
Summary:

Roswell, New Mexico; Sales Tax

Primary Credit Analyst:

Alyssa B Farrell, Centennial (1) 303-721-4184; alyssa.farrell@spglobal.com

Secondary Contact:

Cody J Nelson, San Francisco 415-371-5022; cody.nelson@spglobal.com

Table Of Contents

Rationale

Outlook

Related Research

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT AUGUST 1, 2017   1

1893192 | 302567438



Summary:

Roswell, New Mexico; Sales Tax

Credit Profile

US$23.0 mil gross receipts tax imp rev bnds ser 2017 due 08/01/2037

Long Term Rating AA/Stable New

Roswell SALESTAX

Long Term Rating AA/Stable Affirmed

Rationale

S&P Global Ratings assigned its 'AA' long-term rating to Roswell, N.M.'s series 2017 gross receipts tax (GRT) revenue

bonds. At the same time, S&P Global Ratings affirmed its 'AA' long-term rating on the city's GRT revenue bonds

outstanding. The outlook is stable.

A first-lien on revenue from the 1.225% state-shared GRT secures the bonds. New Mexico does not have a sales tax.

Instead, the GRT is imposed on persons engaged in business in the state. Generally, sales and leases of goods and

other property, as well as sales and performances of services, are taxable. The state-shared GRT is collected by the

state taxation and revenue department and remitted to the city monthly. The series 2017 bonds are on parity with the

city's existing series 2008 and privately placed series 2015 GRT revenue bonds. Proceeds from the series 2017 bonds

will be used to acquire, construct, repair, and improve a city recreation center.

The rating reflects our opinion of the city's:

• Maintenance of very strong maximum annual debt service (MADS) coverage of 7.1x based on fiscal 2016 audited

pledged revenues;

• Positive historical trends in state-shared GRT collections, which are expected to continue over the near term; and

• Very strong per capita retail sales of 154% of the national level.

Partly offsetting the above strengths, in our view, are the city's:

• Pledged revenue component based on the inherently volatile oil and gas production sector, causing a recent decline

in audited pledged revenues;

• Potential for further dilution of coverage under the 2.0x MADS additional bonds test (ABT); and

• Below-average income indicators.

Roswell's local economy is centered in agriculture, oil and gas production, industrial manufacturing, and retail. The

major sectors contributing to revenue generation include the retail trade, services, accommodation and food services,

and construction industries. Following five years of consecutive growth, in which pledged revenues grew by a

cumulative 14%, the city's pledged revenues declined by nearly 6% in fiscal 2016 to about $13.3 million. Management

attributed the recent decline to a drop in collections in the mining and oil and gas extraction portions of the GRT

revenue, further stating that the oil and gas price fluctuations have had an impact on the local economy and pledged
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revenues. Estimates for fiscal 2017 show a roughly 7% increase in pledged revenues to almost $14.3 million, and we

understand that the city anticipates continued growth in coming years.

Prior to the current issuance, the city's pledged revenues provided, in our view, very strong coverage on the existing

bonds of 18.7x. While the current issuance resulted in a decline in coverage, we calculate MADS coverage will remain

very strong, at 7.1x based on fiscal 2016 actual pledged revenues (the most recent audit), and 7.6x using fiscal 2017

estimates. We note that the combined MADS year is 2018, after which we estimate that MADS coverage will increase

to 8.1x using fiscal 2017 estimates.

Recent changes in state legislation will phase out the "hold harmless" distributions to cities and counties from the state

starting in 2016. The distributions are in lieu of GRT revenue that the county would have received had the state not

implemented certain food and medical deductions from gross receipts in 2004. The reductions will be phased in over

15 years. In fiscal 2015, the hold harmless distribution portion of the county's pledged GRT revenue represented about

10% of total revenue and the distributions are expected to decline by about $234,000 annually. A section in the

legislation contains a debt impairment provision for hold harmless distributions that have been pledged for debt

service. It states that distributions in the amount for debt service payments will be maintained if the reductions in

distributions impair the entity's ability to pay debt service. We understand that the details of how this provision will be

administrated have yet to be determined. Furthermore, the legislation allows cities to implement up to an additional

three-eighths of GRT increment to offset the loss of the in-lieu state revenue; however, the city has chosen not to

implement this additional GRT increment at this time, and any newly adopted GRT increment would not be pledged to

the GRT bonds without further action by the board of county commissioners.

In December 2015, the city issued $3.57 million of GRT bonds, directly purchased by the Bank of Albuquerque, which

were not rated by S&P Global Ratings. We understand that bond proceeds were used to finance various public works

projects. The debt is secured by a first lien on revenue from the 1.225% state-shared GRT, and is on parity with the

series 2017 bonds. Upon reviewing the documents, we have not identified any contingent liquidity risk associated with

the issuance.

Legal provisions

We consider the ABT to be good in that it requires that, before issuance of parity debt, pledged revenues for the prior

12 months to have provided 2.0x MADS coverage. If pledged revenues fall to a level that provides less than 2.0x

MADS coverage, the village will fund a springing reserve over 24 months at the least of 10% of bond proceeds, MADS,

or 125% of average annual debt service. Given the city's dependence on GRT revenue for operations, we consider it

unlikely that the city will issue the maximum amount of bonds allowable under the bond indenture. In fiscal 2016,

pledged revenues accounted for roughly 30.5% of total general fund revenue. The city has no plans to issue additional

GRT revenue bonds at this time.

Economy

The city of Roswell, incorporated in 1903, is 200 miles southeast of Albuquerque in Chaves County. The city is the

county seat and the county's largest incorporated community. Leading employers include Roswell Independent School

District; Leprino Foods, the nation's largest producer of mozzarella cheese; Eastern New Mexico Medical Center; and

the city government. Incomes within the city are adequate, in our view, with median household effective buying
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income (EBI) of 89% of the national level and per capita EBI of 82%. We recognize that income levels may be

somewhat repressed due in part to the large retiree population. Per capita retail sales are very strong, in our opinion, at

154% of the national level, reflective of the city's large retail component.

Outlook

The stable outlook reflects our view of the city's local economy, which, although stable, remains somewhat limited.

The outlook further reflects our expectation that pledged revenues will continue to provide very strong coverage on

the bonds, based on current projections. We do not expect to change the rating within the two-year outlook horizon.

Upside scenario

Should the local economy show sustained growth, improving income indicators and broadening the tax base, we could

raise the rating.

Downside scenario

We could lower the rating if MADS coverage were to weaken to levels no longer commensurate with similarly rated

peers as a result of a decline in pledged revenues or adding further debt to the lien.

Related Research

• Alternative Financing: Disclosure Is Critical To Credit Analysis In Public Finance, Feb. 18, 2014

• Special Tax Bonds: U.S. Recovery Underpins The Sector's Stability, Sept. 14, 2015

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,

have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.

Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is

available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings affected by this rating action can

be found on the S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box

located in the left column.
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