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Santa Fe Public School District, NM
New Issue: Moody's Downgrades Santa Fe PSD's, NM GO
Debt to Aa2; Assigns Aa2 to Series 2017 Issuances; Outlook
Negative

Summary Rating Rationale
Moody's Investors Service has downgraded Santa Fe Public School District's, NM outstanding
general obligation unlimited tax debt rating to Aa2 from Aa1. At the same time, Moody's
has assigned a Aa2 rating to district's $40 million General Obligation School Building Bonds,
Series 2017, and $11 million General Obligation Educational Technology Notes, Series 2017.
The district's outlook remains negative. Moody's has also assigned a Aa2 enhanced rating to
the Series 2017 General Obligation School Building Bonds based on the New Mexico School
District Enhancement Program (NMSDEP) - Post March 30, 2007.

The downgrade to Aa2 reflects the district’s deteriorating reserve position after a recent
trend of operating deficits, which has also been compounded by state-aid cuts. The Aa2
also considers the district’s sizable tax base with institutional presence, average wealth
indices, and manageable debt levels. The rating further considers an elevated pension burden
associated with the state-wide pension plan.

The Aa2 enhanced rating on the Series 2017 General Obligation School Building 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

» Sizable tax base with institutional presence

» Manageable debt burden with rapid payout of principal

Credit Challenges

» High pension burden

» Trend of operating deficits and recent state-aid cuts have decreased financial reserves

Rating Outlook
The negative outlook reflects the district's narrow reserve position while operating in an
uncertain state-funding environment. The limited financial position is a result of four years
of structural imbalance, with reserves being used for recurring operational expenditures.
Management plans to implement significant budgetary cuts; however, inability to build
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balanced budgets and improve reserve levels back to within the district’s board policy could lead to further rating downgrades.

Factors that Could Lead to an Upgrade (or Removal of the Negative Outlook)

» Substantial improvement in General Fund reserves and liquidity

» Trend of significant and sustainable tax base growth

» Significant reduction in pension burden

Factors that Could Lead to a Downgrade

» Further deterioration of the district's financial reserve position

» Trend of substantial tax base declines

» Growth in pension burden due to continued shortfall in funding levels

Key Indicators

Exhibit 1

Santa Fe Public School District, NM 2012 2013 2014 2015 2016

Economy/Tax Base

Total Full Value ($000)  $    19,167,933  $   19,091,502  $   19,033,308  $    17,954,815  $    18,195,916 

Full Value Per Capita  $         162,425  $         161,001  $         160,510  $         147,417  $         149,397 

Median Family Income (% of US Median) 101.4% 102.1% 102.1% 100.9% 100.9%

Finances

Operating Revenue ($000)  $         112,088  $          111,529  $          117,129  $         133,259  $         135,338 

Fund Balance as a % of Revenues 31.8% 36.5% 33.6% 33.9% 29.4%

Cash Balance as a % of Revenues 33.5% 37.8% 32.1% 30.2% 27.7%

Debt/Pensions

Net Direct Debt ($000)  $         145,975  $         178,075  $         197,375  $        216,300  $         201,100 

Net Direct Debt / Operating Revenues (x) 1.3x 1.6x 1.7x 1.6x 1.5x

Net Direct Debt / Full Value (%) 0.8% 0.9% 1.0% 1.2% 1.1%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 2.5x 2.9x 3.0x 2.7x 2.8x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 1.4% 1.7% 1.9% 2.0% 2.1%

Operating Revenues derived from General Fund & Debt Service Funds; Fund Balance and Cash Balance includes General and Debt Service Funds
Source: Santa Fe PSD, NM; Moody's Investors Service

Detailed Rating Considerations - Enhanced
Moody's has assigned an enhanced rating of Aa2 to the Series 2017 General Obligation School Building Bonds, equivalent to the
NMSEP-Post March 30, 2007 programmatic rating. Ratings on individual intercept financings depend on the programmatic rating as
well as our evaluation of the sufficiency of interceptable revenues, the timing of the state's fiscal year relative to scheduled debt service
payment dates and the transaction structure.

Based on the district's state equalization guarantee (SEG) funds for fiscal year 2016, interceptable state-aid provides an ample
minimum of 3.28 times coverage of maximum periodic debt service. Further, state revenues provide an adequate minimum 3.01
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 been subject
to midyear cuts, as observed most recently in fiscal 2017. This weakness, however, is mitigated by ample debt service coverage even if

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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aid is curtailed over the course of the year. Principal payments are scheduled for August, early in the State's fiscal year providing for an
average interval to mitigate the risk of late budgets. The program requires the appointment 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: Sizable Base Anchored by State Government
We expect the district's sizeable tax base to continue to benefit from the institutional presence of the state capital. The district is
located in the northern portion of the state and serves the City of Santa Fe (Aa3 stable) and surrounding areas in Santa Fe County (Aaa
stable). The economy is anchored by the state government, which employs approximately 20,000. Los Alamos National Laboratory is
the second largest employer in the metro with an employment base of roughly 10,500. In addition to government, the local economy
benefits from arts and tourism. According to Moody's Economy.com, the Santa Fe area is still currently in a recovery business cycle
status. The report also states, despite short-term drag from state and local government, job growth in Santa Fe will resume in 2017 as
a combination of improved tourism and stronger demand for housing push up on investment and consumer spending. Thanks to in-
migration, population in the state capital will also resume growing. Santa Fe's continued popularity as a tourist destination, combined
with multiplier effects from neighboring Los Alamos National Laboratory, will help household income growth edge out the U.S. growth
rate over the extended forecast horizon (Précis U.S. Metro/West/December 2016).

After growing 13.8% between 2008 and 2012 to $19.2 billion, taxable values started to decline over the following three years, including
a noteworthy 5.7% to $17.95 billion after the county's five year reevaluation cycle was completed in fiscal 2015. The one-time revision
reflects the most recent national recession and its effect on housing and commercial real estate values. After the sizeable decline,
taxable values stabilized with two modest increases in fiscal 2016 and 2017 to reach $18.7 billion. Despite having a sizable taxable
value, Moody's notes that the district does not harness the tax base for operations as funding is almost entirely derived from state-aid.
However the tax base is solely responsible for servicing the general obligation unlimited tax bonds and education technology notes.

Resident income levels are average with per capita income and median family income equal to 119.3% and 100.9% of the respective
US medians according to the 2015 American Community Survey. Santa Fe County's 5.5% unemployment rate for January 2017 is
below both the state (7.0%), but above the national level (5.1%) during the same time period. Enrollment has remained flat over the
last five years at roughly 13,000 students. Officials expect slow-but-steady enrollment growth to continue over the near term.

Financial Operations and Reserves: Trend of Deficits and State-Aid Cuts Lead to Narrow Reserves
Conservative budgeting and expenditure control allowed the district to incur four consecutive operating General Fund surpluses from
fiscal 2009 to fiscal 2012, boosting total General Fund balance by $4 million. At fiscal year end 2012, the district's General Fund
balance reached $12.7 million, or an adequate 14.5% of revenues. Following this build-up of reserves, management decided to start
utilizing reserves in excess of the district's policy to maintain operational cash of between 5% - 7.5% of operations. This decision
led to four planned operating deficits from fiscal 2013 to 2016 averaging roughly $1.3 million annually, which decreased the total
General Fund balance $7.6 million, or a narrow 7.2% of revenues at fiscal year-end 2016. Althought this reserve level is aligned with
the district's policy, it is inconsistent with Aa1 rated peers and is a driver in the rating downgrade. When including the district's Debt
Service Funds, the total reserve balance is more healthy at $39.7 million, or 29.4% of operating revenues. The reserves maintained
in the district's Debt Service Funds are built-up with ad-valorem property taxes that will be used to pay the general obligation and
education technology note debt service for the subsequent fiscal year.

After initially balancing the fiscal 2017 budget through expenditure reductions, the district was presented with additional fiscal pressure
stemming from state-aid cuts. Moody's notes that General Fund revenues are almost entirely derived from state-aid. The mid-year cuts
totaled $3.6 million, but were partially offset by a $1 million sale of property and other positive budget variance. The $2.2 million net
impact to reserve is expected to decrease the total General Fund balance to roughly $5.4 million, or a very narrow 5% of anticipated
revenues. Management notes the expected operating cash level at fiscal year-end 2017 will be below the district's reserve policy, and
the board will be expected to create a plan to come back into compliance in the near term future. Given the uncertainty of state
funding levels for fiscal 2018, the district has identified a significant $6 million expenditure reduction plan that will be implemented
if necessary to balance the budget and maintain reserve levels. Inability to build balanced budgets and improve reserve levels back to
adequate level comparable to Aa2 peers, could lead to further rating downgrades.
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LIQUIDITY

Available liquidity maintained in the district's General Fund at the end of fiscal 2016 was $5.9 million, or a narrow 5.6% of revenues.
When including the General Fund and Debt Service Funds, the district's available cash at fiscal year-end 2016 was $37.4 million, or a
healthy 27.7% of revenues. The district's liquidity is expected to decline in tandem with the $2.2 million decline is General Fund balance
due to the state-aid cuts.

Debt and Pensions: Manageable Debt Profile and Elevated Pension Burden
The district's debt burden is expected to remain manageable given a stable tax base, rapid principal amortization and state debt
caps. Post sale, the district has roughly $227.4 million in outstanding general obligation debt and ed tech notes, which equates to a
manageable direct debt burden of 1.2% of the fiscal 2017 full value. The current $40 million general obligation issuance is the first
series under a recently authorized a $100 million bond package in February of 2017, which is expected to be issued over the next three
years. The $11 million general obligation ed tech note issuance is the second series out of a $33 million technology improvement plan
that was approved by voters in 2016. The district plans to issues the remaining $11 million under this program in 2018.

DEBT STRUCTURE

Payout of the outstanding debt is average with 92.2% of principal retired in ten years. All outstanding debt matures by fiscal 2030.

DEBT-RELATED DERIVATIVES

All of the district's debt is fixed rate and 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 $381.7 million, or an elevated 2.9 times operating revenues. The three
year average of the district's ANPL to operating revenues is 2.7 times, while the three-year average of ANPL to full value is high at 2%.

The district's ANPL has fluctuated over the last several years. In fiscal 2015, pension contributions of $11.5 million were below Moody’s
“tread water” value of $13.7 million, a credit negative. The “tread water” indicator measures the annual contributions required to
prevent the reported net pension liability from increasing, under reported assumptions. The district’s fixed costs, including debt service,
pensions contributions and OPEB contributions, totaled a very high 31% of operating revenues, further limiting the district's financial
flexibility.

The New Mexico pension plan funding structure experienced several changes with the signing of SB 115 in 2013, 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.

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. 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
Policy making and supervisory functions are the responsibility of and are vested in a five-member Board of Education. The Board
delegates administrative responsibilities to the Superintendent of Schools.

New Mexico School Districts have an Institutional Framework score of A, which is moderate compared to the nation. Institutional
Framework scores measure a sector's legal ability to increase revenues and decrease expenditures. The sector's major revenue
source,state aid or SEG, is subject to a cap, which cannot be overriden (in that, the State determines annual appropriations based
primarily on student enrollment). Reliance on state funding limits revenue-raising ability; school districts do not collect property taxes
for operation. Unpredictable revenue fluctuations tend to be moderate, or between 5-10% annually. Across the sector, fixed and
mandated costs are generally less than 25% of expenditures. However, New Mexico has public sector unions, which can limit the ability
to cut expenditures. Unpredictable expenditure fluctuations tend to be moderate, between 5-10% annually.
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Legal Security
Both the bonds and notes are general obligations of the district payable from ad valorem taxes to be levied against all taxable property
within the district without limitation as to rate or amount.

Use of Proceeds
Proceeds of the bonds will be used to finance various improvements the district's current school facilities and technology.

Obligor Profile
Santa Fe Public School District, NM provides K-12 educational services the City of Santa Fe and the surrounding area in north-central
New Mexico. The district is the fourth largest school district in the state and had roughly 13,000 students in fiscal 2017.

Methodology
The principal methodology used in the underlying rating was US Local Government General Obligation Debt published in December
2016. 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 Rating Methodologies page on www.moodys.com for a copy of these methodologies.

Ratings

Exhibit 2

Santa Fe Public School District, NM
Issue Rating
General Obligation Education Technology Notes,
Series 2017

Aa2

Rating Type Underlying LT
Sale Amount $11,000,000
Expected Sale Date 05/02/2017
Rating Description General Obligation

General Obligation School Building Bonds, Series
2017

Aa2

Rating Type Underlying LT
Sale Amount $40,000,000
Expected Sale Date 05/02/2017
Rating Description General Obligation

General Obligation School Building Bonds, Series
2017

Aa2

Rating Type Enhanced LT
Sale Amount $40,000,000
Expected Sale Date 05/02/2017
Rating Description General Obligation

Source: Moody's Investors Service
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