenditures. The district retains control over 
employee headcount and negotiates wages and benefits with its various 
bargaining units through a meet and confer process, providing management 



with significant flexibility in managing its workforce costs.

Long-Term Liability Burden
The district's long-term liability burden, comprised of debt and net pension 
liabilities, equals about a moderate 13% of personal income. Over 55% of the 
liability burden is comprised of the district's direct debt. The district has issued 
about three-quarters of a $572 million bond authorization approved by a high 
65% of voters in November 2016. The bulk of the authorization (44%) will 
address deferred maintenance needs while about 25% will provide new 
capacity throughout the district. Fitch projects the long-term liability burden 
will remain moderate upon the issuance of the remaining authorization over 
the next 18-24 months and additional overlapping debt which Fitch expects 
will be accompanied by continued gains in personal income. The 10-year 
principal pay out rate for GO bonds and COPs is slow at 31%.

The annual base rentals for the current COP offerings are payable from all 
legally available funds of the district but will be supported primarily from tax 
increment finances (TIF) revenues derived from the large Stapleton 
redevelopment project in eastern Denver. The district will receive these TIF 
revenues via agreements with the city of Denver, Denver Urban Renewal 
Authority, Park Creek Metropolitan District, and the developer of the 
Stapleton project. The assets securing the COPs consist of a combination of 
district school facilities outside of the financed projects.

On Jan. 1, 2010, all employees of the district became members of the Public 
Employee Retirement Association (PERA) of Colorado. PERA is a cost-
sharing, multiple-employer defined benefit plan, but it administers the district's 
pension program as a single-employer plan with its assets, liabilities and 
obligations separate and distinct from those of the other schools within 
PERA.

The district has $923 million in outstanding COPs that were issued to reduce 
its unfunded actuarially accrued liability (UAAL). Under GASB 67 and 68, the 
district's fiduciary net position equaled 79.3% of the total pension liability as of 
Dec. 31, 2015, a ratio that falls to 75.1% using Fitch's more conservative 7% 
rate of return assumption. Contributions are determined by state statute, 
rather than actuarially, and have historically fallen short of the actuarially 



determined level.

Statutory changes in the district's pension contribution levels will cause a 
deliberate ramp-up in its NPL but Fitch believes it will remain consistent with 
an 'aa' long-term liability burden assessment. Per statute, a five-year true-up 
calculation lowered the district's pension contribution rate from 13.75% of 
payroll to 10.15% as of Jan. 1, 2015. The true-up is designed to assure that 
the district's UAAL to payroll ratio is equal to PERA's by Dec. 31, 2039. The 
UAAL to payroll ratio of PERA's school division equaled 350% as of Dec. 31, 
2015, compared with the district's ratio of 112%. PERA's assets to liability 
equals 57.5% of its total pension liability using Fitch's 7% rate of return 
assumption. A revised benefit structure imposed for statewide school 
employees hired after Dec. 31, 2006 will improve PERA's school division 
assets to total pension liability ratio over the long term. Fitch believes this 
may allow future five-year true-ups to stabilize or improve the district ratio of 
assets to total pension liability.

Operating Performance
The district's strong gap-closing capacity is enabled by its expenditure 
flexibility and healthy financial reserves, supporting Fitch's expectation that 
the district can readily manage through economic downturns given its 
moderately low revenue volatility.

The district accumulated a sound fund balance in the wake of state revenue 
reductions imposed in fiscal 2010 and AV declines in fiscal years 2012 and 
2013. A portion of reserves was intended to fund short-term operating costs 
including a five-year cycle of curriculum adoption totaling $6 million - $8 
million per year. The district posted a planned drawdown of $12 million (1.3% 
of spending) in the fiscal 2016 audit to mitigate the instructional impact of the 
recurring shortfall in state revenues, totaling $87 million (10% of general fund 
revenues). The resulting unrestricted fund balance declined to $68.8 million 
or 7.7% of spending from 16.7% in fiscal 2011. As expected, the district's 
15% fund balance policy (which includes the required restricted 3% 
emergency cash reserve) was amended to include a 10% floor. Net of the 3% 
emergency cash reserve (which Fitch discounts due to its very restrictive 
conditions), the effective fund balance minimum is 7%, above the 6% 
threshold required for a 'aa' financial resilience assessment relative to the 



district's historical modest revenue volatility. Fitch expects the district to 
maintain reserves above this threshold, which is slightly below its policy floor, 
throughout economic cycles.

Due to the mill levy override approved recently, management projects the 
amended fiscal 2017 budget will increase unrestricted reserves by $26 million 
(2.8% of spending), leading to an unrestricted general fund balance 
estimated at 10% of spending. The district's five-year financial forecast 
projects balanced results through fiscal 2021, assumes state revenue cuts 
will not be restored, and is based on modest enrollment growth.
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subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-
4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission 
in whole or in part is prohibited except by permission. All rights reserved. In 
issuing and maintaining its ratings and in making other reports (including 
forecast information), Fitch relies on factual information it receives from 
issuers and underwriters and from other sources Fitch believes to be 
credible. Fitch conducts a reasonable investigation of the factual information 
relied upon by it in accordance with its ratings methodology, and obtains 
reasonable verification of that information from independent sources, to the 
extent such sources are available for a given security or in a given 
jurisdiction. The manner of Fitch’s factual investigation and the scope of the 
third-party verification it obtains will vary depending on the nature of the rated 
security and its issuer, the requirements and practices in the jurisdiction in 
which the rated security is offered and sold and/or the issuer is located, the 
availability and nature of relevant public information, access to the 
management of the issuer and its advisers, the availability of pre-existing 
third-party verifications such as audit reports, agreed-upon procedures 
letters, appraisals, actuarial reports, engineering reports, legal opinions and 
other reports provided by third parties, the availability of independent and 
competent third- party verification sources with respect to the particular 
security or in the particular jurisdiction of the issuer, and a variety of other 
factors. Users of Fitch’s ratings and reports should understand that neither an 
enhanced factual investigation nor any third-party verification can ensure that 
all of the information Fitch relies on in connection with a rating or a report will 
be accurate and complete. Ultimately, the issuer and its advisers are 
responsible for the accuracy of the information they provide to Fitch and to 
the market in offering documents and other reports. In issuing its ratings and 
its reports, Fitch must rely on the work of experts, including independent 
auditors with respect to financial statements and attorneys with respect to 
legal and tax matters. Further, ratings and forecasts of financial and other 
information are inherently forward-looking and embody assumptions and 
predictions about future events that by their nature cannot be verified as 
facts. As a result, despite any verification of current facts, ratings and 
forecasts can be affected by future events or conditions that were not 
anticipated at the time a rating or forecast was issued or affirmed. 
The information in this report is provided “as is” without any representation or 
warranty of any kind, and Fitch does not represent or warrant that the report 



or any of its contents will meet any of the requirements of a recipient of the 
report. A Fitch rating is an opinion as to the creditworthiness of a security. 
This opinion and reports made by Fitch are based on established criteria and 
methodologies that Fitch is continuously evaluating and updating. Therefore, 
ratings and reports are the collective work product of Fitch and no individual, 
or group of individuals, is solely responsible for a rating or a report. The rating 
does not address the risk of loss due to risks other than credit risk, unless 
such risk is specifically mentioned. Fitch is not engaged in the offer or sale of 
any security. All Fitch reports have shared authorship. Individuals identified in 
a Fitch report were involved in, but are not solely responsible for, the opinions 
stated therein. The individuals are named for contact purposes only. A report 
providing a Fitch rating is neither a prospectus nor a substitute for the 
information assembled, verified and presented to investors by the issuer and 
its agents in connection with the sale of the securities. Ratings may be 
changed or withdrawn at any time for any reason in the sole discretion of 
Fitch. Fitch does not provide investment advice of any sort. Ratings are not a 
recommendation to buy, sell, or hold any security. Ratings do not comment 
on the adequacy of market price, the suitability of any security for a particular 
investor, or the tax-exempt nature or taxability of payments made in respect 
to any security. Fitch receives fees from issuers, insurers, guarantors, other 
obligors, and underwriters for rating securities. Such fees generally vary from 
US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In 
certain cases, Fitch will rate all or a number of issues issued by a particular 
issuer, or insured or guaranteed by a particular insurer or guarantor, for a 
single annual fee. Such fees are expected to vary from US$10,000 to 
US$1,500,000 (or the applicable currency equivalent). The assignment, 
publication, or dissemination of a rating by Fitch shall not constitute a consent 
by Fitch to use its name as an expert in connection with any registration 
statement filed under the United States securities laws, the Financial 
Services and Markets Act of 2000 of the United Kingdom, or the securities 
laws of any particular jurisdiction. Due to the relative efficiency of electronic 
publishing and distribution, Fitch research may be available to electronic 
subscribers up to three days earlier than to print subscribers. 
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia 
Pty Ltd holds an Australian financial services license (AFS license no. 
337123) which authorizes it to provide credit ratings to wholesale clients only. 



Credit ratings information published by Fitch is not intended to be used by 
persons who are retail clients within the meaning of the Corporations Act 
2001 

Solicitation Status

Fitch Ratings was paid to determine each credit rating announced in this 
Rating Action Commentary (RAC) by the obligatory being rated or the issuer, 
underwriter, depositor, or sponsor of the security or money market instrument 
being rated, except for the following:

Endorsement Policy - Fitch's approach to ratings endorsement so that 
ratings produced outside the EU may be used by regulated entities within the 
EU for regulatory purposes, pursuant to the terms of the EU Regulation with 
respect to credit rating agencies, can be found on the EU Regulatory 
Disclosures (https://www.fitchratings.com/regulatory) page. The endorsement 
status of all International ratings is provided within the entity summary page 
for each rated entity and in the transaction detail pages for all structured 
finance transactions on the Fitch website. These disclosures are updated on 
a daily basis.


