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Summary
New Mexico State University's (NMSU, A1 stable) very good strategic positioning reflects
its role as a large comprehensive research university and land-grant institution, with a
statewide presence through its community colleges and extension programs. Strong State
of New Mexico (Aa2 stable) funding provides a sizable 41% of the university’s large $464
million scope of operations, remaining an important source of revenue to augment the
highly income sensitive student population. Recent state funding increases in operating and
capital appropriations have been essential to offset declining net tuition revenue and limited
donor support. Good revenue diversity stems from the university’s moderate but important
research activity, which comprised 20% of fiscal 2018 expenses.

NMSU will continue to face operating challenges due to weak demographics for graduating
high school students, as well as a low unemployment climate driving reduced community
college enrollment. Favorably, the university has focused on expense containment and
alternative revenue opportunities to bring operating cash flow margins up from prior years.
Additional challenges include a very large unfunded pension liability, low liquidity of just 101
days cash on hand, and limited prospects for significantly improving cash flow to address
university facilities’ high 17 years age of plant.

Exhibit 1

Focused expense management provides good debt affordability and coverage despite revenue
challenges
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Credit strengths

» Very good strategic position as New Mexico's land-grant university with a $464 million scope of operations inclusive of four branch
community college campuses and statewide extension programs

» Strong and recently rising state support at 41% of operating revenue and periodic capital support

» Strategic focus on expense containment offset weak demographics and enrollment declines, achieving more than balanced
operations

» Multidisciplinary research activity adds programmatic diversity, comprising 20% of fiscal 2018 expenses

Credit challenges

» Significant enrollment pressure with highly competitive student market and declining demographics for New Mexico high school
students

» Very large unfunded pension liability adds significant long-term debt-like liabilities and inflexible costs

» Low liquidity of just 101 days cash on hand constrains financial flexibility

» Modest operating cash flow margins, of less than 8%, limit cash flow for facility investment to address high 17 years age of plant

Rating outlook
The stable outlook reflects expectations that the university will continue to adjust expenses to sustain operating cash flow margins of
6-8% given expectations of continued revenue challenges. It also incorporates expectations of very limited additional debt plans and
steady liquidity.

Factors that could lead to an upgrade

» Material improvement in strategic positioning, reflected in growth in operating revenue, donor support and funded research

» Substantial increase in flexible reserves to better support very high total adjusted debt

Factors that could lead to a downgrade

» Inability to stabilize net tuition revenue, leading to a sustained deterioration in operating performance and debt affordability

» Material decline in financial reserves or liquidity

» Disruption or sustained significant reduction in state funding

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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Key indicators

Exhibit 2

New Mexico State University

 2014 2015 2016 2017 2018

Median: A Rated 

Public Universities

Total Fall FTE Enrollment 20,465 19,687 19,242 18,769 18,426 10,083

Operating Revenue ($000) 504,882 513,532 502,565 477,792 463,744 226,004

Annual Change in Operating Revenue (%) -0.4 1.7 -2.1 -4.9 -2.9 1.2

Total Cash & Investments ($000) 278,289 302,337 293,392 315,260 360,597 197,458

Total Debt ($000) 145,032 136,019 124,888 115,972 154,572 147,430

Spendable Cash & Investments to Total Debt (x) 1.2 1.4 1.5 1.7 1.5 1.0

Spendable Cash & Investments to Operating Expenses (x) 0.3 0.4 0.4 0.4 0.5 0.6

Monthly Days Cash on Hand (x) 90 92 105 111 101 154

Operating Cash Flow Margin (%) 6.1 4.6 7.6 6.1 8.0 10.7

Total Debt to Cash Flow (x) 4.7 5.7 3.3 4.0 4.2 6.5

Annual Debt Service Coverage (x) 2.1 1.5 2.2 2.0 2.3 2.0

Source: Moody's Investors Service

Profile
New Mexico State University is the state's land grant university and comprehensive research institution, with its main campus in Las
Cruces. NMSU includes four branch community colleges, as well as extension services and distance education programs extending
its presence throughout the state. The four community colleges serve the Alamogordo, Carlsbad, Dona Ana and Grants Branch
Community College Districts. For fiscal 2018, NMSU recorded $464 million in Moody’s adjusted operating revenue and for fall 2019
enrolled 18,726 full-time equivalent (FTE) students. The main campus represents approximately 60% of students and over 80% of
revenue.

Detailed credit considerations

Market profile: demographic and economic challenges to enrollment
NMSU continues to be challenged by enrollment declines at both the community colleges and main campus in Las Cruces. Despite
these declines, NMSU will continue to maintain a significant market share of New Mexico resident undergraduates as the state's
land grant institution. Almost 80% of NMSU's fall 2019 18,726 full-time equivalent students are New Mexico residents, a challenge
given flat high school graduation rates, tuition sensitivity and natural fluctuation of community college enrollments depending on the
strength of the local economy.

Exhibit 3

NMSU main campus and branch community colleges face enrollment challenges
Duplicated headcount for fall 2015 and fall 2019
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Headcount figures include approximately 2,000 duplicate counts across institutions, though these figures are relatively consistent from year to year.
Source: Moody's Investors Service; NMSU
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The university has implemented multiple avenues for recruitment enhancement, as well as monitoring and advancing student success,
leading to a near stabilization of enrollment for fall 2019. While, the total fall 2019 FTE count was down 7.2% from fall 2015, the fall
2018 to fall 2019 decline was a more modest 0.8% compared to 2.2% each of the prior three years.

NMSU maintains a moderate, but though significant, research profile, with $92 million of research expenditures in fiscal 2018.
Unaudited 2019 figures show a favorable rise in research expenses to $99 million, driven by increased funding for agriculture and
engineering. The majority of the university's federal research awards are from the Departments of Defense, Agriculture, Health and
Human Services, and Energy.

Operating performance: focused expense management in light of declining revenue
NMSU's continued focus on expense containment is a key credit factor. Revenue volatility stems from fluctuating state appropriations,
as well as declining net tuition revenue. Despite a net 8% decrease in revenue over the fiscal 2014-18 period, the university recorded
a corresponding 9% decrease in expenses. As a result, operating cash flow margins, though modest, have remained positive and
the university is closing in on balanced operations. However, with limited ability to raise tuition rates, combined with stagnant
enrollment, NMSU's operating cash flow margins will continue to be in the 6-8% range, though generating good debt service coverage
of approximately 2.2x.

State support will remain an important funding source, accounting for 41% of fiscal 2018 revenue. Favorably, operating appropriations
increased in 2018 and 2019, and are budgeted for another 2.2% increase in fiscal 2020. Rising operating appropriations mitigate to
some extent the 47% decline in state lottery scholarships that occurred over the fiscal 2014-18 period, which comprised $9 million
of the decline in net tuition revenue over the period. State lottery scholarships have been an essential element for students' tuition
affordability and the decline of these scholarships has contributed to enrollment declines as well.

Exhibit 4

Rising operating appropriations is an essential mitigant to declining net tuition revenue
Appropriations and net tuition revenue on a per student FTE basis
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Source: Moody's Investors Service

Wealth and liquidity: growing cash and investments, but modest relative to expenses
NMSU's wealth has improved over the last five years, with recent stronger growth due to increased donor support in addition to stable
cash flow from operations. However, cash and investments remain modest relative to operations. Total cash and investments for the
university and its affiliated New Mexico State University Foundation was $361 million for fiscal 2018, up a solid 30% since fiscal 2014.
Favorably, on an unaudited basis, fiscal 2019 cash and investments will exceed 10% growth for the year.

Spendable cash and investments of $239 million for fiscal 2018 were up a strong 38% over fiscal 2014 and will see similarly strong
growth for fiscal 2019. Spendable cash and investments cushion expenses by 0.5x, below the A1-median of 0.7x.

Sustained improvement in gift support would be credit positive for NMSU. Gift support improved with the university's $125 million
comprehensive “Ignite Aggie Discovery” campaign, which has raised $117 million or 94% of its goal. The campaign winds down in fiscal
2020. The campaign includes a goal of $50 million toward scholarships, which would help NMSU maintain its student demand in an
increasingly competitive recruiting environment, especially with the state lottery scholarship reduction.
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Liquidity
NMSU's liquidity remains thin despite recent growth, and is a key credit challenge given potential future volatility in state
appropriations and declining net tuition revenue. At fiscal year-end 2018, the university had just 101 monthly days cash, below the
A1 median of 168 days. The 2018 dip in liquidity from fiscal 2017 was due to timing mismatches for receipt of state funding, which is
expected to be realigned with prior years in fiscal 2019. Favorably, the university has limited potential calls on liquidity with its all fixed-
rate debt structure and conservative investment allocation, and community college expenses are largely covered by tuition and tax
revenue.

Leverage: moderate debt burden with good state capital funding, but substantial pension liability
Consistent state capital support, as well as general obligation tax-supported debt for the community colleges, has allowed the
university to maintain a moderate direct debt burden. Outstanding debt at fiscal end 2018 totaled $155 million. Roughly $14 million
are Series 2010B bonds that will be legally defeased by the Series 2017C bonds at their crossover date in 2020. Spendable cash and
investments cushion debt by 1.5x and debt to operating revenue was 0.3x in fiscal 2018, both stronger than the A1-medians of 1.2x and
0.6x, respectively.

In November 2018, voters approved $31 million in projects across the NMSU system. Nearly $25 million was for the renovation
and modernization of three aging College of Agriculture buildings, with the remainder distributed among the branch community
colleges. Given NMSU's very high 17 year age of plant, ongoing capital investment will be needed to address deferred maintenance. The
university continues to pursue only capital plans for which it receives state or local support.

The university has two blended component units, Arrowhead Center and Aggie Development, that aim to foster economic
development of the university real and intellectual property, and provide alternative revenue streams for university operations.
While both organizations intend to enter into viable self-supporting enterprises, projects or ventures requiring university support or
guarantees will be factored into the credit profile.

Debt structure
NMSU's all fixed rate, regularly amortizing debt structure provides good predictability for budgeting. There are no debt service reserve
funds.

NMSU has $12 million outstanding on its Series 2014 note, directly placed with Bank of Albuquerque N.A. The note is subordinate to
the rated revenue bonds, fixed rate and amortizing through maturity in fiscal 2028, with escalating debt service expected to match
projected energy savings. There are no financial covenants, acceleration or minimum rating provisions, nor is there a debt service
reserve fund for the Series 2014 note.

The community colleges have about $20 million of outstanding General Obligation Limited Tax bonds, which are rated separately, and
are paid by local district tax receipts.

Legal security
The university's revenue bonds are secured by a pledge of tuition, certain fees, auxiliary enterprise net revenue, income from the New
Mexico Permanent Fund, and other unrestricted sources but excluding state operating appropriations. Unaudited fiscal 2019 pledged
revenues were $187 million, and revenues available for debt service (after deducting Operating and Maintenance expenses) were $152
million, providing a projected 9.6x pro-forma maximum annual debt service coverage (occurs in fiscal 2020).

Debt-related derivatives
None.

Pensions and OPEB
The university's exposure to pension and other post-employment benefits (OPEB) is very high. Moody's adjusted debt, including $155
million of direct debt and the $1.2 billion Moody's three year (2016-2018) average adjusted net pension liability, exceeds rated peers.
Total adjusted debt is 3.0x fiscal 2018 operating revenue. Spendable cash and investments to total adjusted debt is only 0.2x. In
contrast, the A1-medians are 1.3x and 0.5x, respectively.
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NMSU administers an OPEB program with the Board of Regents holding the authority to establish or amend benefit provisions. The
university's OPEB liability was reported at $134 million for fiscal 2018 and is expected to remain relatively stable for fiscal 2019. OPEB
related expenses comprised 1.2% of fiscal 2018 expenses.

Environmental, social and governance considerations
Like most of the higher education sector, environmental considerations have limited impact on the credit profile of NMSU at this time.

The university's enrollment challenges reflect weak high school graduate demographics, high affordability concerns and a relatively
low unemployment rate that is drawing potential students to the workforce. A weakening employment environment (per Moody's
Analytics) in the Las Cruces area is limiting population draw to the Las Cruces region, which in turn adversely impacts NMSU. Favorably,
the state's severance and sales tax revenue is improving due to higher oil and gas returns, which in turn is providing more state support
to NMSU.

NMSU's administration and organizational structure significantly changed in fiscal 2018. The new structure will allow the university
to hone its focus on student success, as well as NMSU's role in the state and region. A new position of chancellor was established,
which includes an office of strategic initiatives and a goal to monetize the university's untapped assets to expand brand and revenue
opportunities. A new president, provost and chief financial officer also began in fiscal 2018. Under the new leadership, the university
has developed a new strategic plan and is making progress in enrollment and fiscal stabilization.

Rating methodology and scorecard factors
The Higher Education Methodology includes a scorecard that summarizes the factors that are generally most important to higher
education credit profiles. Because the scorecard is a summary and may not include every consideration in the credit analysis for
a specific issuer, a scorecard-indicated outcome may or may not match an assigned rating. We assess strategic positioning on a
qualitative basis, as described in the methodology.

Exhibit 5

New Mexico State University

Rating Factors Value Score

Factor 1:   Market Profile (30%)

Scope of Operations (Operating Revenue) ($000) 463,744 Aa3

Reputation and Pricing Power (Annual Change in Operating Revenue) (%) (2.9) B2

Strategic Positioning A A

Factor 2:   Operating Performance (25%)

Operating Results (Operating Cash Flow Margin) (%) 8.0 A1

Revenue Diversity (Maximum Single Contribution) (%) 41.2 Aa2

Factor 3:   Wealth & Liquidity (25%)

Total Wealth (Total Cash & Investments) ($000) 360,597 Aa3

Operating Reserve (Spendable Cash & Investments to Operating Expenses) (x) 0.5 Aa3

Liquidity (Monthly Days Cash on Hand) 101 A1

Factor 4:   Leverage (20%)

Financial Leverage (Spendable Cash & Investments to Total Debt) (x) 1.5 Aa2

Debt Affordability (Total Debt to Cash Flow) (x) 4.2 Aa1

Scorecard-Indicated Outcome Aa3

Assigned Rating A1
Data is based on most recent fiscal year available. Debt may include pro forma data for new debt issued or proposed to be issued after the close of the fiscal year.

For non-US issuers, nominal figures are in US dollars consistent with the Higher Education Methodology.

Source: Moody's Investors Service
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