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Moody’s approach to
I analyzing US local

governments’ GO debt



Factor 1: Economy and tax base (30%)

» Full value (10%) measures market value of taxable property.
» Full value per capita (10%) measures market value of taxable property per resident.
» Median family income (10%) measures socioeconomic characteristics of the base.

» Other considerations: institutional presence; economic concentration; unemployment.

Very Strong Strong Moderate Weak Poor Very Poor
Aaa Aa A Baa Ba B & Below

ECONOMY AND TAX BASE (30%)

Tax Base Size: Full $240M 2= n >

> > > <
Value (in 000s) >$128B $12B>n>$1.4B $1.4B>n>S$240M $120M $120M = n > S60M < $60M

$150,000 2 n > $65,000 2 n > $35,000 2 n > $20,0002 n >

Full Value Per Capita > $150,000 <$10,000

$65,000 $35,000 $20,000 $10,000
Socioeconomic >150% of US  150% to 90% of US 90% to 75% of US ' 75% to 50% of US 50% to 40% of US < 40% of US
Indices: MFI median median median median median median
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Factor 2: Finances (30%)

» Fund balance (15%) measures financial resources relative to operating revenue.
» Cash balance (15%) measures liquidity relative to operating revenue.

» Other considerations: forward-looking estimates and projections.

Very Strong Strong Moderate Weak Poor Very Poor
Aaa Aa A Baa Ba B & Below
FINANCES (30%)
Fund Balance as % > 30.0% 30.0% >2n>15.0% 15.0%>n>5.0% 5.0%>n>0.0% 0.0%>n>-2.5% <.25%
of Revenues ° >25.0% for School 25.0% >n>10.0% 10.0% >n>2.5% 2.5% >n >0.0% for 0.0% >n >-2.5% < —Z_S‘V. fo:' D
Districts for SD for SD SD for SD =Te0R
5-Year Dpllar 10.0%>n > -
Change in Fund > 25.0% 25.0% >n>10.0% 10.0%=>n>0.0% 0.0% >n>-10.0% 18.0% <-18.0%
Balance as % of R
Revenues
Cash Balance as % of > 25.0% 25.0% >2n>10.0% 10.0%>n>5.0% 5.0%>n>0.0% 0.0%2>n>-2.5% <.25%
Revenues "> 10.0% for School 10.0% >n>5.0% 5.0% > n > 2.5% for2.5% > n > 0.0% for 0.0% >n >-2.5% < _2_5?' fo(; D
Districts for SD SD SD for SD =Te0
5-Year Dpllar 10.0%>n>-
Change in Cash >25.0% 25.0%2>2n>10.0% 10.0%2>n>0.0% 0.0%=n>-10.0% 18.0% <-18.0%
Balance as % of R
Revenues
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Factor 3: Management and governance (20%)

» Institutional framework (10%) measures the sector’s legal ability to match

revenues and expenditures.
» Operating history (10%) compares revenues and expenditures over time.

» Other considerations: state oversight or support; unusually strong or weak

management or planning.

Very Strong Strong Moderate Weak Poor Very Poor
Aaa Aa A Baa Ba B & Below

MANAGEMENT AND GOVERNANCE (20%)
Very strong legal

Moderate legal Very poor or no

Strong legal ability Limited legal ability Poor legal ability to

Institutional ability to match ability to match legal ability to
. to match resources . to match resources match resources
Framework resources with with soendin resources with with spendin with soendin match resources
spending P & spending P g P g with spending
Operating History: 5-
Year Avg of Op Rev / > 1.05x 1.05x>2n>1.02x 1.02x2n>0.98x 0.98x>n>0.95x @ 0.95x 2 n>0.92x <0.92x

Op Expend
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Factor 4: Debt and pensions (20%)

» Debt (10%) measures long-term debt relative to tax base value and operating revenue.

» Pensions (10%) measures Moody’s adjusted net pension liability (ANPL) relative to tax

base value and operating revenue.

» Other considerations: unusual risks posed by debt and pension structure; fixed cost

burden; overlapping debt and pensions; history of missed debt service payments.

Very Strong Strong Moderate Weak Poor Very Poor
Aaa Aa A Baa Ba B & Below
DEBT AND PENSIONS (20%)
Net Direct Debt / 0 o 4.00%<n< 10.00% < n<
< o o < 9 [
Eull Value <0.75% 0.75%<n<1.75% 1.75% < n<4.00% 10.00% 15.00% > 15.00%
Net Direct Debt / <0.33x 0.33x<n<0.67x 0.67x<n<3.00x 3.00x<n<5.00x 5.00 < n < 7.00x >7.00x
Operating Revenues
3-Year Average o 0 4.80%<n< 12.00% <n<
< o o < 9 9
ANPL/ Full Value < 0.90% 0.90% <n<2.10% 2.10% < n<4.80% 12.00% 18.00% > 18.00%
3-Year Average < 0.40x 0.40x<n<0.80x 0.80x<n<3.60x 3.60x<n<6.00x 6.00x<n < 8.40x > 8.40x
ANPL/ Op Revenues
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2 Moody’s rating process



Rating assignment process (new sales)

STEP 1: STEP 2: STEP 3: STEP 4: STEP 5: STEP 6:
ASSIGNMENT METHODOLOGY J ANALYSIS DISCUSSIONS COMMITTEE PUBLICATION

» Step 1: Assignment of the lead analyst upon naotification of the sale.

» Step 2: Selection of a methodology based on the security of the debt.

» Step 3: Analysis of the offering statement, legal documents, economic information,

audited financial reports, operating budgets, and capital improvement plans.
» Step 4: Discussions between Moody’s analysts and the local government.
» Step 5: Moody’s rating committee determines the rating outcome.

» Step 6: Moody’s analysts communicate the rating outcome to the local government

and, after the issuer’s review of the draft report, publishes the rating outcome.
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Rating management process (surveillance)

» Moody’s monitors each rating at least annually or more often as circumstances warrant.

» The process usually begins with the receipt of audited annual financial statements and

involves multiple screens.

Quantitative screens

(Threshold Filtering and Analyst Batch
Review)

Individual Review

Rating
Committee
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2021 outlook for US local
governments



Stable outlook for US local governments reflects
strengths and challenges in 2021

Challenges

» Improving economic conditions are » Fixed costs for debt and post-retirement
driving growth in revenue from income obligations are rising for some local
taxes, sales taxes, and state aid. governments.

» Residential property appreciation is » Capital assets continue to depreciate,
supporting property tax revenue growth. signaling a need for greater investment.

» Federal aid has improved local
governments’ ability to meet pandemic
costs while maintaining liquidity.
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rights reserved.
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CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
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All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or

mechanical error as well as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all
necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable
including, when appropriate, independent third-party sources. However, MOODY’S is not an auditor and cannot in every instance independently verify or
validate information received in the rating process or in preparing its Publications.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any
person or entity for any indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information
contained herein or the use of or inability to use any such information, even if MOODY'’S or any of its directors, officers, employees, agents, representatives,
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To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any
direct or compensatory losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful
misconduct or any other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the
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NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY
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Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCQ”), hereby discloses that most issuers of debt
securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc.
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