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Credit Rating Overview and Rating Methodologies
Credit Rating Overview

Moody’s Local Government Rating Methodology
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M oody's
Investors
Service

Standard &
Poor's

Aaa
Aa1
Aa2
Aa3
A1
A2
A3
Baa1
Baa2
Baa3

AAA
AA+
AA
AAA+
A
ABBB+
BBB
BBBNon Investment Grade

AAA
AA+
AA
AAA+
A
ABBB+
BBB
BBB-

 Both Moody’s and S&P recognize “Management” as a key
factor in Local Government Ratings.

 This is a credit area where local governments have shortterm control over process and outcomes.
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S&P Local Government Rating Methodology
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Rating Agency Commentary on Management
Moody’s

S&P

 “A local government’s success in navigating the legal, political and
practical environment in which it operates depends on a multitude
of factors, including management’s mastery in understanding its
resources and managing its responsibilities, public and executive
support for its plans, and its willingness to use the tools at its
disposal.”
 “When evaluating a credit, we seek to understand the probable
impact of fund balance policies, multi-year financial or capital
planning, liquidity management, accuracy of budget forecasts, and
willingness to make midyear adjustments. Reliance on nonrecurring, or “one-shot” revenues, such as proceeds from the sale
of assets, windfall delinquent tax collections, or the use of fund
balance as a revenue source, leaves the municipality vulnerable
should these one-time revenues fail to materialize.”
Source: Moody’s US Local Government General Obligation Debt, January 2014
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 “Major elements of governmental financial management include
economic analysis, revenue forecasting, risk management,
accounting practices, financial strategies, cash and liquidity
administration, and debt management. All of these elements have
an impact on a government's bottom line, and, as a result, on its
credit quality. If a government is unable or unwilling to employ its
authority in a timely manner to address events that impact its
budget and financial condition, its credit rating can be adversely
affected.
 S&P measures the strength of management through its Financial
Management Assessment.

Source: S&P’s U.S. Local Governments General Obligation Ratings: Methodology And Assumptions,
September 2013
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S&P’s Financial Management Assessment (FMA) Overview
Overview
 S&P utilizes its Financial Management
Assessment for both General Obligation
and Utility Revenue credits.
 S&P’s areas of focus in the FMA
methodology are:
– Revenue and expenditure
assumptions
– Budget amendments and updates
– Long term financial planning
– Long term capital planning
– Investment management policies
– Debt management policies
– Reserve and liquidity policies
 Each of the seven factors is graded
individually, with the final FMA
assessment qualitatively determined
based on the scoring of these seven
factors.

Source: S&P’s U.S. Local Governments General Obligation Ratings: Methodology And Assumptions,
September 2013
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FMA Criteria Related to Cash Flow and Forecasting
Overview
 Four of the seven key focus areas in
the FMA review are connected to cash
flow projections and forecasting.
 Specific to the budget process, S&P is
focused on historical trend analysis,
ongoing budget to actual monitoring
throughout the year, and multi-year
projections.

 Long term financial planning efforts
are emphasized, with focus on
identifying future issues and possible
solutions identified.
 Long-term capital planning is also
evaluated, with the goal of having
funding identified for future projects,
as well as planning for any related
operating budgetary impacts.

Source: S&P’s Financial Management Assessment, June 2006
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Revenue and Expenditure Assumptions
 Development of a long-term budget planning process can be
another important element when preparing to interact with rating
agencies and investors.
 Elements of the long-term budget planning process can include:
– Historic Trend Analyses.
– Forward looking projections for key revenue and expenditure line
items.
– Sensitivity analyses to identify potential cash flow implications of
board / management initiatives.
– Processes exist for reviewing and amending budget assumptions
on a regular basis.
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Long-Term Financial and Capital Planning
 The development of a multi-year Capital Improvement Plan (“CIP”) includes:
– Identifying realistic capital and maintenance needs (not a wish list).

5-Year CIP: Uses of Funds
Education
20%

Admin
10%

– Assigning funding sources for all projects with a balanced approach of
pay-as-you-go cash, grants, reserves and debt.
– Analyzing potential operating budget impacts associated with planned
capital projects.

Police /
Sheriff
20%
Streets &
Sidewalks
20%

– Revisiting this process at regular intervals.
– Adopting a plan at the governing level.

Parks &
Recreation
30%

5-Year CIP: Sources of Funds

Installment
Financings
25%

Capital
Reserve
Fund
10%

GO Bonds
15%
Pay-As-YouGo Capital
10%

Grants
40%
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Long-Term Financial and Capital Planning
 Aggregate annual tax-supported debt service and other capital funding
requirements:
– Estimated CIP Debt Service.

M illions

– Existing Debt Service Payments.

Decline in Debt Service

– Pay-as-you-go Capital.

30.0
25.0

20.0
15.0

– Operating Impacts of Capital Projects.

10.0
5.0

 Identify Revenue Sources in current Fiscal Year budget dedicated to
debt service and capital:

2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036

-

– Sustainable General Fund Budget Revenues.
– Fund Balance / Reserves.

Existing Debt Service

Cumulative Decline

– State Revenues (e.g. Sales Tax, Lottery, etc.).
– Federal Revenues / Subsidies.
M illions

 For Utility-Supported projects, develop a forward looking Pro-Forma
Financial model to forecast future revenues, operating / capital
expenses and existing / future debt service payments.

Utility Revenues vs. Expenditures
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Municipal Advisor Disclosure

The U.S. Securities and Exchange Commission (the “SEC”) has clarified that a broker, dealer or municipal securities dealer engaging in municipal advisory activities outside the scope of underwriting a particular issuance of
municipal securities should be subject to municipal advisor registration. Davenport & Company LLC (“Davenport”) has registered as a municipal advisor with the SEC. As a registered municipal advisor Davenport may
provide advice to a municipal entity or obligated person. An obligated person is an entity other than a municipal entity, such as a not for profit corporation, that has commenced an application or negotiation with an entity to
issue municipal securities on its behalf and for which it will provide support. If and when an issuer engages Davenport to provide financial advisory or consultant services with respect to the issuance of municipal securities,
Davenport is obligated to evidence such a financial advisory relationship with a written agreement.
When acting as a registered municipal advisor Davenport is a fiduciary required by federal law to act in the best interest of a municipal entity without regard to its own financial or other interests. Davenport is not a fiduciary
when it acts as a registered investment advisor, when advising an obligated person, or when acting as an underwriter, though it is required to deal fairly with such persons.

This material was prepared by public finance, or other non-research personnel of Davenport. This material was not produced by a research analyst, although it may refer to a Davenport research analyst or research report.
Unless otherwise indicated, these views (if any) are the author’s and may differ from those of the Davenport fixed income or research department or others in the firm. Davenport may perform or seek to perform financial
advisory services for the issuers of the securities and instruments mentioned herein.
This material has been prepared for information purposes only and is not a solicitation of any offer to buy or sell any security/instrument or to participate in any trading strategy. Any such offer would be made only after a
prospective participant had completed its own independent investigation of the securities, instruments or transactions and received all information it required to make its own investment decision, including, where
applicable, a review of any offering circular or memorandum describing such security or instrument. That information would contain material information not contained herein and to which prospective participants are
referred. This material is based on public information as of the specified date, and may be stale thereafter. We have no obligation to tell you when information herein may change. We make no representation or warranty
with respect to the completeness of this material. Davenport has no obligation to continue to publish information on the securities/instruments mentioned herein. Recipients are required to comply with any legal or
contractual restrictions on their purchase, holding, sale, exercise of rights or performance of obligations under any securities/instruments transaction.
The securities/instruments discussed in this material may not be suitable for all investors or issuers. Recipients should seek independent financial advice prior to making any investment decision based on this material.
This material does not provide individually tailored investment advice or offer tax, regulatory, accounting or legal advice. Prior to entering into any proposed transaction, recipients should determine, in consultation with
their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits, as well as the legal, tax, regulatory and accounting characteristics and consequences, of the transaction. You should
consider this material as only a single factor in making an investment decision.
The value of and income from investments and the cost of borrowing may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes,
operational or financial conditions or companies or other factors. There may be time limitations on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide
to future performance and estimates of future performance are based on assumptions that may not be realized. Actual events may differ from those assumed and changes to any assumptions may have a material impact
on any projections or estimates. Other events not taken into account may occur and may significantly affect the projections or estimates. Certain assumptions may have been made for modeling purposes or to simplify the
presentation and/or calculation of any projections or estimates, and Davenport does not represent that any such assumptions will reflect actual future events. Accordingly, there can be no assurance that estimated
returns or projections will be realized or that actual returns or performance results will not materially differ from those estimated herein. This material may not be sold or redistributed without the prior written consent of
Davenport.
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