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Credit Profile

US$30.0 mil GO sch bldg bnds due 08/01/2030

Long Term Rating AA/Stable New

US$11.0 mil lse purch ed technology nts ser 2018 due 08/01/2021

Long Term Rating AA/Stable New

Santa Fe N Mex Pub Sch Dist

Long Term Rating AA/Stable Outlook Revised

Rationale

S&P Global Ratings revised its outlook to stable from negative and affirmed its 'AA' long-term rating on Santa Fe

Public School District, N.M.'s existing general obligation (GO) bonds. At the same time, S&P Global Ratings assigned

its 'AA' long-term rating, with a stable outlook, to the district's series 2018 GO bonds and series 2018 education

technology notes (ETNs).

The outlook revision is based on our view that the state funding environment for education has improved since fiscal

2017, as shown by the district's increasing equalization payments from the state in fiscals 2018 and 2019. We expect

that the improved funding environment, combined with expenditure discipline, will allow the district to achieve

roughly balanced operations in these fiscal years, and understand that it will use the proceeds from the sale of two

school sites to bolster its available fund balance. Accordingly, we expect that the district will maintain its available fund

balance at a level we consider good, and do not expect to change the rating within the next two years.

The GO bonds are secured by ad valorem property taxes levied against all taxable property within the district without

limitation as to rate or amount. The ETNs are secured by rental payments that are paid by the district to the Education

Technology Leasing Corp. LLC, as lessor, pursuant to a lease purchase agreement between the district and the

corporation. Rent is payable from ad valorem property taxes levied against all taxable property within the district

without limitation as to rate or amount, and rental payments are not subject to annual appropriation or abatement. We

understand that the GO bonds are being issued to finance the construction and improvement of school facilities and

the purchase of educational equipment, and the ETNs are being issued to finance the purchase of educational

technology equipment.

The rating reflects our view of the district's:

• Participation in the greater Santa Fe economy,

• Extremely strong property wealth and good to strong income indicators,
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• Stable tax base during and after the Great Recession, and

• Available fund balances that we consider good.

Partially offsetting these strengths, in our opinion, is the district's lack of significant revenue flexibility outside the state

funding formula in conjunction with declining enrollment, trend of general fund deficits, and large unfunded pension

liability.

Economy

Santa Fe Public School District encompasses about 1,016 square miles in north-central New Mexico, including all of

the city of Santa Fe (the state capital) and about 53% of Santa Fe County by area (but 91.9% of the county by assessed

value [AV]). The district's population of about 123,000 (in 2016) has been roughly stable since 2010. The district is the

fifth-largest school district in the state, operating 30 school sites and serving about 13,100 students.

Santa Fe is a retail and tourism center, and is particularly known for its arts and culture scene. The area's employment

base is heavily weighted toward government: The two largest employers are the state and Los Alamos National

Laboratory (federal government), at 23,200 and 11,300 employees, respectively, while the third-largest employer (a

hospital) has only 2,200 employees. District residents also benefit tangentially from access to the Albuquerque

metropolitan area--the state's economic and financial center--which is about 60 miles to the southwest. We consider

the district's income indicators to be good to strong, as demonstrated by median household effective buying income

(EBI) at 101% of the national level and per capita EBI at 121% of the national level in 2016. The district's market value

per capita, an indicator of wealth, is about $167,000 in fiscal 2018, which we view as extremely strong. The county

unemployment rate, which we believe is representative of the district's footprint, was 4.9% for the year ended in March

2018, which is lower than the state rate (5.6%) but higher than the national rate (4.1%).

Santa Fe's role as the state capital has contributed to stability in the district's tax base since the recession. The district's

total AV actually increased by a cumulative 4.6% from fiscal 2009 to fiscal 2014, with some minor fluctuations along

the way. AV decreased by 5.7% in fiscal 2015 due to a countywide reappraisal, but growth has accelerated to 2.5%

annually (7.8% cumulatively) since that year. Management notes that diminishing negative reappraisals of commercial

properties are contributing to this stronger growth, and expects this trend to continue in the near term. We also view

the district's tax base as very diverse, with the 10 largest taxpayers accounting for only 2.6% of total AV.

Overall, we are forecasting stable to positive growth for the broader Mountain region, inclusive of New Mexico. We

believe that the region's above-average population growth over the next two years will largely come from expanding

employment in the professional service, hospitality, and leisure sectors. Given the region's focus on professional

services, natural resources and mining, leisure, and hospitality, we expect that Mountain states are likely to experience

minimal adverse economic effects from the recently announced tariffs on steel and aluminum and the broader tariffs

on Chinese imports. As a result, we expect the broader macroeconomic forces to support our view of continued

property tax growth for the district. For additional information, please refer to our U.S. State And Local Government

Credit Conditions Forecast, published April 26, 2018, on RatingsDirect.
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Finances

Enrollment is a primary driver of the state's school district equalization formula, which accounts for about 95% of this

district's general fund revenues. This district's enrollment has decreased by 11.4% cumulatively since fiscal 2015.

Management attributes this trend to competition from charter schools, but expects that the district's strategic

investments in educational programming and online education will stabilize enrollment starting in fiscal 2019.

However, the district's equalization payments generally increased through fiscal 2016 due to a favorable state funding

environment.

Nevertheless, the district has run general fund deficits each year since fiscal 2013, which have reduced its available

fund balance to 5.7% of general fund expenditures in fiscal 2017--a level we consider good--from a strong 14.1% in

fiscal 2012. Management attributes these deficits to the investments in educational programming mentioned above, as

well as to a perceived need to reduce available balances that had grown quite large by the state's standards. The latter

element is supported by the state's fiscal 2017 reductions in equalization payments to districts with cash balances in

excess of 3% of operational revenues (under Senate Bill 114), which was the major driver of the district's 1.5% general

fund deficit that year. We note, however, that timely expenditure cuts allowed the district to offset some of its revenue

losses in fiscal 2017 and avoid a larger draw upon its available fund balance.

The state funding environment for education stabilized in fiscal 2018, and we understand that it has improved again for

fiscal 2019. Due to an increase in operational revenues of about 1.6% ($1.6 million) in fiscal 2018, and a further

increase in its equalization payment from the state in fiscal 2019, the district expects to achieve roughly balanced

operations in these two fiscal years. Furthermore, the district expects realize roughly $3.45 million through fiscal 2019

from the sale of two school sites, and intends to retain these funds to bolster its available balance. Accordingly, we

expect the district to maintain a good level of available fund balance over the medium term.

Additionally, district voters have consistently approved two direct property tax levies that provide some support to the

district's revenue flexibility, although these revenues are accounted for outside of the general fund and are largely

restricted to capital expenditures. Voters approved a six-year extension of the district's two-mill Senate Bill 9 levy in

fiscal 2018, and a six-year extension of its 1.5-mill House Bill 33 levy in fiscal 2015. The tax revenues generated by

these levies are used for capital-related expenses and some operational expenses, and were equivalent to 19.1% of

general fund revenues ($18.9 million) in fiscal 2017. The district expects to maintain these levies for the foreseeable

future.

Financial policies and practices

We consider Santa Fe Public School District's financial management practices to be standard under our financial

management assessment (FMA) methodology, indicating our view that the finance department maintains adequate

policies in some, but not all, key areas. Key policies and practices include:

• A robust budget formulation process based on external enrollment projections and close consultation with state

authorities regarding updates to the equalization formula;

• Roughly quarterly budget study sessions with the board, although the reports provided to the board during these

sessions are not in the form of budget-to-actuals;

• A lack of long-term financial projections due to the district's reliance on state equalization revenues for its
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operations;

• A five-year facilities master plan that is updated roughly every other year, but does not match specific funding

sources to projects or timing needs;

• A formal investment policy, with all funds invested in the state local government investment pool, and quarterly

reporting on performance to the board;

• A lack of a debt management policy that provides significant restrictions or guidance beyond the state guidelines;

and

• A cash balance target of between 5.0% and 7.5% of operational revenues.

Debt, pension, and other postemployment benefit (OPEB) obligations

We view the district's debt burden as moderate on a per capita basis (about $3,900) and low as a share of market value

(2.3%), including the series 2018 GO bonds and ETNs. The district's debt amortizes very rapidly, with 88% retired

within the next 10 years. While we consider its fiscal 2017 debt carrying charge to be elevated at 19.8% of total

noncapital governmental funds expenditures, we view this as manageable due to the rapid amortization schedule. We

understand that the district plans to issue the remaining $30 million of its election of 2017 GO authorization within the

next two years, but do not expect this issuance to change our view of the district's debt burden. We also understand

that the district has roughly $2.9 million in privately placed debt outstanding (issued through the New Mexico Finance

Authority), which it has used to finance renewable energy projects; we have reviewed the terms of these obligations

and do not believe they contain clauses that could result in liquidity risk for the district.

We consider the district's pension liability to be a source of long-term risk. The district participates in the New Mexico

Educational Retirement Board (ERB) pension plan, which is a cost-sharing, multiple-employer, defined-benefit pension

system. In April 2017, the ERB made a number of adjustments to its actuarial assumptions and methods, including

lowering its discount rate to 7.25% (from 7.75%) and its payroll growth rate to 3.00% (from 3.50%). While we believe

that these changes will likely support the plan's sustainability over the long term, they also decreased the plan's

reported funded ratio to 53.0% in fiscal 2017 (from 61.6% in fiscal 2016) under Governmental Accounting Standards

Board's current reporting guidelines. Additionally, under the new assumptions, the plan's actuarial assets and future

contributions will only be able to finance benefits payments through 2053. Finally, while the district has historically

made its full statutorily required pension contribution, planwide actual contributions were only 82.8% of the actuarially

determined contribution (which is based on an amortization of the plan's unfunded liability by 2042) in fiscal 2017.

Accordingly, we believe that the district's pension costs are likely to rise significantly in the coming years, although its

fiscal 2017 pension carrying charge of 5.2% of total governmental funds expenditures is still moderate.

The district's OPEBs consist of health care benefits provided through the New Mexico Retiree Health Care Fund (a

cost-sharing, multiple-employer plan). The plan is funded on a pay-as-you-go basis, and the district's contributions

accounted for 0.8% of total governmental funds expenditures in fiscal 2017.

Outlook

The stable outlook reflects our view that the state funding environment will remain roughly stable, and that continued
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expenditure discipline will allow the district to maintain available fund balances at a level we consider good. However,

we also expect the district's underfunded pension plan to remain a source of long-term risk and limit potential upside

movement in the rating. Accordingly, we do not expect to change the rating within the next two years.

Downside scenario

We could lower the rating if rising pension costs, further enrollment declines, or a return to cost-cutting in the state

education budget were to pressure the district's fiscal performance and reduce its available fund balance to a level we

no longer consider good.

Upside scenario

We could raise the rating if the district were to develop a robust plan to reduce its unfunded pension liability, increase

its available fund balance to a level in line with that of higher-rated peers, and strengthen its management policies and

practices.

Related Research

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

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.capitaliq.com. All ratings affected by this rating action can be found

on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in the left

column.
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