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Update following revision of outlook

Summary
Deming Public School District, NM's (A2 stable) credit profile is expected to continue
improving over the near-term as the new management team focuses on rebuilding reserves.
After modest surpluses over the past three years, material cost-saving measures were
implemented, and both fiscal 2018 and fiscal 2019 are projected to end with additions to
fund balance. While the tax base is large relative to peers, the local economy is based on
agriculture; families move in and out of the community based on the growing seasons, which
negatively impacts enrollment. Management hopes that with the addition of the 24-hour
port, as well as expansion of local businesses, more full-time opportunities will be available,
smoothing enrollment volatility. The direct debt burden is manageable, and will remain flat
given future planned issuances. As a participant in ERB, a statewide, cost-sharing plan, the
district's pension burden is elevated, and annual contributions remain below the treadwater
payment. The risk associated with this growing, long-term liability is incorporated into the
rating.

On 10 July, 2018 Moody's removed the negative outlook on the district's $28.9 million in GO
debt.

Credit strengths

» Improving financial trends

» Moderately-sized tax base

Credit challenges

» Very weak income indices

» Enrollment is inconsistent

Rating outlook
The outlook revision is driven by management’s demonstrated ability to right-size operations
despite funding volatility and enrollment declines and our expectation that reserves will
improve in the near-term. 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 increases to the district’s fund balance and reserves

» Sustained tax base expansion and economic diversification

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1132732
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» Material reductions to the pension and fixed cost burdens

Factors that could lead to a downgrade

» Deterioration of fund balance and reserves

» Further loss of students without expenditure adjustment

» Material tax base contraction

» Increases to the pension and fixed cost burdens that are not in line with peers

Key indicators

Exhibit 1

Deming Public S.D. 1 (Luna County), NM 2013 2014 2015 2016 2017

Economy/Tax Base

Total Full Value ($000) $1,562,380 $1,619,032 $1,653,402 $1,653,541 $1,742,528 

Population               25,001               25,001               24,789               24,789               27,100 

Full Value Per Capita $62,493 $64,759 $66,699 $66,705 $64,300 

Median Family Income (% of US Median) 55.2% 55.2% 53.4% 53.4% 53.4%

Finances

Operating Revenue ($000) $41,037 $41,630 $44,139 $44,753 $44,714 

Fund Balance ($000) $7,029 $5,864 $5,709 $5,481 $5,352 

Cash Balance ($000) $7,056 $6,049 $5,940 $4,935 $5,284 

Fund Balance as a % of Revenues 17.1% 14.1% 12.9% 12.2% 12.0%

Cash Balance as a % of Revenues 17.2% 14.5% 13.5% 11.0% 11.8%

Debt/Pensions

Net Direct Debt ($000) $13,395 $20,415 $17,700 $22,080 $28,885 

3-Year Average of Moody's ANPL ($000) $137,547 $148,589 $139,124 $140,390 $159,616 

Net Direct Debt / Full Value (%) 0.9% 1.3% 1.1% 1.3% 1.7%

Net Direct Debt / Operating Revenues (x) 0.3x 0.5x 0.4x 0.5x 0.6x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 8.8% 9.2% 8.4% 8.5% 9.2%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 3.4x 3.6x 3.2x 3.1x 3.6x

Source: District's audits; Moody's; US Census (MFI)

Profile
The district is located in the southern portion of the state, along the US-Mexico border. The District contains approximately 2,968
square miles with an estimated population of 27,100. The District operates seven elementary schools, two middle school, two high
schools and one alternative high school. Fiscal 2018 enrollment is approximately 5,200.

Detailed credit considerations
Economy and tax base: moderately-sized tax base is southern New Mexico; local economy based on agriculture
The district's base will likely remain stable over the mid-term given ongoing expansion of local businesses and construction along the
US-Mexico border. Located in Southern New Mexico, the tax base is moderately-sized, with fiscal 2018 assessed value (AV) of $594.2
million, derived from a full value of $1.8 billion. Officials report the local economy is based in agriculture, with the primary crops
being green chilies, pecans, cotton, melons and grapes. Due to the seasonable nature of the produce, a large portion of the county's
workforce is part-time and transient, which inflates the unemployment rate to a high 14% (April 2018). Officials report that Border
Foods, a food processing company owned by Mizkan, is investing in year-round crops, which has potential to reduce the number of

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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part-time ag workers. Development outside of farming and ranching is pronounced: the federal government is investing $85 million in
constructing a 24-hour port on the US-Mexico border. Once completed in late 2019 or early 2020, the county anticipates an increase
in international trade, as well as additional full-time job opportunities for its residents.

Enrollment has fluctuated historically, attributed to the inflows and outflows of seasonal workers. Enrollment declined in fiscal 2018
by 1.1% to 5,193. Officials are focused on retaining students, and have partnered with Western New Mexico University to provide
opportunities to graduate with an associates degree. Further, Deming Public is fostering partnerships with local businesses, creating a
pipeline from school to work.

The county's wealth indices are well below average, with median family income reported at 52.4% of the US, per the 2015 American
Community Survey. Top ten taxpayers comprise a moderate 27.5% of fiscal 2018 full value, but are primarily electric utilities and
railroad companies.

Financial operations and reserves: financial position shows improvement
Despite recent enrollment declines, which negatively impact state aid, the district has managed to report surpluses, and this trend is
expected to continue into fiscal 2018. Fiscal 2017 ended with a $42,000 surplus, increasing General Fund balance to an improved,
but still narrow, $2.2 million, or 5.4% of revenues. To offset mid-year cuts to state aid, rather than cut expenditures, the district sold
property for one-time gains.

Fiscal 2018 is expected to end positively, with operational cash increasing to $3.4 million compared to prior year's $1.8 million (non-
GAAP). The finance director, new as of 2018, is focused on right-sizing the budget, and has improved efficiencies, and absorbed
positions at the executive level, which has generated material cost savings.

The fiscal 2019 budget assumes revenues of $42.4 million (excluding cash balance) against expenditures of $46 million. The district
is projecting flat enrollment, and explains that they are giving staff a 2% salary adjustment. Based on review of historic budgets, the
district typically assumes a deficit position, and then benefits from departments underspending. Given the district’s limited financial
position, use of reserves would negatively constrain an already limited financial position.

LIQUIDITY
After a period of deficits, cash is narrow, but is expected to improve over the near-term. At fiscal 2017 year-end, the district reported
$1.9 million in General Fund cash, or 4.7% of revenues. Given reductions to expenditures, cash is expected to increase in fiscal 2018.

Debt and pensions: manageable direct debt burden, but elevated pension burden
Despite plans to issue in the mid-term, the district’s debt burden will likely remain manageable given steady tax base expansion
coupled with rapid principal amortization. At 1.6% of fiscal 2018 full value, the district's debt burden is slightly above state and national
medians. Positively, principal payout is above average, with 81.7% retired in ten years. Voters approved $10 million in bonds in February
2018, and the district plans to issue in equal installments over the next four years. Debt service is front-loaded, allowing for the layering
in of additional bonds without adjustments to tax rates.

DEBT STRUCTURE
The district has $28.9 million in outstanding, fixed-rate obligations.

DEBT-RELATED DERIVATIVES
The district is not party to any derivative agreements.

PENSIONS AND OPEB
The district has a high employee pension burden, based on unfunded liabilities for its share of the Educational Retirement Board (ERB),
a cost sharing plan administered by the state. Deming Public School's annual contributions into the plan have been at the statutorily
required amount, which is well below the actuarially required amount, a situation which has driven the large unfunded liability.
Moody's fiscal 2017 adjusted net pension liability (ANPL) for the district, under our methodology for adjusting reported pension data, is
$195.2 million, or an elevated 4.4x operating revenues.

In addition to a steadily increasing ANPL, the district's tread water gap has widened over the last two years from 2.3% in fiscal 2015
to 4.9% in fiscal 2017. The “tread water” indicator measures the annual contributions required to prevent the reported net pension
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liability from increasing under plan unfunded liability does not increase. That is, it is the amount that the district would have to pay
on an annual basis to ensure the unfunded liability does not increase. In fiscal 2017, pension contributions of $4.1 million were below
the tread water indicator of $6.2 million, a credit negative. Currently, the district is able to pay the statutorily-required contribution
without impairing operations. Going forward, in order for ERB to meet its obligations, contributions will have to increase, which would
place pressure on the district's limited reserves. Given New Mexico school districts' reliance on the state for its operating revenue, it
is possible that the legislature would appropriate additional funds to cover increased pension costs; however, the state's response to
reform is unclear at this time.

The district's fiscal 2017 fixed costs, including debt service, pension and OPEB contributions, were a manageable 18% of operating
revenues. Inclusive of the treadwater payment, fixed costs increase to an average 23%.

Management and governance: institutional framework score of Baa
In 2018, the district hired a new superintendent and finance director. They are both focused on rebuilding reserves, and have a target
fund balance of 5% to 7%.

New Mexico School Districts have an Institutional Framework score of Baa, which is low. 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 overridden (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 School Districts enter into annual teaching contracts, which can limit the ability to
cut expenditures over the near-term. Unpredictable expenditure fluctuations tend to be moderate, between 5-10% annually.
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