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Santa Fe Community College District, NM
Update to credit analysis

Summary
Santa Fe Community College, NM (SFCC, GOLT Aa2) has a stable credit profile supported by
a sizeable tax base, which is expected to grow over the near-term given modest development
within the City of Santa Fe, the state’s capitol. The college's financial position is improving
as management focuses on maintaining structural balance; recently, voters approved an
increase to the operating mill levy, which will help bolster reserves in the future. Officials
plan to issue debt again in 2021 or 2022; however, the debt burden will likely remain low
given rapid principal amortization and continued tax base expansion. The credit profile, and
corresponding rating, also incorporates a trend of historic enrollment declines (not unusual
for a CCD during times of economic growth) and an above average pension burden, reflective
of the district’s participation in a state-wide, cost-sharing plan (EERS).

Credit strengths

» Large, stable tax base, with institutional presence

» Very modest direct debt burden with rapid principal amortization

Credit challenges

» Financial position that has experienced historic fluctuations

» Moderate pension and fixed cost burdens

» Declining enrollment trends

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

» Substantial tax base expansion and diversification

» Continued trend of operating surpluses, increasing reserves

» Reductions to the pension and fixed cost burdens

Factors that could lead to a downgrade

» Significant tax base contraction

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1183914
https://www.moodys.com/credit-ratings/Santa-Fe-Community-College-District-NM-credit-rating-800034307
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» Trend of deficits that materially reduces reserves

» Further increases to the pension and fixed cost burdens

Key indicators

Exhibit 1

Santa Fe CCD, NM 2014 2015 2016 2017 2018

Economy/Tax Base

Total Full Value ($000) $19,033,308 $17,954,815 $18,195,916 $18,707,832 $19,348,493 

Population             119,676             121,796             121,749             122,380             126,000 

Full Value Per Capita $159,040 $147,417 $149,454 $152,867 $153,559 

Median Family Income (% of US Median) 100.1% 100.9% 101.2% 100.7% 100.7%

Finances

Operating Revenue ($000) $60,896 $60,117 $67,127 $62,544 $61,847 

Fund Balance ($000) $77,362 $34,595 $38,376 $40,072 $4,249 

Cash Balance ($000) $14,423 $4,908 $6,461 $6,654 $17,148 

Fund Balance as a % of Revenues 127.0% 57.5% 57.2% 64.1% 6.9%

Cash Balance as a % of Revenues 23.7% 8.2% 9.6% 10.6% 27.7%

Debt/Pensions

Net Direct Debt ($000) $33,055 $27,755 $23,115 $18,215 $18,385 

3-Year Average of Moody's ANPL ($000) $110,292 $107,698 $109,626 $122,885 $136,900 

Net Direct Debt / Full Value (%) 0.2% 0.2% 0.1% 0.1% 0.1%

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

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 0.6% 0.6% 0.6% 0.7% 0.7%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 1.8x 1.8x 1.6x 2.0x 2.2x

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

Profile
The district is located in the northern portion of the State approximately 65 miles north of Albuquerque (GO Aa2 negative). The
college serves Santa Fe, the state capitol, and the surrounding region. Fall 2018 headcount was 5,844.

Detailed credit considerations
Economy and tax base: sizeable base anchored by state government
The college's tax base will likely remain stable over the mid-term given institutional presence. Santa Fe Community College (SFCC) is in
the northern portion of the state and serves the City of Santa Fe and surrounding areas in Santa Fe County (GO Aaa stable). The local
economy is anchored by state government, which employs approximately 23,000 people. An additional 11,000 work for Los Alamos
National Laboratory, housed to the north in Los Alamos County (issuer rating Aa3). In addition to government, the local economy
benefits from arts and tourism. The tax base has stabilized after a period of modest declines, and fiscal 2019 assessed value (AV) is $6.6
billion, derived from a full value (FV) of $19.8 billion. Preliminary fiscal 2020 values indicate further AV growth to $6.9 billion (FV of
$20.7 billion). Recent development includes new restaurants and fitness studios, as well as a new casino.

Given the tax bases are coterminous, we use Santa Fe Public School District's (Aa3) income profile as a proxy for the college's. As such,
median family income is average at 100.7% of the US per the 2017 ACS. County unemployment is low compared to the state at 3.8%
compared to 4.5% (May 2019). The district is neither concentrated in top ten taxpayers nor in minerals.

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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Enrollment has declined over the past several years, which is not atypical: CCD enrollment is countercyclical to economic performance.
Fiscal 2018 fall headcount was 5,844, down from last year's 6,101. Fall 2019 headcount is projected at 5,432, and then flat moving
forward. In order to attract potential students, the college has implemented new programs. Positively, the college has no nearby
competitors; SFCC is the only provider of two year academic and vocational education in the region.

Financial operations and reserves: improved financial position
Since the college's reserves narrowed significantly in fiscal 2015, the management team has focused on right-sizing the budget, and
increasing its operating fund balance. Over the past several years, the college improved its financial position. Officials explain that they
made a conscious effort to match staffing to enrollment, and if needed, would reduce staff or hire adjunct professors (rather than FTEs).
At the same time, the college benefitted from an increase in property taxes, which represent around 40% of the budget. At fiscal 2018
year-end, the net asset position was $4.2 million. The unrestricted net asset position is still a negative $78 million, due to recognition
of a $90.3 million net pension liability (GASB 68) and a $25.1 million net opeb liability (GASB 75). Of note, the district's net pension
liability worsened in fiscal 2018 due to ERB using a blended discount rate, which significantly increased service costs for all participants.

In practice, management relies on fund accounting (rather than full accrual). The primary operating funds of the college include:
Instruction and General (I&G), similar to a General Fund; Capital Outlay Fund; and, Renewal and Replacement Fund. Considering the
I&G Fund alone, net of transfers, fiscal 2018 ended with $3.2 million, or an improving 9.2% of revenues (compared to prior year's
4.7%). Positively, the college makes annual transfers to the Capital Outlay and Renewal and Replacement Funds. These reserves are
intended for infrastructure and maintenance; however, the monies are legally unrestricted and available for operations if needed.
Including the additional liquidity of $2.1 million, the college's fund balance increases to 15% of revenues.

Fiscal 2019 is expected to be another positive year. In the February 2018 election, voters approved an increase to the operating mill
levy to 3.04 mills from 2.69 mills. In conjunction, the debt service levy was reduced to 0.65 mills from 1 mills. Thus, the total tax levy
stayed flat. These changes went into effect in tax year 2018 (fiscal 2019). The college has made a concerted effort to curb expenditures,
too, and have closed programs, held positions vacant and merged departments when able. Due to an increase in revenues and a decline
in expenditures, officials anticipate I&G fund balance growing to $6 million, or 17% of fiscal 2018 revenues.

The fiscal 2020 budget anticipates another surplus, projecting I&G revenues of $37.9 million against expenditures of $36.9 million.
Property taxes are up due to the mill adjustment, and the legislature appropriated an additional $800,000 in state aid, although
around 35% is earmarked for salary adjustments.

Tuition and fees are adjusted with board approval, and do provide the college revenue-raising flexibility. However, this revenue line
represents less than 10% of the budget, and has been muted by declining enrollment. Officials report that they do not plan to increase
tuition in fiscal 2020.

LIQUIDITY
As of fiscal 2018 year-end, audited cash had improved to $17.1 million, up from prior year's $6.7 million. Going forward, we expect the
district's cash position to remain stable, if not improve, as management continues to focus on rebuilding reserves.

Debt and pensions: modest debt burden with plans to issue in the near-term; an above average pension and fixed cost
burdens
Despite future planning borrowings, SFCC's direct debt burden is expected to remain low over the mid-term given rapid principal
amortization. At 0.1% of fiscal 2019 full value, the district's debt burden is minimal. The CCD anticipates approaching voters again in
November 2020 for additional authorization.

DEBT STRUCTURE
The district has $23.2 million in outstanding GOLT obligations. Principal amortization is rapid with 94.6% retired in ten years.

DEBT-RELATED DERIVATIVES
The district is not party to any interest rate swaps or other derivative agreements.

PENSIONS AND OPEB
The district has an average employee pension burden, based on unfunded liabilities for its share of the Educational Employee
Retirement System (EERS), a cost sharing plan administered by Educational Retirement Board (ERB). The college's annual contributions
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into the plan have been at the statutorily required amount, which is slightly below the actuarially required amounts, a situation which
has driven moderate increases to the unfunded liability. Moody's fiscal 2018 adjusted net pension liability (ANPL) for the district, under
our methodology for adjusting reported pension data, is $150.8 million, or an above average 2.44 times operating revenues.

The district's treadwater gap is widening, and in fiscal 2018, was 3.2%. The “tread water” indicator measures the annual contributions
required to prevent the reported net pension liability from increasing under Plan assumptions. 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 2018, pension contributions of $3
million were below the tread water indicator of $5 million, a credit weakness. Currently, the district is able to pay the statutorily-
required contribution without impairing operations.

Starting in fiscal 2020, legislative changes to ERB will go into effect, including an increase to employer contributions. Positively, the
state has appropriated additional funds, thus, districts will be insulated from the cost hike.

Along with an unfunded pension liability, based on Moody's adjustments, the district has an unfunded OPEB liability of $13.5 million in
fiscal 2017, which represents around 21.6% of fiscal 2017 operating expenditures.

The district's fiscal 2018 fixed costs, including debt service, pension and OPEB contributions, were an average 18.1% of operating
revenues. Including the treadwater payment, fixed costs increase to 21.3%. Due to issuance of the series 2018B taxable bonds
(spongeable), fiscal 2018 debt service was unusually high. Going forward, debt service is projected at around $4 million to $5 million,
reducing fixed costs to a more manageable 13% of operating revenues.

Management and governance: institutional framework of Aa
Santa Fe CCD is governed by a five member board that serve six year terms. The college has been accredited by the Higher Learning
Commission of the North Central Association of Colleges and Schools since 1984. In December of 2012, the college successfully
completed its re-affirmation of accreditation process; the college’s next re-affirmation of accreditation will take place in 2019.

New Mexico CCD have an Institutional Framework score of Aa, which is high. Institutional Framework scores measure a sector's legal
ability to increase revenues and decrease expenditures. The sector's major revenue sources are state aid and property taxes, with the
latter subject to a statutory cap $5.00 (per $1,000 AV) that cannot be overridden at the local level. If the CCD's operating levy is below
the cap, they can increase it with voter approval. Property tax revenues are limited to an annual increase of 5%, which still provides for
significant revenue-raising headroom. 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 has public sector unions, which
can limit the ability to cut expenditures. Unpredictable expenditure fluctuations tend to be minor, under 5% annually.
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