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NEW YORK, November 05, 2015 --Moody's Investors Service has assigned a Aa2 rating to the City of Las
Cruces', NM $17.8 million Joint Utility Improvement Revenue Bonds, Series 2015A. At the same time, Moody's
has affirmed the Aa2 rating on the system's outstanding parity debt.

SUMMARY RATING RATIONALE

The Aa2 rating assignment and affirmation reflects the system's sizable system assets, a stable and diverse
customer base, and sound debt service coverage. The rating also incorporates the strong system liquidity, a
modest debt profile, and satisfactory legal provisions.

OUTLOOK

Outlooks are generally not applicable for local government credits of this size.

WHAT COULD MAKE THE RATING GO UP

- Trend of increasing debt service coverage

- Significant increase in net working capital and unrestricted reserves

WHAT COULD MAKE THE RATING GO DOWN

- Declining net revenues leading to decreased debt service coverage levels

- Deterioration of net working capital and unrestricted reserves

STRENGTHS

- Stable customer base

- Healthy Liquidity

- Low debt ratio

CHALLENGES



- Ongoing need for capital reinvestment to maintain large system

- Below average socioeconomic profile

RECENT DEVELOPMENTS

Recent developments are incorporated in the Detailed Rating Rationale.

DETAILED RATING RATIONALE

SERVICE AREA AND SYSTEM CHARACTERISTICS: WATER, SEWER, AND GAS SYSTEM SERVES
STABLE BASE IN SOUTHERN NEW MEXICO

Las Cruces has water rights of 21,869 acre-feet per year and water is supplied by 29 wells that tap the Mesilla and
Jornada del Muerto Bolsons, aquifers that are interconnected with the Rio Grande stream system. Water system
capacity is approximately 27.4 million gallons per day (MGD) with storage capacity of 25.4 million gallons, which is
sufficient to meet average daily consumption of 15.56 million gallons per day (MGD) and peak consumption of 21.7
MGD in the summer. The wastewater system includes three treatment plants with a combined capacity of 14.9
MGD. The Jacob A. Hands wastewater treatment plant is the system's primary treatment facility with 13.5 MGD
capacity. One smaller plant serves the city's West Mesa Industrial Park and a second small plant is used to
collect and treat wastewater solely for use in irrigation. Officials report that the water and wastewater systems are
in compliance with state and federal regulations. The gas system connects to El Paso Natural Gas Company lines
located 18 miles south of the city and distributes gas to customers through over 1,000 miles of gas lines. The
majority of natural gas supply (90%) is purchased from Shell Energy under a daily swing purchase contract and
the balance is purchased from New Mexico Municipal Energy Acquisition Authority.

The joint utility system provides water, sewer, and gas service to the City of Las Cruces (Aa2), which is located
about 45 miles north of City of El Paso, TX and is the second largest city in New Mexico. The local economy is
anchored by New Mexico State University and White Sands Missile Range, which are the largest employers in the
area with 6,500 and 4,500 employees, respectively. Growth in the area has slowed over the last three years after
rapid expansion during the previous decade. Population grew a modest 3.8% between 2010 and 2014 to 101,324
after increasing 31.4% between 2000 and 2010. The city's large student population, including 16,765 students at
the New Mexico State University Las Cruces campus and 8,000 students at Dona Ana Community College,
contributes to below average socioeconomic indices. Median family income of $49,879 is equal to 77.1% the U.S.
median according to the 2013 American Community Survey. The unemployment rate is high in Las Cruces at
7.2% as of July 2015 and was essentially aligned with the state (7.1%) and above the national level (5.6%) for the
same period. Despite the recent slowdown in growth and expansion, we believe that the customer base will remain
stable over the near term given the high level institutional presence.

The joint utility system has a total of 32,380 water customers, 33,089 sewer customers, and 39,299 gas
customers. Modest customer growth continues in region but has been particularly strong within the gas system,
which absorbed 6,700 customers from Rio Grande Gas Company in fiscal 2011. The customer base is diverse
with the largest customers representing only a small portion of total revenues. The gas system has the highest
customer concentration with the top five customers accounting for a still modest 9% of total revenues. The top five
customers of the water and sewer systems each made up less than 5% of fiscal 2015 total system revenues.

DEBT SERVICE AND LIQUIDITY: HEALTHY DEBT SERVICE COVERAGE AND RESERVE LEVELS

Fiscal 2014 net revenues provided 1.89 times coverage of annual debt service requirements and 1.6 times
coverage of maximum annual debt service requirements (MADS); including the addition of the current issuance.
When excluding an annual payment in lieu of taxes to the city from expenditures, the system's debt service
coverage increases to 2.2 times annual and 1.84 times MADS. Unaudited fiscal 2015 results indicate stable net
revenues of approximately $11 million, which provided 1.71 annual debt service requirements and 1.56 times
MADS. Again coverage levels increase to 2.0 times annual requirements and 1.82 times MADS when excluding
the $1.8 million PILOT payment to the city. Management expects similar operations in fiscal 2016. Officials report
the last base and volumetric rate increases were made in October 2010, but "rate riders" are implemented when
necessary to service additional debt. Officials prudently set rates to include debt service coverage and
reinvestment in the system at annual depreciation levels as well as the standard utility basis rate of return (3.5%).

Liquidity

Unrestricted reserves remain healthy and consistent with similarly rated systems at 92% of fiscal 2014 operating
and maintenance expenditures, or 334 days cash on hand. These levels are expected to remain stable for the



foreseeable future. The commission has a formal policy to hold reserves equal to at least two months of operating
expenditures for the water and wastewater systems and one month of operating expenditures for the gas system.
Aside from the annual PILOT and charges for administrative services, the joint utility system does not transfer
revenues to the general government. We expect the system to maintain healthy financial operations going forward.

DEBT AND OTHER LIABILITIES: MODEST DEBT PROFILE

Inclusive of the current issuance, the system's debt ratio of 28.7% or 1.35 times operating revenues is expected to
remain manageable given average payout of principal and no major borrowing needs. Post sale, the system will
have $70.8 million of outstanding revenue bonds. The majority of capital improvement needs over the next five
years will be funded by rates, grants, and impact fees, but officials do report the possibility of issuance additional
revenue debt over the near term.

Debt Structure

Principal amortization is rapid with 69.3% repaid within ten years. All revenue debt matures in fiscal 2035.

Debt-Related Derivatives

All debt outstanding debt is fixed rate and the system is not party to any interest rate derivatives.

Legal Provisions

We believe that legal provisions provide adequate bondholder security. The rate covenant requires 1.25 times
coverage of annual debt service. A debt service reserve will be funded with a surety reserve at the lesser of 125%
of average annual debt service, maximum annual debt service, or 10% of par. The additional bonds test requires
that historical net revenues provide 1.25 times coverage of outstanding and proposed debt service requirements
or that the city obtain a certificate from a consulting engineer showing that historical net revenues provide 1.15
times coverage of outstanding debt service, that the city will remain in compliance with the rate covenant through
completion of the project being financed, and that net revenues will remain at least 1.25 times debt service
including the proposed bonds for three years after project completion.

MANAGEMENT AND GOVERNANCE

The joint utility is managed by an independent seven-member commission that has rate setting authority. Water
and sewer rates are reviewed annually, but have not increased since 2010. Management expects the next rate
increase in the upcoming year. Gas rates include pass-through charges that pass gas supply costs along to
consumers.

KEY STATISTICS

-Asset Condition (Remaining Useful Life): 26 years

-System Size (O&M): $40.8 million

-Service Area Wealth (MFI): 77.1% of the US

-Annual Debt Service Coverage (Fiscal 2014): 1.89 times

-Days Cash on Hand (Fiscal 2014): 334 days

-Debt to Operating Revenues (Fiscal 2014 inclusive of current issuances): 1.35 times

-Rate Covenant: 1.25 times

-Debt Service Reserve Requirement: Funded at lesser of standard three prong test

OBLIGOR PROFILE

The joint utility system provides water, sewer, and gas service to the City of Las Cruces (Issuer LT Aa2), which is
located about 45 miles north of City of El Paso, TX and is the second largest city in New Mexico. The local
economy is anchored by New Mexico State University and White Sands Missile Range, which are the largest
employers in the area with 6,500 and 4,500 employees, respectively.



LEGAL SECURITY

The Series 2015A Bonds are payable from and secured by an irrevocable first lien upon Net Revenues of the
system.

USE OF PROCEEDS

Proceeds from the sale will be used to fund various system improvements and upgrades.

PRINCIPAL METHODOLOGY

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

REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class
of debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance
with Moody's rating practices. For ratings issued on a support provider, this announcement provides certain
regulatory disclosures in relation to the rating action on the support provider and in relation to each particular rating
action for securities that derive their credit ratings from the support provider's credit rating. For provisional ratings,
this announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in
relation to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where
the transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner
that would have affected the rating. For further information please see the ratings tab on the issuer/entity page for
the respective issuer on www.moodys.com.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related rating
outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures for
each credit rating.
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