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Silver Consolidated School District 1 (Grant
County), NM
New Issue: Moody's Assigns Baa2 underlying/Aa2 enhanced to
Silver CSD 1, NM's GO Bonds; Outlook is Negative

Summary Rating Rationale
Moody's Investors Service has assigned a Baa2 to Silver Consolidated School District 1
(Grant County), NM's $5 million in General Obligation School Bonds, Series 2017. We have
maintained the Baa2 rating on $1.4 million in outstanding bonds. Moody's has also assigned
an Aa2 enhanced rating to the Series 2017 GO bonds based on the New Mexico School
District Enhancement Program (NMSDEP) - Post March 30, 2007. The outlook is negative.

The Baa2 reflects the district’s limited financial position compounded by mid-year state cuts
and declining enrollment. The rating further incorporates the district’s sizeable and stable
base, elevated pension liabilities, and very modest debt profile.

The Aa2 enhanced rating on the Series 2017 General Obligation School 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

» Modest debt burden

» Large, stable tax base

Credit Challenges

» Limited reserve position further challenged by state aid cuts

» Declining enrollment due to charter competition

» Elevated pension liabilities

Rating Outlook
The negative outlook reflects the ongoing uncertainty and challenges surround the district’s
primary revenue source given state budgetary challenges, which is further exacerbated by
declining enrollment due to charter school competition. These factors will limit the district’s
financial flexibility over the near-term.

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1073845
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Factors that Could Lead to an Upgrade (and Removal of the Negative Outlook)

» Substantial improvement in reserve position

Factors that Could Lead to a Downgrade

» Continued deterioration of reserves

Key Indicators

Exhibit 1

Silver Consolidated S.D. 1 (Grant County), NM 2012 2013 2014 2015 2016

Economy/Tax Base

Total Full Value ($000)  $      1,615,125  $     1,651,846  $      1,721,099  $     1,750,850  $      1,749,419 

Full Value Per Capita  $           74,709  $           77,395  $          80,640  $           83,641  $           83,572 

Median Family Income (% of US Median) 72.5% 77.0% 77.0% 77.6% 77.6%

Finances

Operating Revenue ($000)  $          25,303  $            25,717  $          26,634  $          26,969  $          26,692 

Fund Balance as a % of Revenues 12.3% 8.5% 7.3% 7.3% 8.5%

Cash Balance as a % of Revenues 8.4% 5.1% 5.6% 5.8% 5.7%

Debt/Pensions

Net Direct Debt ($000)  $             8,350  $             6,635  $             5,395  $              4,115  $             2,790 

Net Direct Debt / Operating Revenues (x) 0.3x 0.3x 0.2x 0.2x 0.1x

Net Direct Debt / Full Value (%) 0.5% 0.4% 0.3% 0.2% 0.2%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 4.8x 5.4x 6.3x 4.8x 4.1x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 7.6% 8.4% 9.8% 7.4% 6.2%

*Operating Revenues include both General Fund and Debt Service Fund revenues
Source: District's Audits; Moody's Investors Service

Recent Developments
In fiscal 2017, amid a financial crisis of its own, the State reduced K-12 funding by 1.5%, which in Silver's case, equated to a $350,000
decline in revenues. Although a majority of the cut was offset with savings built into the budget, a modest decline in cash balance is
still expected.

Detailed Rating Considerations - Enhanced
Moody's has assigned an enhanced rating of Aa2 to the Series 2017 General Obligation School Bonds, equivalent to the NMSDEP-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 15.86 times coverage of maximum periodic debt service. Further, state revenues provide an adequate minimum 14.54
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 are subject to mid-
year cuts, as observed most recently in fiscal 2017. This weakness, however, is mitigated by ample debt service coverage even in event
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.

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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Detailed Rating Considerations - Underlying
Economy and Tax Base: Stable Tax Base; Enrollment Declines Driven by Charter School Competition
The district’s tax base is sizeable, and will likely remain stable over the mid-term given expectations of limited development. Located
in western New Mexico in Grant County (A2) along the Arizona border, the district's base has expanded steadily since fiscal 2004,
benefitting from positive reappraisals. Fiscal 2016 and fiscal 2017 experienced modest declines; however, the base remains materially
unchanged, with a full value of $1.7 billion. No major development is currently in progress, but the district reports that residential
construction is noticeable within the community. The local economy is somewhat anchored by a copper and gold mine, owned by
Freeport-McMoRan Inc. (B1 positive), which employs 1,400 people, and Western New Mexico University, with enrollment of around
3,500 students.

District enrollment has declined over the past decade; since fiscal 2016, average annual loss was 1.9%. Fiscal 2017 enrollment (40th
day count) was 2,759, down 4.7% year-over-year. Enrollment losses are attributed to charter school competition coupled with out-
migration, as families move elsewhere for jobs. Declines in student numbers directly impact operating revenues, as over 90% of
funding comes from state aid, which is awarded based on headcount. The district is focused on retaining students, and hopes to
stabilize enrollment in fiscal 2018. Management explains they plan to offer new programming and additional electives. Additionally,
officials are exploring a four-day school week, which could increase attendance of both students and teachers. Another benefit is that it
would save the district between $100,000 to $200,000 per year.

Resident wealth levels are below average as measured by both the 2015 American Community Survey’s per capita income and median
family income that represent 87.2% and 77.6% of the US, respectively. As of March 2017, unemployment in Grant County was 6.5%, in
line with the state (6.6%), but exceeding the national level (4.6%).

Financial Operations and Reserves: Limited Financial Position Currently; Management is Focused on Rightsizing Operations
The district's financial position is limited, which is further exacerbated by the State's budgetary challenges. However, the new
management team is focused on increasing reserves, and has demonstrated a willingness to curb expenditures, as necessary. Following
three years of deficits, the district has returned to balanced operations in fiscal years 2015 and 2016, improving General Fund reserves
to approximately $754,000, a still narrow 3.0% of revenues. Officials attribute the $344,000 surplus in fiscal 2016 to significant cuts
to salaries and elimination of positions through attrition. Including the debt service fund, total available operating reserves were $2.3
million or a more favorable 8.5% of revenues.

In fiscal 2017, the district intended to continue increasing reserves, with a target of 5% in cash balance. As such, management reduced
staff, reallocated teachers and installed a new procurement system to realize efficiencies. Unfortunately, due to budgetary pressure at
the State level, the governor signed a bill reducing aid by 1.5%, which in Silver's case, translated to a $350,000 decline in revenues.
Regardless, management reports that they will close out the year with between $600,000 to $700,000 in cash balance (reported on a
budgetary basis, not GAAP/GASB).

The fiscal 2018 budget is balanced without use of cash balance. Management has assumed state aid, which represents over 90% of
revenues, will decline by another 2%. The district continues to curb expenditures, reducing administrative and teaching staff for savings
of over $200,000. Management is willing to cut expenditures with a focus on increasing reserves. Future reviews will focus on the
district's ability to grow their cash balance.

LIQUIDITY

The district’s cash balance is narrow, in line with fund balance. The General Fund cash position significantly improved in 2016 from
$61,000 to $891,000 due to both the surplus operations and receivables collected. The cash levels represent a modest 3.5% of
revenues. In the operating funds, cash levels totaled $1.5 million or 5.7% of revenues. The debt service fund cash position fell from the
prior year, and the fund shows an $873,000 receivable due from other funds (grants). Both the auditor and district officials report no
cash was actually loaned from the Debt Service Fund. Officials attribute the receivable reflects timing discrepancies for federal and
state grant reimbursement.

Debt and Pensions: Modest Debt Profile; Elevated Pension Burden
Despite planned borrowings, the district's debt burden will likely remain modest given the payout structure and tax base size. Inclusive
the of the new issuance, the district's debt burden is a low 0.4% of fiscal 2017 full value. Voters approved $20 million in authorization
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in February 2017, with Series 2017 being the first issuance of four. The debt is front-loaded, with a sizeable principal payment due in
2018, which will allow for the layering in of additional debt without adjustment to tax rates.

DEBT STRUCTURE

All of the district’s debt is fixed rate and amortizes over the long term. Ten-year principal amortization is average at 59.7%, with all
debt retiring by 2036.

DEBT-RELATED DERIVATIVES

The district is not party to any swap or derivative agreements.

PENSIONS AND OPEB

The district’s pension liabilities are elevated and could pressure operations over the long term. The district participates in the multi-
employer cost sharing plan administered by the Educational Retirement Board. The district made the full statutorily required
contribution of about $2.4 million in fiscal year 2016, equal to 8.8% of total operating revenues, though this contribution trails
actuarial requirements. Moody's adjusted net pension liability (ANPL) for the district, under our new methodology for adjusting
reported pension data, is $91.4 million, or an above average 3.4 times operating revenues for fiscal 2016. The three-year average ANPL
is $108.6M, or an above average 4.1 times operating revenues.

Total fixed costs, including debt service and pension contributions, were $4.15 million or a manageable 15.6% of operating revenues.
While the district has contributed the full statutorily required amount, contribution levels have fallen short of actuarial requirements.
Using the “tread water” and debt service, the district's fixed costs are still manageable at 19.6% of fiscal 2016 operating revenues. The
“tread water” indicator measures the annual contributions required to prevent the reported net pension liability from increasing, under
reported assumptions.

Management and Governance
The district is governed by a five member board, with members serving four-year terms. At the beginning of 2017, Silver Consolidated
hired a new superintendent and director of finance, both of whom are focused on increasing the district's reserve levels.

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.

Legal Security
The bonds are General Obligation School Bonds of the district and are payable from general ad valorem taxes which may be levied
against all taxable property within the district without limitation as to rate or amount.

Use of Proceeds
Proceeds of the Series 2017 bonds will be used for roof improvements, gym floor upgrades, portables and playgrounds.

Obligor Profile
Silver Consolidated School District 1 is located in southwestern New Mexico along the border with Arizona. Fiscal 2017 enrollment is
2,759.

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.
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Ratings

Exhibit 2

Silver Consolidated S.D. 1 (Grant County), NM
Issue Rating
General Obligation School Bonds, Series 2017 Baa2

Rating Type Underlying LT
Sale Amount $5,000,000
Expected Sale Date 05/31/2017
Rating Description General Obligation

General Obligation School Bonds, Series 2017 Aa2
Rating Type Enhanced LT
Sale Amount $5,000,000
Expected Sale Date 05/31/2017
Rating Description General Obligation

Source: Moody's Investors Service
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