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Indicative Rating
Negative Overriding Factors
•Weak liquidity (caps rating at A- or BB+)
Positive Overriding Factors

•Weak management (caps rating at A or BBB-)

•High income levels (1 or 2
notch adjustment)

•Lack of willingness to pay obligations (caps
rating at BBB- for leases and B for debt)

•Sustained high fund
balances (1 notch
adjustment)

•Low market value per capita (1 notch
adjustment)
•Large or chronic negative fund balances (caps
rating at A+, A-, or BBB)
•Budgetary flexibility score of 5 (cap at A+)
Final Rating

•Low nominal fund balance (1 notch adjustment)
•Structural imbalance (caps rating at BBB+)
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Source: Standard & Poor’s Ratings Services.

Institutional Framework

Institutional
Framework
10%

Assesses the legal and practical environment in which the local
government operates

The score is based on the average of four discretely scored areas
• Predictability: the extent to which a local government can forecast its revenues and
expenditures on an ongoing basis
• Revenue and expenditure balance: the extent to which a local governments have the
ability to finance the services they provide
• Transparency and accountability: the overall institutional framework’s role in encouraging
the transparency and comparability of relative financial information
• Systemic support: the extent to which local governments receive extraordinary support
from a state government when the local government is under extreme stress
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Economic Score

Economy
30%

•

Assess both the health of the asset base relied upon to provide both current and future
locally derived revenues as well as the likelihood of additional service demands resulting
from economic deterioration

•

The initial score (1 through 5) is based on market value per capita and projected per
capita income as a % of U.S.

•

Per capita income is based on a 5-year projection

•

Especially high income will lead to a positive override and especially low market value
per capita will lead to a negative override
Total Market Value Per Capita
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Projected Per Capita
EBI as a % of U.S.
Projected Per Capita
EBI

>$195,000

$100,000 to
$195,000

$80,000 to
$100,000

$55,000 to
$80,000

<$55,000

>150

1

1.5

2

2.5

3

110 to150

1.5

2

2.5

3

3.5

85 to110

2

2.5

3

3.5

4

70 to 85

2.5

3

3.5

4

4.5

<70

3

3.5

4

4.5
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Source: Standard & Poor’s Ratings Services.

Economic Score Adjustments

Economy
30%

Qualitative factors with a
positive impact on the initial score

Qualitative factors with a
negative impact on the initial score

Participation in a larger broad and diversified
economy

Negative budget impact from demographic profile: population
decrease and/or high share of dependent population (>55%)
have a material negative impact on future revenue growth and
expenditure needs.

A stabilizing institutional influence with a
longstanding role as a major employer, such as
higher education, health care, military, or large and
stable corporate presence.

High county unemployment rate (>10%).

If employment concentration where an individual sector
(excluding education/health, government, and transportation,
trade and utilities) represents more than 30% of the nonfarm
work base, or tax base concentration where the top 10
taxpayers represent more than 35% of the tax base, the score
worsens by one point. If the top 10 taxpayers exceed 45% of
the tax base, the score worsens by two points.
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Source: Standard & Poor’s Ratings Services.

Management

Management
20%

Assesses the impact of management conditions on the likelihood of repayment
The initial score is based on our Financial Management Assessment (FMA)
which was part of our prior methodology.
The management factor also introduces several circumstances that result in an
automatic score of 4 or 5, regardless of FMA score
Qualitative factors with a positive impact on the initial
score

Qualitative factors with a negative impact on the initial
score

Consistent ability to maintain balanced operations.

Frequent management turnover inhibiting a current
understanding of the government’s financial position and its
ability to adjust, or political gridlock, or instability that brings
the same results.

Government service levels are limited.

Consistent inability to execute on approved structural
reforms for two consecutive years.

Seven Areas Measured by the FMA

1. Revenue and expenditure assumptions

2. Budget amendments and updates
3. Long term financial planning

4. Long term capital planning
5. Investment management policies
6. Debt management policies
7. Reserve and liquidity policies

Debt and Contingent Liability

Debt & Contingent
Liabilities
10%

Initial debt score: combination of two measures
•

Total governmental funds debt service as a percentage of expenditures
o Measures the annual fixed cost burden that debt places on the government

• Net direct debt as a percentage of total governmental funds revenue
o Measures the total debt burden on the government's revenue position rather than the annual cost of the
debt, which can be manipulated by amortization structures

Assessing The Debt And Contingent Liabilities Score
Net Direct Debt As % Of Total Governmental Funds Revenue
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Total Governmental
Funds Debt Service As A
% of Total Governmental
Funds Expenditures

<30

30 to 60

60 to 120

120 to 180

>180

<8

1

2

3

4

5

8 to 15

2

3

4

4

5

15 to 25

3

4

5

5

5

25 to 35

4

4

5

5

5

>35

4

5

5

5
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Source: Standard & Poor’s Ratings Services.

Debt and Contingent Liability Adjustments

Qualitative factors
with a positive impact on the initial score:

Debt & Contingent
Liabilities
10%

Qualitative factors
with a negative impact on the initial score:

Overall net debt as a percentage of market value below 3%.

Overall net debt as a percentage of market value
exceeding 10%.

Overall rapid annual debt amortization, with more than 65%
coming due in10 years.

Significant medium-term debt plans produce a higher
score when included.
Exposure to interest-rate risk or instrument provisions
that could increase annual payment requirements by at
least 20%.
Unaddressed exposure to large unfunded pension or
OPEB obligations leading to accelerating payment
obligations over the medium term that represent
significant budget pressure (see paragraph 80). If there
is a plan to address the obligations, the final score
worsens by one point; otherwise the score worsens by
two points.
Speculative contingent liabilities or those otherwise
likely to be funded on an ongoing basis by the
government representing more than 10% of total
governmental revenue.
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Source: Standard & Poor’s Ratings Services.

Financial Measures
• Three components factor into our assessment of a municipality’s financial credit
characteristics

• Budgetary flexibility, budgetary performance, and liquidity
• Each factor is weighted 10% — all financial measures together are 30%
Financial Measures
Liquidity
10%

Budgetary
Budgetary
Performance Flexibility
10%
10%

• The budgetary flexibility score measures the degree to which the government can
look to additional financial flexibility in times of stress.
• The budgetary performance score measures the current fiscal balance of the
government.
• The liquidity score measures the availability of cash and cash equivalents to
service both debt and other expenditures.

Medians - Municipalities
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iPad® App View: Credit Scenario Builder

12

Copyright © 2013 by Standard & Poor’s Financial Services LLC. All rights reserved.
No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of Standard & Poor’s
Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their
directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties
are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or
maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES,
INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS,
SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE
OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or
consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact. S&P’s
opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any investment decisions,
and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be relied on
and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions.
S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not
perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.
To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P reserves
the right to assign, withdraw or suspend such acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment,
withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.
S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain
business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the confidentiality of certain
non-public information received in connection with each analytical process.
S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate its
opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com and
www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information about our
ratings fees is available at www.standardandpoors.com/usratingsfees.
STANDARD & POOR’S, S&P, GLOBAL CREDIT PORTAL and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

13

