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What does credit rating downgrade
mean for FCPS, Lexington taxpayers?

BY PIPER HANSEN AND
VALARIE HONEYCUTT SPEARS
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Fayette County Public
Schools still has a rela-
tively healthy financial
portfolio despite credit
ratings downgrades from
Moody’s Ratings in recent
weeks, and the district
could continue to make
capital improvements and
other investments without
impacting Lexington tax-
payers, according to ex-
perts from Moody’s and
an FCPS consultant.

Financial services com-
pany Moody’s Ratings
downgraded FCPS’ issuer
and general obligation
unlimited tax ratings two
notches in early March,
from Aa3 to A2, dropping
the district from the
fourth-highest rating to
the sixth-highest.

Moody’s is one of many
companies that provides
independent credit ratings
to help investors gauge the
risk of default or the likeli-
hood a borrower, the dis-
trict in this case, will fail
to make required repay-
ments.

Like personal credit
ratings or scores, a higher
rating reduces the cost of
borrowing for FCPS, while
a lower one increases it.

Moody’s said at the
time that it lowered FCPS’
ratings — showing less
confidence in the district’s
ability to repay debt and
secure additional bonds —
because the district has
weak governance and
budget management.

The ratings downgrade,
according to the report,
“reflects the district’s
narrow financial position
due to structurally imbal-
anced operations with
available fund balance
reaching just 4.8% of

revenue in fiscal 2025.”

The district’s future
lenders could ask for high-
er interest rates to offset
the higher risk following
the downgrade, said
Moody’s Ratings Assistant
Vice President Enrique
Cavazos. Cavazos is the
organization’s lead analyst
for FCPS.

“The issuer rating on
the district is sort of just a
general evaluation of their
ability to pay debt and any
sort of similar obligation,”
Cavazos said. “So, when
we downgrade a rating
like that, it’s essentially a
signal to investors and
lenders that credit quality
has weakened.”

THIN SAFEY MARGIN,
LOTS OF DEBT FOR
FCPS

Cavazos said in 2023,
the district had an avail-
able fund balance of $83
million, which was about
12% of its revenue. The
following year the fund
balance was 6% of reve-
nue, or about $43 million.
In 2025, the fund balance
was $26 million, or about
4% of revenue.

According to the report,
the district has approxi-
mately $938 million in
debt outstanding.

The low percentage
means the district is oper-
ating with very thin fi-
nancial safety margins
and has little buffer to pay
for unexpected expenses,
handle even the slightest
of drops in revenue, or
respond to market vola-
tility.

Moody’s scorecards
show a fund balance be-
tween 15% and 30% of
revenue is needed for a
strong rating.

Year-to-date fiscal 2026
financial results are trend-
ing positively year-over-
year for the district, the
Moody’s report said, and

the rating outlook —
which indicates the poten-
tial for a rating change
and is an opinion on the
likely direction of it — has
gone from negative to
stable, meaning it is un-
likely to move.

WHY FCPS IS STILL IN
RELATIVELY GOOD
FINANCIAL POSITION

The district’s enhanced
credit quality ratings re-
main unchanged and are
still firmly “investment
grade,” said FCPS spokes-
person Miranda Scully.
That rating is separate
from those that were
downgraded, and it gaug-
es the creditworthiness of
a third party, like the
state, to intervene in the
district’s ability to pay.

Investment grade tells
bond issuers that there is a
low risk the district will
default on the borrowed
money.

The unchanged en-
hanced rating is due to
Kentucky’s intercept pro-
vision for school debt,
which adds a layer of
security for bondholders.
If a school district falls
behind on payments, the
state Department of Edu-
cation may intercept funds
the board is due, like its
SEEK funding, and pay an
issuer or trustee to avoid
default.

Moody’s Ratings is the
only credit agency that has
downgraded the school
district as it stares down a
budget shortfall and re-
duced contingency fund.

The double notch down-
grade is what’s uncom-
mon, said Lauren Dahan
the Moody’s lead analyst
for Kentucky’s local gov-
ernments. It’s more com-
mon to move ratings one
notch at a time, but signif-
icant and fast changes in
finances is what drove the
downgrade.

“The notable aspect
here was there was a two-
notch downgrade which,
again, is not unheard of. I
mean, sometimes we even
have downgrades of more
notches than that if
there’s something really
unexpected,” Cavazos
said. “But in this case, the
financials deteriorated
significantly, and so we
had to adjust the rating to
reflect that.”

RATINGS RATIONALE,
FCPS FINANCIAL
HISTORY

FCPS’ slim financial
reserve is mitigated by the
district’s growing and
diverse economy, the
Moody’s report shows.
The report said FCPS has
a stable enrollment trend,
“modest” leverage and
fixed costs and no addi-
tional plans to borrow.

The district was previ-
ously downgraded in 2024
by one notch, bringing it
in line with the median
rating for school districts
across the country, Cava-
zos said. At the time,
Moody’s issued a negative
outlook based on a large
budget gap it believed
would be difficult for the
district to close.

“The negative outlook
was kind of reflecting that
there was a high probabil-
ity that they wouldn’t be
able to (close a gap) and
so we felt that there was a
high probability of a po-
tential future downgrade,”
Cavazos said. “So, this
recent downgrade is re-
solving that outlook.”

Moody’s evaluates
roughly 3,500 school
districts across the country
and last year downgraded
115 of them, while 112 saw
upgrades, Cavazos said.

In evaluating credit,
Moody’s relies on audited
financial statements, for-
ward-looking documents

provided by school dis-
tricts as well as demo-
graphic and economic
data. It also looks at en-
rollment trends that in-
form appropriations from
the state.

“Our methodology has a
scorecard that ultimately
outputs a rating,” Cavazos
said. “... It kind of helps us
in our analysis. ... In that
scorecard, we weigh the
economy, the financial
performance and leverage
equally at around 30%
each. And then we have
an additional 10% that is
our institutional frame-
work score.”

FCPS BUDGET TROUBLE

Last year, the school
district confirmed it was
facing a potential $16
million budget shortfall
with a reduced contingen-
cy fund. Superintendent
Demetrus Liggins has
since said the district’s
budget is better-managed.

But the financial issues
have prompted multiple
investigations.

One inquiry by an out-
side law firm found Lig-
gins failed to follow mul-
tiple district policies as
well as board governance
in handling budget over-
sight.

Another investigation by
a separate law firm found
employees under the su-
perintendent’s direction
should have had more and
better communication
about budget issues the
district was facing.

No one was found to
have deliberately done
anything wrong, according
to those investigations.

Liggins admitted to
needing to provide better
oversight for budgeting,
and says he has taken
more direct oversight of
financial matters.

DISTRICT CALLS ON
FINANCIAL
CONSULTANT

The district’s financial
consultant, Michael
George, told the school
board during a March 11
budget workshop the
change in credit rating is,
“about a 10 basis point
move in terms of your cost
of capital.”

Moody’s analysts who
spoke with the Herald-
Leader said the organiza-
tion only issues credit
ratings and could not
comment as to how specif-
ically the downgrade
would impact the district’s
future finances.

But George offered
some insight.

“Let’s say you were to
borrow 20 years from
today, that rate may be
4.1%, whereas before the
rating change, it would’ve
been 4% even,” said
George, who is a man-
aging director at Compass
Municipal Advisors. “...
From a cost of capital
perspective, that 10 basis
points equates to about
$125,000 in interest cost
on every $10 million bor-
rowed over 20 years.”

FCPS has a fixed rate on
its debt, so the downgrade
should not impact those
payments, only future
ones.

“As it sits today, your
debt service obligations
are about $55 million per
year,” George said, re-
ferring to the cash re-
quired to cover repayment
of interest and the unpaid
balance of what was bor-
rowed.

George said if the dis-
trict closes out the fiscal
year with a structurally
sound budget followed by
two years of surpluses, the
rating could be upgraded
back to its prior position,
or a higher one.

The Moody’s report
agreed. A trend of structu-
rally balanced operations
and sustained mainte-
nance of reserves around
10% of the district’s reve-
nue could lead to an up-
grade in ratings.

KY lawmakers push bills to
save road, gun and pesticide
industries from lawsuits

BY JOHN CHEVES
Jjcheves@herald-leader.com

Kentucky lawmakers
have been pushing several
“immunity bills” this
month to shield specific
industries — guns, pesti-
cides and road construc-
tion — from lawsuits filed
by people who say those
industries harmed them or
their loved ones.

Senate Bill 195, for ex-
ample, awaiting action in
the House, would help
protect road contractors
from lawsuits filed by
motorists if contractors
stick to specifications
handed to them by local or
state governments that
hire them.

The bill is sought by the
Kentucky Association of
Highway Contractors,
which has given nearly
$60,000 in campaign
donations to state politi-
cians in Frankfort over the
past year, including the
House speaker and the
Senate president. The
group also has spent near-
ly $25,000 lobbying the
legislature in that time.

Road construction firms
are unhappy about a series
of large jury verdicts in
recent years, awarding
tens of millions of dollars
in damages, following
fatal crashes around con-
struction zones.

Lawmakers’ attempts to
insulate different indust-
ries comes despite sec-
tions of the state Constitu-
tion that guarantee Ken-
tuckians access to the
courts when they are in-
jured and the right to jury
trial, describing these
rights as “sacred.”

As a result, it’s not clear
the immunity bills would
survive a constitutional
challenge if they become

law.

In December, the Ken-
tucky Supreme Court
handed the legislature a
defeat by putting limits on
a COVID-19 legal liability
shield the General Assem-
bly crafted to help nursing
homes and other busi-
nesses that operated dur-
ing the pandemic. A negli-
gence and wrongful death
lawsuit against a nursing
home was allowed to pro-
ceed.

“In my opinion, the
most recent version of
these bills that I've seen,
they probably all are un-
constitutional,” said Jay
Prather, a partner at the
Lexington law firm of
Garmer & Prather and an
adjunct professor who
teaches about liability at
the University of Kentucky
College of Law.

“Kentucky has a long
history of trusting the
ordinary people who sit on
juries to make important
decisions using all of the
facts in front of them,”
Prather said. “Immunity
bills are the legislature’s
attempt to substitute their
own judgment for the
judgment of juries.”

But another civil liability
expert said he isn’t so sure
the legislature’s efforts are
doomed.

Richard Ausness, a UK
professor emeritus of law,
said the proposed liability
shield for road contrac-
tors, for example, has its
roots in existing common
law recognized by courts
around the country.

“Under the government
contractor specification
doctrine, if you follow the
specifications the govern-
ment provided you — and
many of those cases arose
in connection with road
contractors — then you’re
immune,” Ausness said.

“If they depart from the
contract specification,
then they don’t get the
immunity.”

The legislature appar-
ently wants to write that
doctrine into Kentucky
law, Ausness said.

Kentucky’s Constitution
guarantees people access
to the courts, but that
doesn’t mean nobody can
be made immune from
legal liability, Ausness
said.

“There are plenty of
immunity provisions,” he
said. “The state, of course,
has immunity, or at least,
it channels litigation
through a statutory proce-
dure (the Board of Claims,
which caps awards at
$250,000). The fact that
they’re immunizing some-
thing or someone, I don’t
think that’s necessarily in
conflict.”

PROTECTING THE
ROAD BUILDERS

The Senate voted 31-
to-5 to approve Senate Bill
195 on March 19 and send
it to the House.

The sponsor, state Sen.
Craig Richardson, R-Hop-
kinsville, said the bill
would create a “rebuttable
presumption” that a road
contractor won’t be held
liable for claims of proper-
ty damage, injury or death
arising from work it per-
formed if it
faithfully
followed
the plans
and specifi-
cations.

That
presum-
ption could
be chal-
lenged, but
a plaintiff would have to
prove that it was more
likely than not that the
road contractor in some

Craig
Richardson
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Senate Bill 195 would help protect road contractors from
lawsuits filed by Kentucky motorists if contractors stick to
specifications handed to them by local or state

governments that hire them.

way failed in its job or was
responsible for the dan-
gerous defect.

The bill also would
allow a plaintiff’s case to
be weakened if it’s estab-
lished they were speeding,
driving drunk or driving
while using a phone at the
time of the crash in ques-
tion.

“This legislation does
not eliminate claims, does
not cap damages and does
not protect negligent ac-
tors,” Richardson said.
“What it does is provide a
structure and predict-
ability and how liability is
evaluated in our court
system, ensuring that
responsibility is placed
where it truly belongs.”

One of the five senators
to oppose the bill, Demo-
crat Cassie Chambers
Armstrong of Louisville,

said she trusts juries “to
get it right” when present-
ed with all the facts.
“We’ve seen a lot of big
verdicts involving road
contractors in recent
years,” Armstrong said.
“However, these big
verdicts have been be-
cause there have been big
damages,” Armstrong
said. “We have seen in-
stances where people have
died, people have died in
front of their children.
People have died not just
because of negligence but
because of gross negli-
gence on the part of par-
ties. And so I’'m not sure I
understand exactly why
we are changing our jus-
tice system for this issue.”

HELPING THE GUN AND
PESTICIDE INDUSTRIES
The other immunity

bills the legislature is
moving this session in-
clude House Bill 78, to
expand on existing state
and federal liability pro-
tections for gun manu-
facturers and gun dealers
as a lawsuit continues in
Louisville over the 2023
mass shooting at the Old
National Bank that left
five people dead and eight
wounded.

The bill also would
punish people who sued
gun-related businesses in
violation of the liability
shield, including the dis-
missal of their lawsuits
and civil penalties that
could be enforced by the
attorney general.

The House voted 75-
to-17 to approve House
Bill 78 on March 17 and
send it to the Senate,
where it’s assigned to the
Senate Judiciary Commit-
tee.

There also is Senate Bill
199, which critics say
would shield the pesticide
industry from failure-to-
warn health and envi-
ronmental claims against
their products even as the
U.S. Supreme Court pre-
pares to hear a major case
against Monsansto’s
weedkiller Roundup.

In that case, John Dur-
nell of St. Louis sued Mon-
santo in 2019, blaming it
for his contracting non-
Hodgkin lymphoma, a
type of cancer. Durnell
claims the company failed
to adequately warn con-
sumers of the risks of
cancer from using a gly-
phosate-containing prod-
uct, like the one it sold.

Under Senate Bill 199,
the federally required
warning label on pesti-
cides “shall be deemed a
sufficient warning label”
to alert consumers to any
of the pesticides’ potential
hazards.

The Senate voted 24-
to-11 to give final passage
to Senate Bill 199, on
March 19, concurring with
changes made in the
House, and sent it to Gov.
Andy Beshear’s desk for
his signature or veto.



