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Subordinate Lien W&S Revenue Bonds, Ser. 2017

Summary Rating Rationale
Moody's Investors Service has assigned an initial A1 to City of Roswell, NM Water and Sewer
Enterprise's $18.4 million Joint Water and Sewer Improvement Revenue Bonds, Subordinate
Series 2017. Concurrently, Moody's has affirmed the Aa3 on $8.4 million in outstanding
senior lien obligations.

The Aa3 senior lien rating is based on the enterprise’s healthy debt service coverage and
ample unrestricted cash, both a result of annual rate adjustments coupled with expense
management. The rating also incorporates the system’s stable, if poor, customer base that
is anchored by agriculture and higher education institutions; aging facilities that require
substantial capital investment; supply capacity that can serve the population over the long-
term; adequate legal provisions; and an elevated debt burden with plans to issue in the next
24 months. Assignment of the A1 subordinate lien rating is based on the junior nature of the
pledge and weaker legal provisions.

Credit Strengths

» Healthy cash reserves and debt service coverage well in excess of covenants

» Substantial water supply that can support future population growth

Credit Challenges

» Elevated debt burden with plans to issue in the mid-term

» Aging assets that require significant future investment

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

» Improved asset life

» Expansion of system size, as measured by O&M

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1055821
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Factors that Could Lead to a Downgrade

» Significant reduction in days cash on hand

» Narrowing of debt service coverage

» Material increase to the debt burden without corresponding growth in operating revenues

Key Indicators

Exhibit 1

Source: City's CAFRs; Moody's Investors Service

Detailed Rating Considerations
Service Area and System Characteristics: Stable Service Area; System Capacity Sufficient to Serve Population
The system serves a stable customer base that is a regional economic hub for southeastern New Mexico. The utility provides water
and sewer service to the City of Roswell (Aa2), which is the fifth largest city in New Mexico and is located about 195 miles southeast
of Albuquerque (Aa1 stable) and 170 miles west of Lubbock, TX (GOLT Aa2, stable). Roswell is the largest city in southeastern New
Mexico and serves as an economic center for surrounding areas. Population increased by 6.8% between 2000 and 2010 to 48,366;
however, since then, the service area has remained fairly unchanged, with a 2016 population of 48,301. Major employers include
Roswell Independent School District (Aa2; 822 employees); Leprino Foods, a mozzarella cheese manufacturer (650 employees); and
Eastern New Mexico Medical Center (595 employees). The economy is anchored by Eastern New Mexico University (Roswell Branch),
which educates 3,500 full time students, and New Mexico Military Institute, with an enrollment of 1,000. Wealth levels remain below
average with median family income equal to 74.4% of the U.S. according to the 2014 American Community Survey. Unemployment
rates are elevated at 6.6%, compared to the state's 6.4% and nation's 4.4%, as of November 2016.

In fiscal 2016, the city served 20,729 total customers, an 8.8% increase since fiscal 2011. Customer concentration is negligible, with the
top five water and sewer customers accounting for 3.8% and 1.5% of fiscal 2016 operating revenues (unaudited), respectively. These
users consisted of local governments, an apartment complex and a nursing home.

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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The city has water rights of 26,189 acre-feet per year and water is supplied by 20 wells that tap the San Andreas aquifer. Water system
capacity is approximately 40 million gallons per day (MGD), which is sufficient to meet average daily consumption of roughly 20 MGD
and peak consumption of 30 MGD in the summer. Of note, water consumption declined in fiscal 2013, 2014 and 2015; customer
counts fell in tandem, but not to the same degree. Consumption increased in fiscal 2016. Despite short-term volatility, the enterprise's
operations remained largely unaffected, with declines being offset with rate increases. There are no long-term supply concerns; based
on current water rights, the city could easily serve a population of 350,000. The wastewater system includes 225 miles of collection
lines, four lift stations and one treatment plant. The treatment plant was built in 1987 and most recently updated in 2008. Treatment
capacity of 7.0 MGD is sufficient to meet average daily flow of 3.3 MGD.

The city's facilities are aged, with remaining useful life, as calculated by Moody's, of roughly 21 years, low compared to peers. However,
this is an improvement from fiscal 2013's 11 years. The city's five-year capital improvement plan outlines investment of $50 million in
rehab through fiscal 2020, which will be funded with excess cash (generated through annual CPI rate increases) and debt.

Debt Service Coverage and Liquidity: Healthy Coverage and Liquidity Driven by Rate Increases
The enterprise's operations are healthy, bolstered by rate increases and conservative management. The city has adjusted rates annually
since fiscal 2010, with two increases in fiscal 2013. As a consequence, operating revenues have ticked upwards, increasing from $8.4
million in fiscal 2010 to $11.4 million in fiscal 2015. Concurrently, expenses have remained fairly flat, ultimately resulting in increasing
net revenues. In fiscal 2015, net revenues of $3.7 million provided 3.6 times senior lien and annual debt service (ADS) coverage.
Moody's-calculated net revenues vary slightly from the city's, the major difference being gross receipt taxes (GRT). Officials report that
starting in fiscal 2017, they will not longer receive GRT dollars, which was roughly $500,000 per year. Loss of this revenue stream is
expected to have minimal impact on debt service coverage.

Fiscal 2016 unaudited results indicate operating revenues increased to $12.5 million, translating to net revenues of $5.6 million,
which provides 5.45 times senior lien and ADS coverage. In fiscal 2017, rates across both systems were increased and management
anticipates another positive year. Of note, payment of subordinate lien debt does not begin until fiscal 2018. Assuming net revenues
of $5.6 million (fiscal 2016), senior lien coverage would be 5.26 times, ADS coverage would be 4.32 times and maximum annual debt
service (MADS; $2.8 million in 2025) coverage would be 2.0 times.

Moving forward, pro-forma statements assume that the enterprise's operating revenues will continue increasing whereas operating
expenses will decline. The city entered into an agreement with Yearout Energy Services (YESCO), in which this company will install
19,385 water and sewer meters. The proceeds of the Series 2017 Bonds will be used to finance the installation of these meters, which
are expected to be more accurate and efficient than the city's current meters. Under the terms of the Metering Contract with YESCO,
the city has a contractual commitment from YESCO to receive operation and maintenance savings of $14.8 million over 20 years,
with average annual savings of $741,212. Additionally, the city has a contractual commitment to receive $16.3 million in additional
revenues over 20 years, with an average annual revenue increase of $812,823. The savings and increased revenues are anticipated to
increase net revenues by an average of $1.6 million annually. The city reports that state environmental agencies reviewed and approved
the contract with YESCO before the city entered into the agreement. In addition, the system will benefit from continued annual rate
adjustments, in line with the consumer price index. Based on the city's calculations, net revenues in the first year will increase to $6.4
million, providing 5.96 times senior lien coverage; 4.87 times ADS coverage; and 2.27 times MADS coverage.

Future reviews will focus on the city's continued maintenance of healthy debt service coverage levels, especially in light of future debt
plans and capital needs.

LIQUIDITY

Consistent rate increases coupled with expense management has allowed cash to improve in recent years. Fiscal 2015 ended with
$13.5 million in unrestricted cash reserves, or 595 DCOH. Similarly, fiscal 2016 unaudited results indicate cash holding steady at $13.5
million, or 652 DCOH. Moving forward, cash reserves may decline modestly as the city invests in capital.

Debt and Legal Covenants: Increasing Debt Burden; Additional Issues Planned
The enterprise's debt profile is somewhat leveraged, with a burden of 2.6 times fiscal 2015 operating revenues (inclusive of the
Series 2017 bonds), and is expected to remain elevated, but still in-line with Aa3 medians, over the mid-term as the city invests in its
infrastructure. The next issuance of approximately $7 million in senior lien bonds is expected in fiscal 2018. As discussed above, the
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city anticipates capital investment of $50 million through fiscal 2020. Due to average principal retirement (45.6% in ten years), as new
bonds are layered in, Moody's does not anticipate a material decline in the debt burden.

The legal provisions provide adequate bondholder security. For senior lien obligations, the rate covenant requires 1.2 times coverage of
annual debt service. A debt service reserve is funded with a surety at the lessor of the standard three-prong (125% of average annual
debt service, maximum annual debt service, or 10% of par). The additional bonds test requires that historical net revenues provide 1.2
times coverage of outstanding and proposed debt service requirements or that historical net revenues provide 1.2 times coverage of
outstanding debt and projected net revenues provide 1.2 times coverage of outstanding and proposed bonds.

The legal structure for the subordinate lien bonds is similar: the rate covenant requires 1.1 times coverage of annual debt service. A debt
service reserve will be funded with a surety at the lessor of the standard three-prong (125% of average annual debt service, maximum
annual debt service, or 10% of par). The additional bonds test requires that historical net revenues provide 1.1 times coverage of
outstanding and proposed debt service requirements or that historical net revenues provide 1.1 times coverage of outstanding debt and
projected net revenues provide 1.1 times coverage of outstanding and proposed bonds.

DEBT STRUCTURE

Post-sale, the system will have $29.5 million in outstanding revenue bonds that consist of $11.1 million in senior lien obligations, which
includes a $2.7 million New Mexico Finance Authority Loan. The remainder is considered subordinate. Principal amortization is average
with 45.6% retired in ten years. All debt matures by 2039.

Of note, the Series 2017 bonds are structured to take advantage of guaranteed savings as outlined in YESCO's contract. That is, the
annual guaranteed savings provide sum-sufficient coverage of annual debt service.

DEBT-RELATED DERIVATIVES

All outstanding debt is fixed rate and the enterprise is not party to any derivative agreements.

PENSIONS AND OPEB

Employees of the system participate in the Public Employees Retirement Association (PERA), a cost sharing plan administered by the
state. Moody's does not calculate an adjusted net pension liability for the water and sewer enterprise; however, per GASB 68, in fiscal
2015, the system reported a $727,000 pension liability, or a manageable 0.06 times operating revenues.

Management and Governance
The City, which includes the Water and Sewer Enterprise, operates under a Council-Manager form of government. Ten councilors are
elected for a four-year term of office with terms staggered. Non-partisan elections are held biannually. The Mayor is elected at large
for a four-year term of office and serves as the Chairman of the Council. A City Manager is appointed by the Council to act as Chief
Administrative Officer of the City. Specific to the enterprise system, the City Council has sole-rate setting authority.

The City has implemented consistent rate increases, and starting January 1, 2017, utility rates will be adjusted by consumer price
indexes on January 1 of each year through perpetuity. As such, we would consider the City's rate setting record as strong, assessed as
Aaa.

The City has moderate regulatory compliance and capital planning, assessed as A. The City is in compliance with all state and federal
environmental regulations. Despite significant investment needed to improve aging facilities, management maintains a five-year capital
improvement plan, which outlines spending of $50 million through fiscal 2020.

Legal Security
The Series 2017 bonds are payable from and secured by an irrevocable subordinate lien (but not necessarily an exclusive subordinate
lien) upon the net revenues. Net revenues consist of all income and revenues directly or indirectly derived from the operation and use
of the city’s joint water and sewer utility system less operation and maintenance expenses.

Use of Proceeds
Proceeds from the Series 2017 bonds will be used to replace existing water meters throughout the service area.
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Obligor Profile
The enterprise provides essential services to roughly 48,000 people in the City of Roswell, located in southeastern New Mexico

Methodology
The principal methodology used in this rating was US Municipal Utility Revenue Debt published in December 2014. Please see the
Rating Methodologies page on www.moodys.com for a copy of this methodology.

Ratings

Exhibit 2

Roswell (City of) NM Water & Sewer Enterprise
Issue Rating
Joint Water and Sewer Improvement Revenue
Bonds, Subordinate Series 2017

A1

Rating Type Underlying LT
Sale Amount $18,440,000
Expected Sale Date 01/24/2017
Rating Description Revenue: Government

Enterprise
Source: Moody's Investors Service
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