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New Issue Details

Sale Information: $5,800,000 General Obligation Bonds, Series 2014, scheduled to sell
competitively on July 9.

Security: Unlimited annual property tax levy.
Purpose: Proceeds to finance parks, trails and drainage improvements.

Final Maturity: Aug. 1, 2034.

Key Rating Drivers

Sound Economy: Economic stability is provided by the large state government presence, and
unemployment rates remain below state and national averages. Wealth indices are also
generally above average.

Structural Balance Pressured: The city’s structural balance has been pressured from recent
hikes in labor costs. Financial cushion is still favorable, but remaining expenditure flexibility is
limited, leading management to emphasize efficiencies and cost savings in providing city
services.

Prominence of Gross Receipts Taxes: Given the importance of gross receipts tax (GRT)
revenues to general fund operations (73% of general fund revenues), the credit rating for the
GRT revenue bonds is tied to the city’s overall financial performance and equal to the GO bond
rating.

Taxing Margin Available: The city maintains revenue-raising flexibility through its GRT and

property tax rates.

Strong Debt Service Coverage: Debt service coverage is favorable, and legal covenants,
particularly the additional bonds test (ABT), are strong.

Moderate Debt; Rapid Payout: Debt levels relative to market value are moderate, and the
principal payout rate for all bonds remains rapid.

Rating Sensitivities

Consistent Budgetary Balance: The continuance of solid reserves remains integral to
maintaining the city's high-grade credit quality, given the heavy reliance on economically
sensitive GRT revenue. The rating assumes that operating performance will result in consistent
reserves, at least at current levels.
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Rating History —

GO Bonds
Outlook/

Rating __ Action Watch Date
AA+ Affrmed  Stable 7/2/14
AA+ Affirmed  Stable 5/30/13
AA+ Affirmed  Stable 5/1/13
AA+ Affrmed  Stable 11/8/12
AA+ Affirmed  Stable 1/19/12
AA+ Affirmed  Stable 11/2/10
AA+ Assigned Stable 9/20/10

Rating History —
GRT Bonds

Outlook/
Rating  Action Watch Date
AA+ Affirmed  Stable 7/2/14
AA+ Affirmed  Stable 5/1/13
AA+ Affirmed  Stable 11/8/12
AA+ Affirmed  Stable 1/19/12
AA+ Assigned Stable 11/2/10

Rating History —
Subordinate Lien GRT

Outlook/
Rating  Action Watch Date
AA Affirmed  Stable 712114
AA Affirmed  Stable 5/1/13
AA Affirmed  Stable 11/8/12
AA Affirmed  Stable 1/19/12
AA Assigned Stable 11/2/10

Related Criteria

U.S. Local Government Tax-Supperted
Rating Criteria (August 2012)
Tax-Supported Rating Criteria (August
2012}

Credit Profile

Healthy Regional Economy

Santa Fe serves as the county seat and state capital and is located in north central New
Mexico. The local economy is anchored by the large state government presence. Other
important sectors include tourism and recreation, retail trade, healthcare and some industry.
The commuter rail line between Santa Fe and Albuguergue enhances employment and tourism
opportunities for the region.

Historically, Santa Fe unemployment rates have been below those of both the state and nation.
However, the city was not immune to the recent economic downturn, as evidenced by a rising
unemployment rate that peaked at 6.1% in 2010. Although employment gains remain sluggish,
the jobless rate declined to 4.2% as of April 2014, still well below the 5.9% rate of both the
state and nation.

Wealth indices for the city are above the statewide average. Property wealth is evident in the
city's high market value per capita, which equais $157,000, despite the large amount of
tax-exempt values. After years of healthy annual gains in taxable assessed valuation (TAV),
growth flattened over the past three years, although Fitch Ratings notes the city did not
experience any recessionary declines. A recent annexation increased the city's acreage by
13% and boosted its population by 12,900 residents, or 19%. The associated TAV is modest
and will roll on in fiscal 2015. The annexation incorporated isolated parcels of land within its
previous boundaries plus property along its main growth corridors.

Concentrated Revenues Recover Slowly from Losses

Typical of municipalities in New Mexico, the city’s general fund is heavily dependent on
state-shared and local GRTs for general fund support. The local portion of state-shared taxes
is remitted back to local governments based on the point of sale. In fiscal 2013, combined
GRTs accounted for approximately 73% of revenues. Property taxes, on the other hand,
represented only 5% of operating support.

Combined state-shared and municipal GRT collections declined by 9% and 5% in fiscal years
2009 and 2010, respectively, and subsequently posted modest annual gains through fiscal
2013. Fiscal 2014 projections point to a 3.8% gain.

Labor Costs Pressure Structural Balance

The city's general fund reserves thinned during the recession but remained solid. The city
posted general fund drawdowns of $5.9 million and $5.3 million in fiscal years 2009 and 2010,
respectively, each equal to over 7% of spending. Aided by stabilized GRT collections and
budget cuts, operating results were positive, with a modest addition to the fund balance in
fiscal years 2011 and 2012.

Fiscal 2013 results were not balanced as expected by Fitch. The general fund posted a
$3.2 million drawdown (equal to 4.4% of spending), due to primarily to cost of living increases
for the city's three unions plus some pay-as-you-go capital outlays. However, its financial
cushion remained solid, comprising an $8.9 million unrestricted fund balance, and the
state-required 30-day reserve for operations totaling $14.5 million, or 20% of spending and
transfers out.

Santa Fe, New Mexico
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Fiscal 2014, during which no union cost of living allowances (COLAs) were funded, is projected
to add $2.7 million to the fund balance. The projected surplus has been aided by a 3.8% gain in
GRT revenues compared to budgeted flat revenues. In fiscal 2014, the city began to phase in
police services to the newly annexed areas with 10 additional officers.

For the adopted fiscal 2015 budget, the city added five additional police officers to the annexed
area and funded COLAs for two unions along with a modest $200,000 in pay-as-you-go outlays.
The budget is based on flat GRT revenues, which Fitch views favorably, but includes $900,000
in new GRTs from the recently annexed areas. Fitch believes limited spending flexibility
remains as additional cuts would begin to affect city services.

General Fund Financial Summary
($000, Audited Fiscal Years Ended June 30)

2009 2010 2011 2012 2013

Property Tax Revenue 2,316 2,657 2,868 3,042 3,199
GRT Revenue 14,963 14,145 14,360 52,229 50,462
Other Tax Revenue 2,863 2,570 2,207 2,869 3,348
Total Tax Revenue 20,142 19,372 19,435 58,140 57,009
License and Permits 2,262 1,572 1,855 2,341 2,856
Fines and Forfeits 518 527 449 371 412
Charges for Services 3,577 4,119 5,028 5,251 5,934
Intergovernmental Revenue 38,207 36,376 36,830 161 158
Other Revenue 678 306 464 277 109
General Fund Revenue 65,384 62,272 64,061 66,541 66,478
General Government 17,020 16,790 15,261 15,990 15,715
Public Safety Expenditures 31,606 31,204 31,134 29,935 32,563
Public Works Expenditures 3,934 3,903 2,924 2,926 3,043
Culture and Recreation Expenditures 7,522 7,482 7,573 6,908 8,214
Educational Expenditures 2,893 2,983 2,842 2,670 2,711
Capital Outlay Expenditures 1,316 293 239 352 836
Other Expenditures 5,660 5,302 5128 4,427 4,740
General Fund Expenditures 69,951 67,957 65,101 63,208 67,822
General Fund Surplus/(Deficit) (4,567) (5,685) (1,040) 3,333 (1,344)
Transfers In 6,504 6,874 8,116 4,996 2,917
Transfers Qut 7,923 6,484 6,723 6,593 4,738
Net Transfers and Other (1,419) 390 1,393 (1,597) (1,597)
Net Surplus/(Deficit) (5,986) (5,295) 353 1,736 (3,165)
Total Fund Balance 20,967 15,672 16,024 17,760 17,760
As % of Expenditures, Transfers Out and Other Uses 26.9 211 22.3 25.4 20.1
Unreserved Fund Balance® 13,461 8,652 — — —
As % of Expenditures, Transfers Out and Other Uses 17.3 11.6 — — _
Unrestricted Fund Balance® — — 9,512 12,156 8,941
As % of Expenditures, Transfers Out, and Other Uses _ —_ 13.2 17.4 12.3
Adjusted Unrestricted Fund Balance® — —_ 15,583 17,614 14,490
As % of Expenditures, Transfers Out, and Other Uses — — 21.7 25.2 20.0

®Pre-GASB 54. "Reflects GASB 54 classifications: sum of committed, assigned and unassigned. “Adjusted to include
state-mandated one-month reserve. Note: Numbers may not add due to rounding.
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Ample Revenue Flexibility Remains

The city maintains some important revenue-raising flexibility, with the availability of an
additional one-fourth on the municipal GRT rate, as well as substantial property tax margin.
The combined revenue margins equal a large $24 million, or 33% of fiscal 2013 spending. The
state also authorized municipalities to impose an additional three-eighths GRT — starting in
2015 — to offset the gradual elimination of state payments that reimburse local governments
for certain GRT exemptions. The elimination will be phased in slowly over a 15-year period,
with the annual impact estimated at $640,000-$700,000, or about 1% of fiscal 2013 spending.
The city chose not to implement any portion of this additional three-eighths GRT in the
fiscal 2015 budget. If imposed in its entirety, the three-eighths GRT would generate
approximately $10.5 million, or 15% of fiscal 2013 spending.

Reportedly, the city maintains the second-lowest property tax rate in the state behind
Albuguerque. Management expects the city council to consider adopting up to a 2 mill, or 100%
increase for the fiscal 2016 budget (equivalent to $7 million, or 9% of general fund revenues),
although such an action may be politically challenging.

Moderate Debt Levels; Rapid Pay Out

The majority of the city’s outstanding —
tax-supported debt is secured by Debt Statistics
GRTs. At 400 years old, the city's age %

and infrastructure needs have driven S'ssue _ 5,800
3 X Outstanding Direct Debt — Net of Refunding
the overall debt per capita ratio to a GO Bonds 37.265
high $5,230, down from $6,103 due to  GRrT Bonds 85,665
the recent annexation. Overall debt Subordinate Lien GRT Bonds 35,615
per market value remains moderate at Subordinate Lien GRT/Wastewater Bonds 17,095
3.8%. Subordinate Lien GRT — NMFA Loans® 30,991
Water Utility System/Capital Qutlay GRT Bonds 93,230
The current offering exhausts the NMFA Loans 48,745
$17 milion bond  authorization ~-ess:Selt-Supporting (122,231)
approved by voters in 2012, Assuming |0t Net Direct Debt 232175
N . . Overlapping Debt 190,340
continued stabilized GRT collections, Total Overall Debt 422515
management’s goal is to issue GRT
bonds on a two-year cycle, beginning Debt Ratios
with a planned $18 million issuance in Net Direct Debt Per Capita ()" 2,874
August. The combined payout rate for o As Zosfxa:ketcval‘?ec(s)" ; 223';
. verall De er Capita )
GO bonds and GRT bonds remains As % of Market Value® a8

rapid, with 74% of principal maturing
in 10 years.

Strong Debt Service
Coverage

"New Mexico Finance Authority. "F‘opu[ation:
estimate). “Market value: $11,019,381,000
Note: Numbers may not add due to rounding.

80,788 (2014

2014).

Debt service coverage on senior and subordinate lien bonds and New Mexico Finance
Authority loans is strong as expected, given the importance of GRTs to operations. Fiscal 2013
pledged revenues provide 4.2x coverage of senior lien maximum annual debt service (MADS)
and 2.5x coverage on senior and subordinate lien MADS, including debt service paid in
practice from other sources, but secured by subordinate GRT revenues.

Legal provisions are solid. A multitiered additional bonds test calls for, among other provisions,
at least 1.0x coverage of senior lien MADS by municipal and infrastructure GRTs only

Santa Fe, New Mexico
July 8, 2014

4



FitechRati nges

(state-shared GRTs represent the bulk
of pledged revenues) and a
subordinate lien additional bonds test
of 20x combined senior and
subordinate MADS.

Reforms Improve Pension’s
Funded Position

The city's cost-sharing multiple
employer defined benefit pension plan
and OPEB services are provided
through the state-administered Public
Employees Retirement Association
(PERA). Pension reforms, signed into
law in April 2013, reduced PERA's
unfunded actuarially accrued liability
by $1.5 billion, or a large 15%. As a

Property Value and Pledged Gross

Receipts Tax Trends
($000, Fiscal Years Ended June 30)

Gross
Fiscal Assessed Receipts
Year Value % Change Taxes® % Change
2006 2,622,431 — 54,419 =
2007 2,888,942 10.2 56,526 3.9
2008 3,171,186 9.8 59,260 4.8
2009 3,450,999 8.8 54,220 (8.5)
2010 3,505,358 1.6 51,285 (5.4)
2011 3,627,507 3.5 52,059 1.5
2012 3,647,208 0.5 53,709 3.2
2013 3,656,491 0.3 54,534 1.8
2014 3,669,453 0.4 56,589 3.8

*Reflects pledged GRTs comprised of the 1.225% state-shared GRT,
0.5% local-option GRT and 0.0625% infrastructure GRT.

result, PERA'’s fiscal 2013 funded position increased to 73% from 65%, based on a 7.75%
return assumption. Adjusted for Fitch’s more conservative 7% rate of return assumption, the
funded position is approximately 67%. Although the city has fully funded its annual required
contributions, the funded position had declined due to recessionary losses, which have now

started to reverse.

Employees’ pension contributions are negotiated annually with its three unions, which comprise
71% of city staff. Three-quarters of current pension contributions for regular employees are
paid for by the city as allowed by state statute. Total carrying costs for debt service, pensions
and OPEB are sizable at 23% of fiscal 2013 governmental spending.

Santa Fe, New Mexico
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The ratings above were solicited by, or on behalf of, the issuer, and therefore, Fitch has been
compensated for the provision of the ratings.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTP:/ /FITCHRATINGS. COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE TERMS
OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
VWWWV FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM
THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE
FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM
THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE
SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS
FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY
SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2014 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone:
1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except
by permission. All rights reserved. In issuing and maintaining its ratings, Fitch refies on factual information it receives from
issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the
factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that
information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction.
The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary depending on the
nature of the rated security and its issuer, the requirements and pracfices in the jurisdiction in which the rated security is offered
and sold and/or the issuer is located, the availability and nature of relevant public information, access to the management of the
issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures
letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the
availability of independent and competent third-party verification sources with respect to the particular security or in the
particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings should understand that neither an
enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection
with a rating will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings Fitch must rely
on the work of experts, including independent auditors with respect to financial statements and attomeys with respect to legal
and tax matters. Further, ratings are inherently forward-ooking and embody assumptions and predictions about future events
that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings can be affected by
future events or conditions that were not anticipated at the time a rating was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind. A Fitch rating is an opinion
as to the creditworthiness of a security. This opinion is based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating. The rating does not address the risk of loss due to risks other than credit risk,
unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared
authorship. Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein.
The individuals are named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for
the information assembled, verified and presented to investors by the issuer and its agents in connection with the sale of the
securities. Ratings may be changed or withdrawn at anytime for any reason in the sole discretion of Fitch. Fitch does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not
comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or
taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors,
and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable cumrency
equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to
US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall
not constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed under the
United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of
any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available
to electronic subscribers up to three days earlier than to print subscribers.
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STANDARD & POOR'S
RATE N G S S E RVE C ES One California Street, 31st Floor

McGRAW HILL FINANCIAL San Francisco, CA 94111-5432
tel 415 371-5000

reference no.: 1350414

July 1, 2014

City of Santa Fe

200 Lincoln Avenue

PO Box 909

Santa Fe, NM 87504

Attention: Mr. Marcos Tapia, Finance Director

Re: US$5,800,000 City of Santa Fe, New Mexico, General Obligation Bonds, Series 2014, dated:
Date of delivery, due: August 01, 2034

Dear Mr. Tapia:

Pursuant to your request for a Standard & Poor’s Ratings Services (“Ratings Services™) rating on
the above-referenced obligations, Ratings Services has assigned a rating of "AA". Standard &
Poor's views the outlook for this rating as stable. A copy of the rationale supporting the rating is
enclosed.

This letter constitutes Ratings Services’ permission for you to disseminate the above-assigned
ratings to interested parties in accordance with applicable laws and regulations. However,
permission for such dissemination (other than to professional advisors bound by appropriate
confidentiality arrangements) will become effective only after we have released the rating on
standardandpoors.com. Any dissemination on any Website by you or your agents shall include the
full analysis for the rating, including any updates, where applicable.

To maintain the rating, Standard & Poor’s must receive all relevant financial and other
information, including notice of material changes to financial and other information provided to us
and in relevant documents, as soon as such information is available. You understand that Ratings
Services relies on you and your agents and advisors for the accuracy, timeliness and completeness
of the information submitted in connection with the rating and the continued flow of material
information as part of the surveillance process. Please send all information via electronic delivery
to: pubfin_statelocalgovt@standardandpoors.com. If SEC rule 17g-5 is applicable, you may post
such information on the appropriate website. For any information not available in electronic format
or posted on the applicable website,

Please send hard copies to:
Standard & Poor’s Ratings Services
Public Finance Department
55 Water Street
New York, NY 10041-0003

The rating is subject to the Terms and Conditions, if any, attached to the Engagement Letter
applicable to the rating. In the absence of such Engagement Letter and Terms and Conditions, the



Page | 2

rating is subject to the attached Terms and Conditions. The applicable Terms and Conditions are
incorporated herein by reference.

Ratings Services is pleased to have the opportunity to provide its rating opinion. For more
information please visit our website at www.standardandpoors.com. If you have any questions,
please contact us. Thank you for choosing Ratings Services.

Sincerely yours,

Standard & Poor's Ratings Services

sb
enclosures
cc: Ms. Misty Gutierrez,

First Southwest Co.



STANDARD & POOR'’S
RATINGS SERVICES

McGRAW HiLL FINANCIAL

Standard & Poor’s Ratings Services
Terms and Conditions Applicable To Public Finance Credit Ratings

General. The credit ratings and other views of Standard & Poor’s Ratings Services (“Ratings Services™) are statements of
opinion and not statements of fact. Credit ratings and other views of Ratings Services are not recommendations to
purchase, hold, or sell any securities and do not comment on market price, marketability, investor preference or
suitability of any security. While Ratings Services bases its credit ratings and other views on information provided by
issuers and their agents and advisors, and other information from sources it believes to be reliable, Ratings Services does
not perform an audit, and undertakes no duty of due diligence or independent verification, of any information it receives.
Such information and Ratings Services’ opinions should not be relied upon in making any investinent decision. Ratings
Services does not act as a “fiduciary” or an investment advisor. Ratings Services neither recommends nor will
recommend how an issuer can or should achieve a particular credit rating outcome nor provides or will provide
consulting, advisory, financial or structuring advice. Unless otherwise indicated, the term “issuer” means both the issuer
and the obligor if the obligor is not the issuer.

All Credit Rating Actions in Ratings Services’ Sole Discretion. Ratings Services may assign, raise, lower, suspend, place
on CreditWatch, or withdraw a credit rating, and assign or revise an Outlook, at any time, in Ratings Services’ sole
discretion. Ratings Services may take any of the foregoing actions notwithstanding any request for a confidential or
private credit rating or a withdrawal of a credit rating, or termination of a credit rating engagement. Ratings Services will
not convert a public credit rating to a confidential or private credit rating, or a private credit rating to a confidential credit
rating.

Publication. Ratings Services reserves the right to use, publish, disseminate, or license others to use, publish or
disseminate a credit rating and any related analytical reports, including the rationale for the credit rating, unless the
issuer specifically requests in connection with the initial credit rating that the credit rating be assigned and maintained
on a confidential or private basis. If, however, a confidential or private credit rating or the existence of a confidential
or private credit rating subsequently becomes public through disclosure other than by an act of Ratings Services or its
affiliates, Ratings Services reserves the right to treat the credit rating as a public credit rating, including, without
limitation, publishing the credit rating and any related analytical reports. Any analytical reports published by Ratings
Services are not issued by or on behalf of the issuer or at the issuer’s request. Ratings Services reserves the right to
use, publish, disseminate or license others to use, publish or disseminate analytical reports with respect to public credit
ratings that have been withdrawn, regardless of the reason for such withdrawal. Ratings Services may publish
explanations of Ratings Services® credit ratings criteria from time to time and Ratings Services may modify or refine
its credit ratings criteria at any time as Ratings Services deems appropriate.

Reliance on_Information. Ratings Services relies on issuers and their agents and advisors for the accuracy and
completeness of the information submitted in connection with credit ratings and the surveillance of credit ratings
including, without limitation, information on material changes to information previously provided by issuers, their
agents or advisors. Credit ratings, and the maintenance of credit ratings, may be affected by Ratings Services’ opinion
of the information received from issuers, their agents or advisors.

PF Ratings U.S. (02/16/13)



Confidential Information. Ratings Services has established policies and procedures to maintain the confidentiality of

certain non-public information received from issuers, their agents or advisors. For these purposes, “Confidential
Information™ shall mean verbal or written information that the issuer or its agents or advisors have provided to Ratings
Services and, in a specific and particularized manner, have marked or otherwise indicated in writing (either prior to or
promptly following such disclosure) that such information is “Confidential.”

Ratings Services Not an Expert, Underwriter or Seller under Securities Laws. Ratings Services has not consented to
and will not consent to being named an “expert” or any similar designation under any applicable securities laws or
other regulatory guidance, rules or recommendations, including without limitation, Section 7 of the U.S. Securities
Act of 1933. Rating Services has not performed and will not perform the role or tasks associated with an "underwriter"
or "seller" under the United States federal securities laws or other regulatory guidance, rules or recommendations in

connection with a credit rating engagement.

Disclaimer of Liability. Ratings Services does not and cannot guarantee the accuracy, completeness, or timeliness of

the information relied on in connection with a credit rating or the results obtained from the use of such information.
RATINGS SERVICES GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED
TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.
Ratings Services, its affiliates or third party providers, or any of their officers, directors, shareholders, employees or
agents shall not be liable to any person for any inaccuracies, errors, or omissions, in each case regardless of cause,
actions, damages (consequential, special, indirect, incidental, punitive, compensatory, exemplary or otherwise),
claims, liabilities, costs, expenses, legal fees or losses (including, without limitation, lost income or lost profits and
opportunity costs) in any way arising out of or relating to a credit rating or the related analytic services even if advised
of the possibility of such damages or other amounts.

No Third Party Beneficiaries. Nothing in any credit rating engagement, or a credit rating when issued, is intended or
should be eonstrued as creating any rights on behalf of any third parties, including, without limitation, any recipient of
a credit rating. No person is intended as a third party beneficiary of any credit rating engagement or of a credit rating
when issued.

PF Ratings U.S. (02/16/13)
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FitchRatings
FITCH RATES SANTA FE, NM'S GOS 'AA+'; OUTLOOK STABLE

Fitch Ratings-Austin-02 July 2014: Fitch Ratings has assigned the following rating to Santa Fe, New
Mexico's (the city) general obligation (GO) bonds:

--$5.8 million series 2014 'AA+'.

The bonds are expected to sell competitively on July 9. Proceeds from the sale of the bonds will be
used for public parks, trails, and drainage improvements.

In addition, Fitch affirms the following ratings:

--$37.3 million GO bonds at 'AA+";

--$47.2 million GRT revenue bonds outstanding, series 2010A, 2012A, series 2013A at 'AA+;
--$27.4 million subordinate lien GRT revenue bonds outstanding, series 2010B, series 2012C, series
2013B at 'AA";

The Rating Outlook is Stable.

SECURITY
The GO bonds are secured by an unlimited property tax levy on all taxable property within the city.

The GRT bonds are secured by pledged revenues comprised of the 1.225% state shared GRTs, 0.5%
municipal GRT, and 0.0625% infrastructure GRT; any portion of the above-mentioned GRTs that
would have been remitted to the city but previously exempted; and any other GRT received by the
city pledged for payment of the bonds. The subordinate lien bonds are secured by a subordinate lien
on the pledged revenues.

RATING DRIVERS

SOUND ECONOMY: Economic stability is provided by the large state government presence, and
unemployment rates remain below state and national averages. Wealth indices are also generally
above average.

STRUCTURAL BALANCE PRESSURED: The city's structural balance has been pressured from
recent hikes in labor costs. Financial cushion is still favorable but remaining expenditure flexibility is
limited, leading management to emphasize efficiencies and cost savings in providing city services.

PROMINENCE OF GROSS RECEIPTS TAXES: Given the importance of GRT revenues to general
fund operations (73% of general fund revenues), the credit rating for the GRT revenue bonds is tied
to the city's overall financial performance and equal to the GO bond rating.

TAXING MARGIN AVAILABLE: The city maintains revenue-raising flexibility through its GRT
and property tax rates.

STRONG DEBT SERVICE COVERAGE: Debt service coverage is favorable and legal covenants,
particularly the additional bonds test (ABT), are strong.

MODERATE DEBT; RAPID PAY-OUT: Debt levels relative to market value are moderate and the
principal pay-out rate for all bonds remains rapid.
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RATING SENSITIVITIES

CONSISTENT BUDGETARY BALANCE: The continuance of solid reserves remains integral to
maintaining the city's high-grade credit quality given the heavy reliance on economically sensitive
GRT revenue. The rating assumes that operating performance will result in consistent reserves at
least at current levels.

CREDIT PROFILE

HEALTHY REGIONAL ECONOMY

Santa Fe serves as the county seat and state capital and is located in north central New Mexico. The
local economy is anchored by the large state government presence. Other important sectors include
tourism and recreation, retail trade, healthcare, and some industry. The commuter rail line between
Santa Fe and Albuquerque enhances employment and tourism opportunities for the region.

Historically, Santa Fe unemployment rates have been below those of both the state and nation.

However, the city was not immune to the recent economic downturn, as evidenced by a rising
unemployment rate that peaked at 6.1% in 2010. Although employment gains remain sluggish, the
jobless rate declined to 4.2% as of April 2014, still well below the 5.9% rate of both the state and
nation.

Wealth indices for the city are above the statewide average. Property wealth is evident in the city's
high market value per capita, which equals $157,000, despite the large amount of tax-exempt values.
After years of healthy annual gains in taxable assessed valuation (TAV), growth flattened over the
last three years, although Fitch notes the city did not experience any recessionary declines. A recent
annexation increased the city's acreage by 13% and boosted its population by 12,900 residents or
19%. The associated AV is modest and rolls on in fiscal 2015. The annexation incorporated isolated
parcels of land within its previous boundaries plus property along its main growth corridors.

CONCENTRATED REVENUES RECOVER SLOWLY FROM LOSSES

Typical of municipalities in New Mexico, the city's general fund is heavily dependent on state-shared
and local GRTs for general fund support. The local portion of state-shared taxes is remitted back
to local governments based on the point of sale. In fiscal 2013, combined GRTs accounted for
approximately 73% of revenues. Property taxes, on the other hand, represented only 5% of operating
support.

Combined state-shared and municipal GRT collections declined by 9% and 5% in fiscal years 2009
and 2010, respectively, and subsequently posted modest annual gains through fiscal 2013. Fiscal
2014 projections point to a 3.8% gain.

LABOR COSTS PRESSURE STRUCTURAL BALANCE

The city's general fund reserves thinned during the recession but remained solid. The city posted
general fund drawdowns of $5.9 million and $5.3 million in fiscal years 2009 and 2010, respectively,
each equal to over 7% of spending. Aided by stabilized GRT collections and budget cuts, operating
results were positive with a modest addition to fund balance in fiscal years 2011 and 2012.

Fiscal 2013 results were not balanced as expected by Fitch. The general fund posted a $3.2 million
draw down (equal to 4.4% of spending) due to primarily to cost of living increases for the city's three
unions plus some pay-go capital outlays. However, its financial cushion remained solid, comprised
of its $8.9 million unrestricted fund balance and the state-required 30-day reserve for operations,
totaling $14.5 million or 20% of spending and transfers out.

Fiscal 2014, during which no union COLAs were funded, is projected to add $2.7 million to fund
balance. The projected surplus has been aided by a 3.8% gain in GRT revenues, compared to budgeted
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flat revenues. In fiscal 2014, the city began to phase in police services to the newly annexed areas
with 10 additional officers.

For the adopted fiscal 2015 budget, the city added five additional police officers to the annexed area
and funded COLAs for two unions along with a modest $200,000 in pay-go outlays. The budget
is based on flat GRT revenues, which Fitch views favorably, but includes $300,000 in new GRTs
from the recently annexed areas. Fitch believes limited spending flexibility remains as additional cuts
would begin to affect city services.

AMPLE REVENUE FLEXIBILITY REMAINS
The city maintains some important revenue raising flexibility with the availability of an additional
1/4% on the municipal GRT rate as well as substantial property tax margin. The combined revenue
margins equal a large $24 million or 33% of fiscal 2013 spending. The state also authorized
municipalities to impose an additional 3/8th GRT (starting in 2015) to offset the gradual elimination
of state payments that reimburse local governments for certain GRT exemptions. The elimination will
be phased in slowly over a 15 year period with the annual impact estimated at $640,000 - $700,000 or
about 1% of fiscal 2013 spending. The city chose not to implement any portion of this additional 3/8th
GRT in the fiscal 2015 budget. If imposed in its entirety, the 3/8th GRT would generate approximately
$10.5 million or 15% of fiscal 2013 spending.

Reportedly, the city maintains the second lowest property tax rate in the state, behind Albuquerque.

Management expects the city council to consider adopting up to a 2 mill or 100% increase for the
fiscal 2016 budget (equivalent to $7 million or 9% of general fund revenues),although such an action
may be politically challenging.

ELEVATED DEBT LEVELS; RAPID PAY-OUT

The majority of the city's outstanding tax-supported debt is secured by GRTs. At 400 years old, the
city's age and infrastructure needs have driven the overall debt per capita ratio to a high $5,230, down
from $6,103 due to the recent annexation. Overall debt per market value remains moderate at 3.8%.

The current offering exhausts the $17 million bond authorization approved by voters in 2012.
Assuming continued stabilized GRT collections, management's goal is to issue GRT bonds on a two-
year cycle beginning with a planned $18 million issuance in August. The combined pay-out rate for
GO bonds and GRT bonds remains rapid with 74% of principal maturing in 10 years.

STRONG DEBT SERVICE COVERAGE

Debt service coverage on senior and subordinate lien bonds and New Mexico Finance Authority loans
is strong as expected, given the importance of GRTs to operations. Fiscal 2013 pledged revenues
provide 4.2x coverage of senior lien MADS and 2.5x coverage on senior and subordinate lien
MADS (including debt service paid in practice from other sources but secured by subordinate GRT
revenues).

Legal provisions are solid. A multi-tiered additional bonds test calls for, among other provisions, at
least 1.0x coverage of senior lien MADS by municipal and infrastructure GRTs only (state-shared
GRTs represent the bulk of pledged revenues) and a subordinate lien additional bonds test of 2.0x
combined senior and subordinate MADS.

REFORMS IMPROVE PENSION'S FUNDED POSITION

The city's cost-sharing multiple employer defined benefit pension plan and OPEB services are
provided through the state-administered Public Employees Retirement Association (PERA). Pension
reforms, signed into law in April 2013, reduced PERA's unfunded actuarially accrued liability by
$1.5 billion or a large 15%. As a result, PERA's fiscal 2013 funded position increased to 73% from
65% based on a 7.75% return assumption. Adjusted for Fitch's more conservative 7% rate of return
assumption, the funded position is approximately 67%. Although the city has fully funded its annual
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required contributions, the funded position had declined due to recessionary losses which have now
started to reverse.

Employees' pension contributions are negotiated annually with its three unions which comprise 71%
of city staff. Three-quarters of current pension contributions for regular employees are paid for by the
city as allowed by state statute. Total carrying costs for debt service, pensions and OPEB are sizable
at 23% of fiscal 2013 governmental spending.
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