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New Issue: Moody's assigns Aa2 to San Juan JCD's, NM $9.6M
GO Refunding Bonds, Series 2016

New Issue

Summary Rating Rationale
Moody's Investors Service has assigned a Aa2 rating to San Juan Junior College District's, NM
$9.6 million General Obligation Refunding Bonds, Series 2016. Moody's maintains the Aa2
underlying rating on the district's outstanding parity debt.
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The Aa2 underlying rating reflects the district's sizeable tax base yet economically
concentrated base, adequate financial reserve position, and recent trend of declining
enrollment. The rating further incorporates the district's below average socioeconomic
profile, minimal debt burden with rapid principal amortization, and modest pension burden.

Credit Strengths
»

Stable financial operations and reserve position

»

Large tax base and regional economic center

»

Low debt burden with fast principal amortization

Credit Challenges
»

Moderate economic concentration in volatile oil and gas industry

»

Trend of student enrollment declines

Rating Outlook
Moody's does not generally assign outlooks to local government credits with this amount of
debt outstanding.

Factors that Could Lead to an Upgrade
»

Substantial increase in liquid reserve position

»

Significant growth and diversification of local economy

Factors that Could Lead to a Downgrade
»

Sustained tax base declines or economic contraction

»

Reduction of liquid reserve levels

»

Continued loss of enrollment without corresponding expenditure management
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Key Indicators
Exhibit 1

Source: San Juan Junior College District, NM & Moody's Investors Service

Detailed Rating Considerations
Economy and Tax Base: Large Tax Base with Exposure to Volatile Oil and Gas Industry
San Juan College is located in San Juan County (A1), and serves the City of Farmington (Aa3) and the broader four corners region. The
county is the largest producer of natural gas and fourth largest producer of oil in the state. Given the concentration, the district's tax
base, which is coterminous with the county's, has been historically volatile due to swing in commodity prices. For example, sizeable
assessed value contractions of 21.2% and 10.2% were incurred in fiscal 2011 and fiscal 2014, respectively. The fiscal 2016 assessed
value of $4 billion is derived from a large full value of $12 billion and oil and gas values accounted for 24.5% of the assessed value.
Given the recent decline in commodity prices, the district's assess value is anticipated to decline by 9% to $3.6 billion for fiscal 2017
and 4% to $3.5 billion for fiscal 2018. Moody's notes the district has endured assessed valuation fluctuations in the past, and has
responded with tax rate adjustments or tuition increases. The region has been affected by the slowdown in oil and gas, though no
major layoffs are reported. Concentration in oil and gas is somewhat offset by Farmington's local economy, which is diverse, and
boasts a range of retail and restaurants. Additionally, San Juan Regional Medical Center (A3 STA) is a major employer with nominal
competition.
Top ten taxpayers make up a moderate 20.1% of fiscal 2016 assessed value, with the top two, Public Service Company of New Mexico
(Baa2 stable) and Arizona Public Service Company (A2 stable), managing coal fired power plants in the San Juan Basin. Given new
emission standards set by the EPA, the Public Service Company of New Mexico plans to retire two of its four units by December 2017.
Likewise, Arizona Public Service has already closed three of its five units with plans to upgrade the remaining units by August 2018. It
is unclear at this time how plant closures will impact employment. Moody's will continue to monitor the district's tax base; sustained
contraction or loss of a top ten taxpayer represents downward rating pressure.
The socioeconomic profile of San Juan County is slightly below average compared to national medians with per capita income and
median family income equal to 77% and 88.9% of national levels per the 2014 American Community Survey. Unemployment for San
Juan County is slightly elevated at 7.8% compared to the state's 5.8% and nation's 4.7% as of April 2016.
Enrollment has decreased modestly since fiscal 2012, with fiscal 2016 FTEs of 4,925. Management is conservative in their enrollment
projections for annual budgeting purposes. The district is focused on recruitment and retention of its students, offering high school
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students early college credit; providing in-state tuition for eligible students in neighboring states; and, working closely with industry to
graduate students into jobs.
Financial Operations and Reserves: Stable Reserve Position Anticipated to be Maintained
Financial operations and reserve levels are expect to remain stable over the near term future. Primary revenue sources are state aid,
property taxes and tuition and fees, which collectively accounted for 60% of fiscal 2015 revenues. Although student enrollment has
declined since peaking in fiscal 2012, state aid has increased every year and helped offset other rising expenditures. The district benefits
from implementing programs to increase student retention and graduation rates, a factor in the state aid funding formula. These
programs include a mandatory student success course and a center focused on providing resources to working families. Similar to state
aid, net tuition and fees have increased annually, from $4.4 million in fiscal 2010 to $6.9 million in fiscal 2015. The college adjusts
annual tuition infrequently, increasing rates in fiscal 2011 and again in fiscal 2015; however, fees for both residents and non-residents
have increased every year since fiscal 2011. Expenditures are standard, with a majority of funding spent on instruction and student
support. Over the last three years, management has adjusted staffing expenditures accordingly, which correspond with the declining
enrollment levels.
Fiscal 2015 financial statements exhibit a $9.5 million surplus with a $7 million addition to net assets. Moody's also notes that starting
with the fiscal 2015 audit, the district's net pension liability appears on the balance sheet due to GASB 67 & 68. The reported net
pension liability of $58.7 million now leads to a negative $51.6 million unrestricted net asset position, which is not comparable to the
prior year's $10.2 million level (13.3% of revenues). Moody's does not view this a credit event as we view our Moody's adjusted net
pension liability as a long term debt-like obligation. Management expects to report another surplus for fiscal 2016, but much smaller
around $100,000 and will have little impact to the district's balance sheet. The fiscal 2017 budget is balanced and does include a
$600,000 reduction in state-aid revenues given the student enrollment declines. Moody's notes the district has historically maintained
a narrow, but stable, unrestricted net asset position. However, future credit reviews will focus on the district's ability to maintain, and
ideally, increase, its liquid reserve levels. Significant narrowing of reserves may place downward pressure on the rating.
LIQUIDITY

Liquid reserves maintained by the district have declined since fiscal 2010 ($19.6 million or 28.6% of revenues) down to $14.8 million in
fiscal 2015, which equates to a still adequate 18.1% of revenues. Despite the declining trend, liquid reserves are anticipated to remain
stable over the near term given management's conservative budgeting practices. Continued declines in liquidity may result in negative
rating pressure.
Debt and Pensions: Low Debt Burden with Rapid Principal Amortization
Despite declining assessed values and the possibility of additional debt, the debt burden is expected to remain low and manageable
given rapid principal amortization. At 0.1% of fiscal 2016 full value, the district's debt burden is very low in comparison to the national
median. Post-sale, the district will have $5 million in authorized, unissued debt, if necessary, plans to issue in fiscal 2017. The district
plans to approach voters again in 2018 for another $10 million authorization.
Fiscal 2015 interest and sinking levy is 0.60 mills, which is well below the initial issuance tax cap of 5 mills, providing significant tax rate
flexibility. Additionally, if the district's assessed value were to decline to a point that is less than assessed value at time of issuance, the
district could levy whatever rate necessary to pay debt service.
DEBT STRUCTURE

Following the current refunding issuance, the district's debt will consist of $12.4 million in fixed rate general obligation bonds. Principal
payout is rapid with 93.5% retired in ten years, and all debt retired by fiscal 2028. In order to maintain the low debt service levy, the
current refunding will extend the maturity of the Series 2005 bonds (to be refunded) by four years. Despite the extension, debt service
savings is expected to be achieved.
DEBT-RELATED DERIVATIVES

The district does not have any variable rate debt and is not party to any interest rate swaps of other derivative agreements.
PENSIONS AND OPEB

The district has a slightly 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 2013 adjusted net pension liability (ANPL) for

3

21 July 2016

San Juan Junior College District, NM: New Issue: Moody's assigns Aa2 to San Juan JCD's, NM $9.6M GO Refunding Bonds, Series 2016

MOODY'S INVESTORS SERVICE

U.S. PUBLIC FINANCE

the district, under our methodology for adjusting reported pension data, is $141.9 million, or a slightly elevated 1.73 times operating
revenues. The three-year average of the district's ANPL to operating revenues is 1.7 times, while the three-year average of ANPL to
full value is manageable at 1.3%. 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 pension plans funding structure had several changes with the signing of SB 115 including the reduction of a cost-of-living
adjustment (COLA) and increases to employee contributions. The legislation will maintain the funding changes until the plan has
reached 100% funding, which is expected by 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
The college is an independent governmental entity accredited by the North Central Association of Colleges and Schools (authorized by
the Higher Learning Commission) through 2022. The college is governed by a seven-member board, which sets tuition and determines
curricula and degrees. The board has formal financial policies in place, requiring maintenance of a fund balance (unrestricted instruction
& general) equal to 2.0 months of the approved budgeted operating expenditures ($10.5 million) and has a plan to increase it to 3.0
months of budgeted operating expenditures, which would equate to approximately $15.8 million. The college's unrestricted I&G is an
internally maintained fund, roughly equivalent to unrestricted net position as reported in the audit. Additionally, the college sets its
own tax rates and the County Treasurer collects and distributes the resulting levy to the college.
New Mexico community college districts (CCDs) have an institutional framework score of “Aa” or strong. CCDs mainly rely on state
appropriations and property taxes with a smaller amount of tuition revenues that can be raised to enhance revenues, and all sources
remain highly predictable. Expenditures consist of salaries and special programs that can be easily cut if enrollment declines or
programs have no demand.

Legal Security
The bonds are secured by ad valorem taxes levied against all taxable property within the district, in an amount not to exceed five mills;
however this limit may be exceeded if the valuation of property within the district declines to a level lower than the valuation of such
property in the year in which the bonds were issued.

Use of Proceeds
Proceeds of the bonds will be used to refund the district's Series 2005 bonds for debt service savings. The proposed refunding calls for a
four year extension of the Series 2005 bonds.

Obligor Profile
The district is located in San Juan County, and serves both the City of Farmington and surrounding four corners region. The college is
the third largest community college and fifth largest higher education institution in the state, with fiscal 2016 FTE of 4,925.

Methodology
The principal methodology used in this rating was US Local Government General Obligation Debt published in January 2014. Please see
the Ratings Methodologies page on www.moodys.com for a copy of this methodology.

4

21 July 2016

San Juan Junior College District, NM: New Issue: Moody's assigns Aa2 to San Juan JCD's, NM $9.6M GO Refunding Bonds, Series 2016

U.S. PUBLIC FINANCE

MOODY'S INVESTORS SERVICE

Ratings
Exhibit 2

San Juan Junior College District, NM
Issue

Rating

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

Aa2
Underlying LT
$9,600,000
08/02/2016
General Obligation
Limited Tax

Source: Moody's Investors Service
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