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Luna County, NM
New Issue - Moody's Assigns an Initial A3 to Luna County,
NM's $12M Hold Harmless GRT Rev Bonds, Ser. 2016

Summary Rating Rationale
Moody's Investors Service has assigned an initial A3 to Luna County, NM's Gross Receipts Tax
(GRT) Revenue Bonds, Series 2016.

The initial A3 rating reflects the average debt service coverage projected, broad nature of
the hold harmless GRT pledge and adequate legal provisions. Additional considerations
include the county's moderately-sized tax base and rural economy, based in agriculture, and
corresponding socioeconomic indices, which are below average compared to peers.

Credit Strengths

» Expected development along the US-Mexico border

» Adequate legal provisions and projected debt service coverage

Credit Challenges

» Recently enacted pledged revenue stream with no long-term collection history

» Leveraged pledged revenue stream

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

Factors that Could Lead to an Upgrade

» Significant increases in hold harmless revenues providing improved coverage levels

» Further tax base expansion and diversification; additional full-time jobs reducing
unemployment levels and increasing wealth indices

Factors that Could Lead to a Downgrade

» Declines in hold harmless revenues or additional leverage that leads to narrowing of

» coverage levels

» Tax base contraction; loss of a top employer

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1039223
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Key Indicators; Projections Through Fiscal 2020

Exhibit 1

Source: Preliminary Official Statement, Dated April 2016; Moody's Investors Service

Detailed Rating Considerations
Tax Base and Nature of Pledge: Moderately-Sized Tax Base is Southern New Mexico; Local Economy Based on Agriculture
The county's base will likely remain stable over the mid-term given expectation of continued development along the US-Mexico
Border. Located in Southern New Mexico and encompassing 2,950 square miles, the county is bisected by Interestate 10 east to west
and County Highway 11/State Highway 180 north to south. The tax base is moderately-sized, with fiscal 2016 assessed value of $550.6
million, derived from a full value of $1.7 billion. Officials report the local economy is based in agriculture, with crops such as green
chilies, pecans, cotton, melons and grapes. Due to the seasonable nature of the produce, a large portion of the county's workforce
is part-time and transient, which inflates the unemployment rate to 11.5% (June 2016). Officials report that Border Foods, a food
processing company owned by Mizkan, is considering investing in year-round crops, which has potential to reduce the number of part-
time ag workers. Development outside of farming and ranching is pronounced: the federal government is investing $85 million in
expanding the existing border-crossing in Columbus, NM. Once completed in 2020, the county anticipates an increase in international
trade, as well as additional job opportunities for its residents. The county's wealth indices are below average, with median family
income reported at 54.2% of the US, per the 2014 American Community Survey. Positively, the district is not concentrated in oil,
gas or coal. Top ten taxpayers comprise a moderate 24.8% of fiscal 2016 full value, but are primarily electric utilities and railroad
companies.

Moody's considers the hold harmless GRT pledge to be broad in nature, given that it is a tax levied against all goods and services
purchased within the county, with the exception of food and medical. Luna County is levying the full 3/8th available to them; there
is no additional flexibility under the hold harmless GRT pledge. As the county's economy continues to develop and diversify, thereby
providing a greater number of full-time job opportunities, Moody's expects hold harmless collections to remain stable, if not gradually
increase, over the long-term.

Debt Service Coverage and Revenue Metrics: Average Debt Service Coverage Projected
Debt service coverage on the bonds are expected to remain stable over the near-term given projected revenue collections and
relatively flat debt service payout. The county implemented the 3/8th (0.375%) hold harmless GRT in July 2015 (fiscal 2016). Based on
a three year average of county's 1/8th GRT collections, officials estimate the hold harmless GRT should generate approximately $1.2
million per year. In fiscal 2016, hold harmless collections totaled $935,000 (10 months); extrapolating, over the course of 12 months,
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the county would have collected approximately $1.1 million. Expected revenues of $1.2 million would provide coverage of 1.5 times
MADS ($826,000 in 2042). This is average compared to peers and reflective of the A3 rating.

The county provided “historical” hold harmless revenues for fiscal 2011 through fiscal 2015 by utilizing their 1/8th county GRT
collections as proxy. The collections exhibit volatility, likely driven by the seasonal, transient workforce, with declines in three of the
five years. However, even at its lowest, revenues provided a still-adequate 1.47 times MADS. Future reviews will focus on revenue
collections and trends, and how they impact coverage.

Debt and Legal Covenants: Adequate Legal Provisions
The debt burden is expected to remain manageable over the mid-term given limited debt plans. The county's debt burden is 1.4%
of fiscal 2016 full value, which is slightly above state and national medians of 1.0% and 0.5%, respectively. Inclusive of the current
issuance, the county will have $23.1 million in outstanding obligations, of which $9.7 million is secured by various GRT pledges. Series
2016, along with a $1 million private placement, are the only bonds secured by the hold harmless GRT. The county's capital needs
focus on improvements of their Detention Center, which they estimate will cost $16.2 million. The Series 2016 bonds will address a
majority of these facility updates, with the remaining $4.2 million cash-funded from excess revenues generated.

Regarding legal provisions, sufficient bondholder security is provided by an additional bond test that requires the pledged revenues
received by the county for the twelve months immediately preceding the date of the issuance of such additional bonds shall be
sufficient to pay 1.5 times MADS on both the outstanding and proposed bonds in the subsequent fiscal year. Given projected MADS
coverage of 1.5 times, the hold harmless GRT is already leveraged, and the county may be challenged to issue additional bonds, if
needed.

A debt service reserve shall be established at the lessor of the three-prong test (10% of the principal amount of the bonds, MADS, or
1.25 times average annual debt service). The reserve will be created at the time of pricing, and will be funded with bond proceeds or an
investment-grade surety policy. Moody’s notes the pledge is open loop, with funds flowing first to service the debt; second, to top up
the debt service reserve fund; and, eventually, made available for any other lawful purpose.

DEBT STRUCTURE

The Series 2016 bonds have slow principal amortization, with only 16.6% retired in ten years. Of note, principal payout is ascending,
whereas total debt service is fairly flat over the life of the bonds, which retire in 2045.

DEBT-RELATED DERIVATIVES

The county does not have any variable-rate debt, nor is party to any derivative agreements or swap contracts.

Management and Governance
The county is governed by the Board of County Commissioners, which is composed of three commissioners, one of whom is
designated as the chairman. Members of the County Commission are elected every four years. The County Manager resigned mid-April
2016. A new manager was hired in June 2016.

Legal Security
The bonds are payable and collectible solely from the revenues derived from the three-eighths (0.375%) increment of the county hold
harmless gross receipts tax levied by the county, imposed on persons engaging in business in the county.

Use of Proceeds
Proceeds from the Series 2016 issuance will be used for various improvements to the county's detention center, including: 288 new
beds; IT room; medical unit; and, security electronics upgrade.

The county is issuing hold harmless GRT bonds to make various improvements at its Detention Center. As of now, about one-quarter
of the beds (119 out of 424) are used to house county inmates, the cost of which the county must bear. Additionally, officials report
they are forced to decline federal (US Marshal) or out-of-county inmates, forgoing at least $3.2 million in additional revenues. The
county plans to increase its “revenue-generating” inmates by adding 168 beds, as well as implementing rehabilitation programs, ideally
reducing the number of county inmates, as well as rates of recidivism. The county has contracts to house US Marshal inmates and
Sierra County inmates, which generated $4.3 million and $1 million, respectively, in fiscal 2015. The county plans to renegotiate both
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contracts in late 2016/early 2017. Once construction is complete, Luna County may consider approaching neighboring counties to
discuss additional contracts. Moody's notes that the Detention Center has been self-sufficient since fiscal 2014, and does not require
support of the General Fund to operate. Likewise, fiscal 2016 is projected to be another positive year, with revenues of $6.1 million and
expenses of $5.9 million.

Obligor Profile
Luna County is located in southern New Mexico, and encompasses 2,950 square miles. Estimated 2015 population is 25,095. The local
economy is predominantly based on agriculture.

Methodology
The principal methodology used in this rating was US Public Finance Special Tax Methodology published in January 2014. Please see
the Ratings Methodologies page on www.moodys.com for a copy of this methodology.

Ratings

Exhibit 2

Luna (County of) NM
Issue Rating
Gross Receipts Tax Revenue Bonds Series 2016 A3

Rating Type Underlying LT
Sale Amount $12,000,000
Expected Sale Date 09/08/2016
Rating Description Special Tax: Sales

Source: Moody's Investors Service
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