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Summary
Dona Ana Community College, NM (DACC, GOLT Aa2) has a stable credit profile supported
by a sizeable tax base, which is expected to see moderate increases from market appreciation
and some new development in and around the City of Las Cruces (Aa2). The financial
position has been relatively stable despite a modest deficit in fiscal 2021. Management
maintains significant additional liquidity outside the primary operating fund, a positive for
the credit profile. Although the district plans to issue additional debt in the next couple of
years, the debt burden is low and is expected to remain so given above average principal
amortization. The credit profile is constrained by below average resident income indices,
trend of historic enrollment declines, and an above average pension burden, reflective of the
district’s participation in a poorly-funded defined benefit pension plan administered by the
state.

Credit strengths

» Large, stable tax base

» Additional available liquidity outside the operating fund

» Modest direct debt burden with above average principal amortization

Credit challenges

» Below average income indices

» Declining enrollment trends

» Above average pension and fixed cost burdens

Rating outlook
Moody's generally does not assign outlooks to local government credits with this amount of
debt outstanding.

Factors that could lead to an upgrade

» Significant moderation of pension and fixed cost burdens

» Substantial tax base expansion, stabilization of enrollment, and strengthened resident
income indices

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1337820
https://www.moodys.com/credit-ratings/Dona-Ana-Branch-Community-College-District-NM-credit-rating-800010153/summary
https://www.moodys.com/credit-ratings/Las-Cruces-City-of-NM-credit-rating-600002952/summary
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» Trend of operating surpluses leading to materially higher cash reserves and fund balance

Factors that could lead to a downgrade

» Increased pension or fixed cost burdens

» Sustained deterioration to cash or fund balances

» Significant tax base contraction

Key indicators

Exhibit 1

Dona Ana Branch CCD, NM 2017 2018 2019 2020 2021

Economy/Tax Base

Total Full Value ($000) $14,360,694 $14,742,707 $15,147,697 $15,628,432 $16,249,098 

Population            213,849            215,338            216,069            216,069            219,387 

Full Value Per Capita $67,153 $68,463 $70,106 $72,331 $74,066 

Median Family Income (% of US Median) 65.7% 63.9% 64.2% 64.2% 64.2%

Finances

Operating Revenue ($000) $57,256 $56,584 $58,204 $61,244 $61,104 

Fund Balance ($000) $7,366 $7,639 $8,727 $8,765 $7,972 

Cash Balance ($000) $7,366 $7,639 $8,727 $8,765 $7,972 

Fund Balance as a % of Revenues 12.9% 13.5% 15.0% 14.3% 13.0%

Cash Balance as a % of Revenues 12.9% 13.5% 15.0% 14.3% 13.0%

Debt/Pensions

Net Direct Debt ($000) $10,725 $16,925 $12,050 $17,735 $15,675 

3-Year Average of Moody's ANPL ($000) $142,065 $151,657 $160,655 $163,642 $169,708 

Net Direct Debt / Full Value (%) 0.1% 0.1% 0.1% 0.1% 0.1%

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

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 1.0% 1.0% 1.1% 1.0% 1.0%

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

Sources: US Census Bureau, Dona Ana Branch Community College’s financial statements and Moody’s Investors Service

Profile
The district is a branch of New Mexico State University (A1 stable). The district encompasses approximately 3,000 square miles in
southern New Mexico and the district’s boundaries are coterminous with those of the Las Cruces School District 2 (Dona Ana County)
(A1), Gadsden Independent School District 16 (A1) and Hatch Valley Public School District. Full time enrollment in fiscal 2022 was
3,855.

Detailed credit considerations
Economy and tax base: sizeable base in southern New Mexico
The college's tax base will likely remain large and stable over the next couple of years due to ongoing development in the City of Las
Cruces, the second largest city in the state. Dona Ana Branch Community College District is located within Dona Ana County, and
serves the school districts of Las Cruces, Gadsden, and Hatch Valley. Tax base expansion is steady, with five year average annual growth
of 3.1%, resulting in a fiscal 2022 assessed value (AV) of $5 billion, derived from a full value (FV) of $16.8 billion. The base is anchored
by White Sands Missile Range and New Mexico State University's flagship campus.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.

2          2 August 2022 Dona Ana Branch Community College District, NM: Update to credit analysis

https://www.moodys.com/credit-ratings/New-Mexico-State-University-NM-credit-rating-600025485/summary
https://www.moodys.com/credit-ratings/Las-Cruces-SD-2-Dona-Ana-County-NM-credit-rating-800020763/summary
https://www.moodys.com/credit-ratings/Gadsden-Independent-School-District-16-NM-credit-rating-600031641/summary
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Enrollment has trended downwards the past several years, which is not atypical for a community college. Enrollment is often
countercyclical to economic trends. The district's annualized full time enrollment (FTE) fell to 3,855 in the fall of 2021 (fiscal 2022),
a 9.3% decline from the prior year and a 22% drop since fiscal 2016. The majority of the enrollment decline has occurred since
fiscal 2020 and is due to the pandemic. Based on a 28.4% increase in the number of applications for fall 2022-2023, management
anticipates enrollment will stabilize in fiscal 2023 with an annualized FTE of 3,886. The college continues to partner with local
businesses and companies to offer degrees that are in demand in the local job market. Median family income in Dona Ana County is
low at 65% of the US (2020 ACS). The county's May 2022 unemployment of 4.4% outpaced the state (4.1%) and nation (3.4%) for the
same period.

Financial operations and reserves: healthy financial position
The college's financial position is expected to remain stable, with management closely monitoring expenditures to ensure balanced
budgets. Over the past several years, the college has typically reported operating surpluses and added to reserves. However, in fiscal
2021, the college reported a small $793,000 operating deficit, decreasing the current fund balance (unrestricted monies, including
the instruction and general - I&G - fund) to $7.9 million, or 13.1% of operating revenue in fiscal 2021. The college's primary operating
revenues are state aid (47.7%), federal grants (22.5%), tuition and fees (14.4%) and property taxes (9.9%). Management projects to
end fiscal 2022 with a $2 million surplus. Management increased the tuition rate by 4% in fiscal 2023 and indicates no plans to draw
down the current fund balance in the near term.

The college maintained $18.1 million in additional liquidity outside the current funds at fiscal year end 2021. Although these dollars are
earmarked for various capital projects, the funds are legally unrestricted and available for any purpose. Considering the current funds,
capital and renewal and replacement funds, reserves increase to approximately $35.1 million, or a strong 57.4% of fiscal 2021 operating
revenues.

Liquidity
The district reports the majority of the current fund balance is liquid, and consists of cash and cash equivalents. As such, at the close of
fiscal 2021, the district's net cash position was $7.9 million, or 13.1% of revenues.

Debt and pensions: modest debt burden; above average pension burden
Despite future planning borrowings, DACC's direct debt burden is expected to remain low over the next couple of years given above
average principal amortization. At 0.14% of fiscal 2021 full value, the district's debt burden is modest. Officials plan to ask voters for
additional authorization to issue $16 million in 2023, which the district plans to issue over a multiyear period.

Legal security
The bonds are general obligation limited tax bonds of the district and are payable from general ad valorem taxes levied against all
taxable property within the district in an amount not to exceed 5 mills; however, this limit may be exceeded, if it is necessary, to pay
principal and interest on the bonds, if the valuation of property within the district declines to a level lower than the valuation of such
property in the year the bonds were issued.

Debt structure
Inclusive of the current sale, the district will have $23.7 million in outstanding GOLT obligations. Principal amortization is rapid with
85% retired in 10 years.

Debt-related derivatives
The district is not party to any interest rate swaps or other derivative agreements.

Pensions and OPEB
The district is estimated to have an elevated employee pension burden, based on unfunded liabilities for its share of the Educational
Employee Retirement System (EERS), a cost sharing plan administered by the state. However, the state passed legislation in February
2022 that will increase contributions to the plan beginning July 1, 2022, contributing an additional $300 million to the plan over
the next 5 years. Increased contributions are expected to meet treadwater for the first time ever in fiscal 2024. The branch's pension
burden is consolidated, and reported in the University's financial statements. However, based on the amount the college paid NMSU
for pension expenses, we estimate the branch's adjusted net pension liability (ANPL) is $180.7 million, or an above average 2.9 times
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operating revenues in fiscal 2021. The three year average ANPL is $169.7 million and 2.8 times operating revenue. Positively, fixed
costs, including pension contributions and debt service, are manageable at an estimated 9.5% of revenue.

ESG considerations
Environmental
Environmental considerations were are not considered a material risk. The district is located in southern New Mexico, and is not
susceptible to environmental disasters, such as hurricanes, tornados or fires. The state as a whole is at risk of drought, but that is not
currently in effect.

Social
Social considerations were considered as part of DACC's credit profile. Using the Dona Ana County's wealth indices as a proxy for the
district's, median family income is below average at 64.2% of the US (2018 ACS). It is likely that this figure is held down due to a large
student and military population. December 2020 unemployment is high at 7.5%, which is above the nation's 6.5%.

Governance
As a branch community college, Dona Ana is part of the New Mexico State University (NMSU) system, but operates independently,
with its own revenues and tax authority. DACC is governed by a Board of Regents of the University, who set tuition and determine
curricula and degrees. DACC is committed to maintaining at least 15% in reserve, and has grown its fund balance over the past several
years due to conservative budgeting. The college does not prepare its own audits. Rather, its financial position is presented on a
consolidated basis in the University's CAFR. DACC's individual financial performance is presented in EMMA disclosure and the “report of
actuals” posted on New Mexico's Higher Education Department website.

New Mexico community college districts (CCDs) have an Institutional Framework score of A, which is moderate. The sector's major
revenue sources, property taxes, state aid and tuition, tend to be moderately stable and predictable. CCDs have a moderate ability to
raise revenues: property taxes are capped at $5.00 (per $1,000 AV); state aid is determined by formula (which considers enrollment
numbers, staff tenure and education, and graduation rates); and tuition levels are at the discretion of the college, and increases require
board approval. New Mexico does have a history of haircutting state aid in both fiscal 2017 and fiscal 2018. Operating expenditures
for CCDs tend to be moderate with fluctuations under 5% annually. Similar to revenues, colleges' ability to reduce expenditures is
moderate.
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