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Moody's Investors Service has assigned an A2 underlying rating to Deming Public School
District No. 1's (Luna County), NM $10.5 million General Obligation School Bonds, Series
2016A and $3.3 million General Obligation Refunding Bonds Series 2016B. Concurrently,
Moody's has affirmed the A2 rating on the district's outstanding parity debt. The outlook
remains negative. The rating action and outlook affects $29.8 million, inclusive of the current
transaction. In addition to the underlying rating, Moody's has assigned a Aa1 enhanced rating
to the General Obligation Bonds, Series 2016A and 2016B based on the New Mexico School
District Enhancement Program-Post March 30, 2007.
The A2 rating and assignment is based on the district's modestly-sized tax base, manageable
debt profile, and high pension burden. The A2 also incorporates the district's low wealth
indices and narrowing financial flexibility after a trend of imbalanced operations, which is
somewhat mitigated by liquidity outside the district's General Fund.
The Aa1 enhanced rating assigned to the Series 2016A and 2016B General Obligation Bonds
is based on our assessment of the NMSDEP - Post March 30, 2007 and a review of the
district's proposed financing. For additional information on the program, please see Moody's
report dated May 4, 2008.

Credit Strengths
»

Manageable debt burden with above average principal amortization

»

Taxable values continue to experience appreciation

Credit Challenges
»

Limited financial flexibility after consecutive years of unbalanced operations

»

Depressed socioeconomic profile with high unemployment levels

»

High pension burden

»

Increasing health care costs
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Rating Outlook
The negative outlook reflects a history of imbalanced General Fund operations that has narrowed the district's financial flexibility. A
continued trend or larger than expected deficits would place downward pressure on the rating.

Factors that Could Lead to an Upgrade
»

Trend of favorable financial operations, bolstering financial reserves

»

Significant growth of the tax base and diversification of the economy

Factors that Could Lead to a Downgrade
»

Ongoing trend of structural imbalance resulting in depletion of financial reserves

»

Substantial contraction of taxable value

Key Indicators
Exhibit 1

Source: Moody's Investors Service

Detailed Rating Considerations -Enhanced
Moody's has assigned an enhanced rating of Aa1 to the Series 2016A and Series 2016B General Obligation Bonds, equivalent to the
NMSDEP Post March 30, 2007 programmatic rating. Ratings on individual intercept financings depend on programmatic rating as well
as the evaluation of additional rating factors. These factors include the sufficiency of interceptable revenues as determined by specific
coverage tests, the timing of the state's fiscal year as it relates to scheduled debt service payment dates, and the transaction structure.
Based on the district's state equalization guarantee (SEG) funds for fiscal year 2015, interceptable state-aid provides an ample
minimum of 10.63 times coverage of maximum periodic debt service. Further, state revenues provide an adequate minimum 9.75
times maximum periodic debt service coverage when coverage is stressed by deducting the state's final monthly state aid payment
within a fiscal year. State-aid funding levels for New Mexico school districts have been stable in recent years, but have experienced
mid-year cuts to address fiscal stress at the state level within the last decade. However, this weakness is somewhat mitigated by a
continued level of ample debt service coverage as previously discussed. Principal payments are scheduled for October, early in the
State's fiscal year, and is considered an average interval that mitigates the risk of late budgets. The program requires the appointment
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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of a third party fiscal agent, who is required to notify the state if an intercept of SEG is required. The Bank of Albuquerque is the fiscal
agent for the current sale.

Detailed Rating Considerations - Underlying
Economy and Tax Base: Modestly Sized Tax Base Driven By Ranching and Agriculture
Deming Public School District No. 1 is located in southwest New Mexico, and serves the City of Deming and other communities within
Luna County. The district's economy is primarily driven by ranching and agricultural activity, which leads to a cyclical economy with
a transient labor force. Taxable values have averaged annual growth of approximately 2.8% over the last five years to reach a total
assessed valuation of $550.6 million for fiscal 2016, derived from a moderately sized $1.65 billion full valuation, which is above average
for the rating category. Management reports that appreciating values of existing property has driven the recent increases in taxable
values. Roughly 57% of the total assessed value are classified as non-residential, while the remaining 43% is derived from residential
properties. The district's tax base is moderately concentrated with the top ten taxpayers accounting for 24.6% of the fiscal 2016
assessed value. School officials report that some commercial entities related to the sustainable energy and food processing industries
within the district's boundaries are expanding operations and will create additional jobs in the near future. The district's tax base will
likely continue to see limited growth given recent trends of appreciating taxable values and ongoing development.
The district exhibits below average indicators measured by both per capita income and median family income (2013 American
Community Survey, U.S. Census) that represent 57.2% and 55.3% of the nation, respectively. As of April 2016, unemployment within
Luna County remained significantly high at 15.6% compared to the state (5.8%) and national level (4.7%) during the same time period.
The district has experienced an average annual enrollment increase of 0.9% over the past five years to 5,415 in fiscal 2016. Officials
expect the modest increases in enrollment to continue.
Financial Operations and Reserves: Limited Financial Flexibility After Recent Deficits
Despite a minimal surplus of $67,000 in fiscal 2015, the district's financial flexibility remains limited given narrowed reserves.
Expenditures from transportation services, salary increases, and other costs, led to three consecutive years of General Fund balance
decline from fiscal 2012 through fiscal 2014. The continued deficits have led to a weakened General Fund balance of $2.9 million, a
narrow 7% of General Fund revenues in fiscal 2015. The district was able to achieve a surplus in fiscal 2015 largely from a $2.4 million
increase in revenues from the state due to growing enrollment. Operating reserves, including the debt service fund, totaled $5.7 million
or 12.9% of revenues. The district reports approximately $3 million of additional liquidity outside of the General Fund in the cafeteria
fund that is lawfully available for the district's use. This additional cushion equates to 7.3% of General Fund revenues in fiscal 2015.
Deficit operations are projected for fiscal 2016, with an anticipated $500,000 draw on reserves. The expected deficit would decrease
the total General Fund to approximately $2.3 million, or a narrow 5.8% revenues. Management reports the planned draw due to an
increase in health insurance costs. The draw would bring the district closer to its minimum operating target, a General Fund reserve
level of 5%. The liquidity outside the General Fund is expected to be maintained around $2 million and equate to approximately 5.3%
of anticipated revenues. Management reports the possibility of an additional draw on reserves in fiscal 2017 of $400,000. Inability to
balance operations or larger than expected declines on reserves that lead to diminished reserves below the districts minimum target
would place downward pressure on the current A2 rating.
LIQUIDITY

Liquidity maintained in the district's General Fund at fiscal year-end 2015 was $2.9 million, or a narrow 7% of revenues for the rating
category. Including the debt service fund, operating liquidity was $6.1 million, a modest 13.5% of operating revenues. General Fund
liquidity levels are expected to decline in fiscal 2016 and 2017 to levels near the district's minimum target of 5% of revenues.
Debt and Pensions: Manageable Debt Burden but Elevated Pensions
The district's debt burden is expected to remain manageable as the current issuance increases the debt burden to 1.8% direct and 2%
overall, as a percentage of fiscal 2016 assessed valuation. The current bond sale is the third and final series ($10.5 million) of a $27
million general obligation bond election held in February 2014. Authorization from the 2014 election has been exhausted. We expect
the debt burden will remain moderate given the above average principal amortization and the debt burden limitation of 2% of full
valuation. Officials plan to go to voters for additional debt authorization in 2018.
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DEBT STRUCTURE

All of the district outstanding debt is long term, fixed- rate obligations. Principal amortization of all outstanding debt is average with
77.2% repaid in ten years.
DEBT-RELATED DERIVATIVES

The district has not entered into any derivative agreements.
PENSIONS AND OPEB

The district has an above-average employee pension burden, based on unfunded liabilities for its share of the Educational Retirement
Board (ERB), a cost sharing plan administered by the state. Moody's fiscal 2015 adjusted net pension liability (ANPL) for the district,
under our methodology for adjusting reported pension data, is $140 million, or an elevated 3.2 times operating revenues. The three
year average of the district's ANPL to operating revenues is 3.2 times, while the three-year average of ANPL to full value is very
elevated at 8.5%. 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.
The New Mexico pension plan funding structure experienced several changes with the signing of SB 115, including the reduction of a
cost-of-living adjustment (COLA) and increases in employee contributions. The legislation will maintain the funding changes until the
plan has reached 100% funding, which is estimated to be achieved in 2043. We believe the funding changes adopted in SB 115 will
limit budgetary pressure on the district related to future pension costs.
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
New Mexico school districts have an institutional framework score of “A,” or moderate. Districts have a low ability to raise revenues
because state aid provides over 95% of funding, and property taxes are subject to a small 0.5 mill cap. State aid is moderately
predictable given a recent trend of increased funding and a history of funding cuts over the past decade. Expenditures, which are
primarily comprised of personnel and facility costs, are moderately predicable given flat student enrollment levels. Districts have a
moderate ability to reduce expenditures given above average fixed costs.

Legal Security
The Bonds are general obligations of the district, payable from general (ad valorem) property taxes which are required to be levied
against all taxable property in the District without limitation as to rate or amount.

Use of Proceeds
The majority of the proceeds from the sale ($10.5 million) will be used to continue the construction and design phase of a new high
school and middle school. The remaining $2.5 million will be used to refund a portion of the district's Series 2007 bonds for net present
value savings.

Obligor Profile
The District is a political subdivision of the State organized for the purpose of operating and maintaining an educational program
for school-age children residing within its boundaries. The District is located in the central portion of Luna County and southwestern
New Mexico. The District contains approximately 2,968 square miles and operates seven elementary schools, one middle school, one
intermediate school, one high school and one alternative high school. Enrollment in 2016 totaled 5,415 students.

Methodology
The principal methodology used in the underlying rating was US Local Government General Obligation Debt published in January
2014. 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 Ratings Methodologies page on www.moodys.com for a copy of these methodologies.
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Exhibit 2

Deming Public S.D. 1 (Luna County), NM
Issue

Rating

General Obligation School Bonds, Series 2016A
Rating Type
Sale Amount
Expected Sale Date
Rating Description
General Obligation School Bonds, Series 2016A
Rating Type
Sale Amount
Expected Sale Date
Rating Description
General Obligation Refunding Bonds, Series
2016B
Rating Type
Sale Amount
Expected Sale Date
Rating Description
General Obligation Refunding Bonds, Series
2016B
Rating Type
Sale Amount
Expected Sale Date
Rating Description

A2
Underlying LT
$10,500,000
07/20/2016
General Obligation
Aa1
Enhanced LT
$10,500,000
07/20/2016
General Obligation
A2
Underlying LT
$3,295,000
07/20/2016
General Obligation
Aa1
Enhanced LT
$3,295,000
07/20/2016
General Obligation

Source: Moody's Investors Service
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