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Update to credit analysis

Summary
The credit profile of Carlsbad Municipal School District (MSD), NM's is solid, and is supported
by a currently healthy reserve position, satisfactory wealth indices, and stable enrollment
trends. The local economy is concentrated in oil and gas. The profile is constrained by an
elevated long-term liabilities ratio, driven by both the district's participation in the state's
pension plan.

Credit strengths

» Manageable direct debt burden

» Improved reserve position

Credit challenges

» Elevated long-term liabilities ratio, which is driven by annual underfunding of the pension

» Local economy is concentrated in oil and gas

Rating outlook
Moody’s does not usually assign outlooks to local governments with this amount of debt.

Factors that could lead to an upgrade

» Significant increases to reserves

» Moderation of long-term liabilities and fixed costs

» Economic diversification

Factors that could lead to a downgrade

» Sustained enrollment losses

» Material decline in reserves

» Substantial increase in long-term liabilities and fixed costs, absent corresponding revenue
growth

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1281694
https://www.moodys.com/credit-ratings/Carlsbad-Municipal-SD-NM-Eddy-County-credit-rating-800005418/summary
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Key indicators

Exhibit 1

Carlsbad Municipal S.D., NM (Eddy County)

2017 2018 2019 2020 Aa Medians
Economy
Resident income 125.2% 130.3% 124.6% N/A 121.7%
Full value ($000) $6,983,974 $6,400,238 $8,077,482 $12,562,490 $3,848,156
Population 35,715 36,918 37,527 N/A 29,777
Full value per capita $195,547 $173,364 $215,245 N/A $104,849
Enrollment 6,378 6,581 6,888 7,157 4,489
Enrollment trend N/A N/A 2.0% 3.9% -0.1%
Financial performance
Operating revenue ($000) $68,275 $74,269 $83,509 $93,513 $73,583
Available fund balance ($000) $26,067 $30,942 $34,924 $43,741 $18,249
Net cash ($000) $27,266 $30,235 $33,157 $43,665 $22,186
Available fund balance ratio 38.2% 41.7% 41.8% 46.8% 25.4%
Net cash ratio 39.9% 40.7% 39.7% 46.7% 30.4%
Leverage
Debt ($000) $57,295 $51,070 $44,280 $59,635 $49,675
ANPL ($000) $254,743 $263,974 $259,738 $284,040 $96,635
OPEB ($000) N/A $40,336 $41,221 $35,936 $12,399
Long-term liabilities ratio N/A 478.5% 413.4% 405.9% 284.4%
Implied debt service ($000) $4,789 $4,256 $3,763 $3,228 $3,456
Pension tread water ($000) $8,300 $8,755 $8,970 $8,885 $3,192
OPEB contributions ($000) N/A $818 $853 $891 $507
Fixed-costs ratio N/A 18.6% 16.3% 13.9% 11.6%

For definitions of the metrics in the table above please refer to the US K-12 Public School Districts Methodology or see the Glossary in the Appendix below. Metrics represented as N/A
indicate the data were not available at the time of publication. The medians come from our most recently published K12 Median Report.
Sources: US Census Bureau, Carlsbad Municipal S.D., NM (Eddy County)’s financial statements and Moody’s Investors Service

Profile
The district serves the City of Carlsbad, located in southeastern New Mexico, and encompasses 2,497 square miles. Current enrollment
is around 6,700.

Detailed credit considerations
Economy: district located in the Permian Basin, and concentrated in oil and gas
The district's tax base is expected to continue expanding in the near-term due to ongoing oil and gas production. The district’s
economy is concentrated in oil and gas. In the past three years alone, the district’s tax base has seen annual, double-digit growth,
driven by increasing oil and gas prices, resulting in an assessed values (AV) of $16 billion. Material growth in the base relative to a stable
population of around 37,000 has resulted in a high full value per capita of $425,000. In fiscal 2020, oil and gas comprise 61% of total
AV, and top ten taxpayer concentration was 18.1% of AV, with eight of the ten companies being related to the energy sector. Officials
report that additional rigs are being drilled, and Conoco Phillips is planning on moving 50 families to the area. Outside of oil and gas,
residential development remains ongoing.

Fiscal 2021 enrollment is currently around 6,700, down around 500 students compared to prior year, a result of the pandemic,
and parents opting to either home-school or pursue private institutions of learning (there are two charter schools in the district).
Management anticipates enrollment to rebound once the district returns to in-person education.

Financial operations: finances to remain around current levels
We expect the district to maintain reserves around current levels due to conservative budget and historical precedent. Since fiscal
2019, the district has added to fund balance, and this trend is expected to continue through fiscal 2021.

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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At fiscal 2020 year-end, general fund balance increased by $4.7 million to $9.8 million, or an improved 15% of revenues. Management
attributes the uptick in fund balance to cost savings realized from professional development, conferences and transportation, all of
which halted in March 2020 due to the pandemic. Considering the operating funds (general fund and debt service fund), fiscal 2020
operating fund balance was $43.7 million, or 46.9% of operating revenues. The district pays annual debt service shortly after year-end,
therefore the balances reported at fiscal year-end (June 30) are at their peak. Additionally, despite double-digit AV growth, the district
has held tax rates steady, banking excess revenues. Surplus debt service fund balance is then used to cash defease outstanding bonds.

Based on performance through March 2021 (fiscal 2021), the district reports that they are on target to realize a surplus. Expenditures
were down since the district was fully remote for close to nine months. Additionally, the district received around $1 million in CARES
funding, and is expecting another $3.9 million in CRRSSA funding.

The fiscal 2022 budget is not yet prepared.

Liquidity
Net cash will remain adequate to support the district’s operations without relying on interfund borrowing or external liquidity sources.
At fiscal 2020 year-end (June 30), the district reported $43.7 million in operating fund cash, or 46.7% of operating revenues.

Leverage: leverage is elevated due to participation in the state’s pension plan
The district’s leverage is high. In fiscal 2020, leverage was 406% of operating revenues, below Aa medians. The long-term liabilities
ratio is both a function of the district’s ANPL and above average debt burden (relative to operating revenues). Excluding the ANPL,
leverage would decline to around 80% of operating revenues. Post-sale, the district has $20 million in authorized, unissued debt, with
plans to issue in 2023. Given the descending debt service schedule, it is unlikely that the district’s direct debt burden will materially
increase with the issuance of these bonds. Fixed costs, including annual debt service, pension contributions and OPEB, are manageable
at 14%.

Legal security
The bonds are secured by the district's full faith and credit and 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. The bonds are further secured by the
state's commitment to pay debt service, if necessary, pursuant to the New Mexico School District Intercept Program.

Debt structure
Including the current sale, the district had $74.5 million in outstanding GOULT bonds. Ten year principal payout is rapid at 90.3%.

Debt-related derivatives
The district is not a party to any debt-related derivatives.

Pensions and OPEB
The district’s pension liabilities, which are the most significant component of its overall leverage, will remain high for the foreseeable
future. The district’s fiscal 2020 ANPL of $284 million is much higher than reported pension liabilities of $111 million because the
market interest rates we use to value pension liabilities are far lower than reported discount rates (3.51% compared to the plan’s
7.25%). With historically low interest rates during 2020 and 2021, it is expected that Carlsbad MSD’s ANPL will increase over the near-
term. All New Mexico school districts participate in a statewide, cost-sharing plan (EERS). Contribution amounts are set by statute, and
require legislative approval to change or modify.

ESG considerations
Environmental
Environmental risks do not present a material immediate challenge to the district. Its location in southeastern New Mexico places it at
low risk for extreme rainfall and heat stress, but high risk for water stress. At this current time, the state is not experiencing a drought.

Social
Moody's views the ongoing coronavirus pandemic as a risk under its ESG framework. Carlsbad MSD reported that enrollment declined
by around 500 students as parents opted to homeschool their children. On February 8, 2021, the Public Education Department
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announced that districts can resume hybrid learning (a combination of remote and in-person). Management believes that the majority
of students lost will return to the district as schools reopen and vaccinations become more widespread.

Governance
New Mexico school districts have an Institutional Framework score 1 of Ba. The state controls the bulk of districts’ operating funds
through state aid. It is allocated by a funding formula with enrollment as the most important factor. The state has demonstrated
a willingness to make substantial reductions to K-12 funding when confronted with its own budget challenges. Outside of periods
of economic distress, state aid has increased only very modestly. By statute, districts cannot levy property taxes for operations,
constraining their local revenue control.
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Rating methodology and scorecard factors
The US K-12 Public School Districts Methodology includes a scorecard, a tool providing a composite score of a school district’s credit
profile based on the weighted factors we consider most important, universal and measurable, as well as possible notching factors
dependent on individual credit strengths and weaknesses. Its purpose is not to determine the final rating, but rather to provide a
standard platform from which to analyze and compare school district credits.

Exhibit 2

Carlsbad Municipal S.D., NM (Eddy County)

Measure Weight Score
Economy
Resident Income (MHI Adjusted for RPP / US MHI) 124.6% 10.0% Aaa
Full value per capita (full valuation of the tax base / population) 425,960 10.0% Aaa
Enrollment trend (three-year CAGR in enrollment) 0.3% 10.0% Aa
Financial performance
Available fund balance ratio (available fund balance / operating revenue) 46.8% 20.0% Aaa
Net cash ratio (net cash / operating revenue) 46.7% 10.0% Aaa
Institutional framework
Institutional Framework Ba 10.0% Ba
Leverage
Long-term liabilities ratio ((debt + ANPL + adjusted net OPEB) / operating revenue) 422.3% 20.0% Baa
Fixed-costs ratio (adjusted fixed costs / operating revenue) 13.9% 10.0% Aaa
Notching factors
Additional strength in local resources 0.50
Scorecard-Indicated Outcome Aa2
Assigned Rating Aa3

Sources: US Census Bureau, Carlsbad Municipal S.D., NM (Eddy County)’s financial statements and Moody’s Investors Service
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Appendix

Exhibit 3

Key Indicators Glossary

Definition Typical Source*
Economy
Resident income Median Household Income (MHI), adjusted for Regional Price Parity

(RPP), as a % of the US
MHI: American Community Survey (US
Census Bureau)

RPP: US Bureau of Economic Analysis
Full value ($000) Estimated market value of taxable property accessible to the district State repositories, district’s audited

financial reports, offering documents or
continuing disclosure

Population Population of school district American Community Survey (US Census
Bureau)

Full value per capita Full value / population of school district
Enrollment Student enrollment of school district State data publications
Enrollment trend 3-year Compound Annual Growth Rate (CAGR) of Enrollment State data publications; Moody's Investors

Service
Financial performance
Operating revenue ($000) Total annual operating revenue in what we consider to be the

district's operating funds
Audited financial statements

Available fund balance ($000) Committed, assigned and unassigned fund balances in what we
consider to be the district's operating funds

Audited financial statements

Net cash ($000) Net cash (cash and liquid investments minus short-term debt) in
what we consider to be the district's operating funds

Audited financial statements

Available fund balance ratio Available fund balance / Operating Revenue Audited financial statements
Net cash ratio Net Cash / Operating Revenue Audited financial statements
Leverage
Debt ($000) District's direct gross debt outstanding Audited financial statements; official

statements
ANPL ($000) District's pension liabilities adjusted by Moody's to standardize the

discount rate used to compute the present value of accrued benefits
Audited financial statements; Moody's
Investors Service

OPEB ($000) District's net other post-employment benefit (OPEB) liabilities
adjusted by Moody's to standardize the discount rate used to
compute the present value of accrued benefits

Audited financial statements; Moody's
Investors Service

Long-term liabilities ratio Debt, ANPL and OPEB liabilities as % of operating revenue Audited financial statements, official
statements; Moody's Investors Service

Implied debt service ($000) Annual cost to amortize district's long-term debt over 20 years with
level payments

Audited financial statements; official
statements; Moody's Investors Service

Pension tread water ($000) Pension contribution necessary to prevent reported unfunded
pension liabilities from growing, year over year, in nominal dollars, if
all actuarial assumptions are met

Audited financial statements; Moody's
Investors Service

OPEB contributions ($000s) District’s actual contribution in a given period, typically the fiscal yearAudited financial statements; official
statements

Fixed-costs ratio Implied debt service, pension tread water and OPEB contributions as
% of operating revenue

Audited financial statements, official
statements, pension system financial
statements

*Note: If typical data source is not available then alternative sources or proxy data may be considered. For more detailed definitions of the metrics listed above please refer to the US K-12
Public School Districts Methodology.
Source: Moody's Investors Service

Endnotes
1 The institutional framework score categorically assesses whether a district has the legal ability to raise the bulk of its operating revenue at the local level

or if the state determines the bulk of its operating revenue. Beyond the local versus state categorization, the strength of the institutional framework score
is a measure of the district’s flexibility in raising additional locally determined operating revenue. See US K-12 Public School Districts Methodology for
more details.
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