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Chicago Teachers Set Strike Date as Investors Eye Costs.
Union sets Oct. 17 as strike date as negotiations continue●

Bondholders are ‘paying close attention’: AllianceBernstein●

Chicago teachers have decided to strike in about two weeks, leaving investors in the city’s junk-
rated school district closely watching the costs of the Chicago Board of Education’s efforts to avoid a
walkout.

The Chicago Teachers Union said Wednesday it had set a strike date of Oct. 17. The announcement
comes after about 800 union delegates representing every school in the district met behind closed
doors.

“Strike will be a last resort,” Jesse Sharkey, president of the union, said during a Wednesday
evening press conference, adding that the group is trying to reach a negotiated settlement. “The city
can afford our demands.”

About 94% of Chicago Teachers Union members voted last week to authorize a strike to demand
higher pay, more support staff like nurses and social workers and better working conditions. Union
and district representatives are still negotiating, with school officials enhancing their offer,
according to the district.

“We are looking for a settlement that’s in the district budget, and the district is able to sustainably
fund the contract,” said John Ceffalio, a credit analyst for AllianceBernstein Holding LP, which holds
$45 billion in municipal assets including Chicago and the city’s school bonds. “If it is more
expensive, how are they going to fund it?”

The teachers union has rejected the district’s offer for a 16% pay increase over five years and has
said its plan for adding support staff falls short. The standoff comes at the same time that city park
district workers and other school staff like security guards are also planning to strike at the same
time, leaving Mayor Lori Lightfoot facing multiple walkouts this month. The parks have come to
agreement with 24 of its 25 union but no deal has been made with SEIU Local 73, which represents
two-thirds or 2,400 workers, the district said Wednesday.

“We are going to stick together,” Sharkey said.

Contingency Plans

School buildings will be open on normal schedules to give students “a safe place to go should a work
stoppage occur,” on Oct. 17, according to the Chicago Public School’s contingency plan.

“While we are doing everything in our power to reach a fair deal that prevents a strike, we are fully
prepared for a work stoppage should one occur,” according to a joint statement from Lightfoot and
CPS Chief Executive Officer Janice K. Jackson.

School bondholders and credit rating companies are monitoring the teachers’ plans, and watching
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how much the nation’s third-largest school district gives in to avoid or end a strike.

Both sides reaching an agreement before a walkout is within expectations, according to
AllianceBernstein’s Ceffalio. Chicago teachers last had a one-day walkout in April 2016, and in 2012,
the union staged the city’s first public school strike in 25 years.

“We are paying close attention as bondholders,” Ceffalio said.

Since the district introduced its $7.7 billion budget in early August, its subsequent offers to the
union would raise labor costs by tens of millions of dollars in fiscal 2020 and over the next five years,
according to a person at the district close to the negotiations. The board still expects to stay in its
budget parameters, according to the person who asked not to be named as the discussions are
ongoing. Given additional state funding, the district “can more than afford to do better by our
students,” according to Chris Geovanis, a union spokeswoman.

Chicago Teachers Union rejected 16% pay increase over 5 years
“We are looking for structural balance,” Blake Yocom, an analyst for S&P Global Ratings, said in a
phone interview. “CPS has built in certain assumptions. Anything beyond that that reverses their
positive trend or recent improvement in financial position would hold back any future upgrades.”

It wasn’t that long ago that the school district was in danger of running out of money. For example,
in 2016, the district was facing a $1 billion deficit and needed to borrow money to stay solvent, the
school system’s management said at the time. Its finances have improved since the state of Illinois
increased its funding to Chicago’s schools last year. S&P in August raised its rating on the Chicago
Board of Education to BB- from B+ with a positive outlook. Fitch also boosted its rating by one level
to BB, two levels into junk.

“They just returned to a positive fund balance,” Yocom said. “Any erosion of that could lead to a
revision of the outlook back to stable. If this settlement is successful and achieves a structural
balance, they were looking at a likelihood of an upgrade.”

Credit Negative

A strike itself wouldn’t necessarily halt the district’s upward trajectory, but much higher labor costs
could be credit negative, Yocom said, adding that he’s watching for any impact on the credit outlook,
rather than a rating change.

Lightfoot has said she’ll personally come to the table to negotiate to avoid a strike. The labor unrest
comes as the first-term mayor is preparing to give her first budget address on Oct. 23. She’s looking
for cash to close an $838 million hole in the city’s budget, the largest in recent history, according to
her office.

While Chicago’s spending plans are separate from the budget of the school system, the two entities
are intertwined. They share the same shrinking tax base, and both are struggling with rising
pensions costs. The mayor appoints the school board members as well as the city’s chief financial
officer. Chicago CFO Jennie Huang Bennett is the former CFO of the school district.

The labor conflict has been “baked” into ratings but that could change if a prolonged strike occurs
or if the final deal far exceeds the board’s budget expectations, said Eric Friedland, director of
municipal research at Lord Abbett & Co., which which holds $26 billion in muni assets including city
of Chicago and Chicago Board of Education bonds.

“The union has to understand that the district has limited resources,” Friedland said. “There is a lot



of brinkmanship to play out.”
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