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Moody's S&P Fitch Kroll
Aaa AAA AAA AAA Extremely strong capacity to meet financial obligations.
Aa1 AA+ AA+ AA+

Credit Rating Scales and Definitions

Investment Grade Aa2 AA AA AA Very strong capacity to meet obligations.
Aa3 AA‐ AA‐ AA‐
A1 A+ A+ A+
A2 A A A Strong financial capacity but susceptible to adversity.
A3 A‐ A‐ A‐
Baa1 BBB+ BBB+ BBB+
Baa2 BBB BBB BBB
Baa3 BBB‐ BBB‐ BBB‐

Non‐Investment Grade Ba1 BB+ BB+ BB+
Ba2 BB BB BB Non‐Investment Grade Speculative

Adequate financial capacity but adverse conditions will lead to 
weakness.

Ba3 BB‐ BB‐ BB‐
B1 B+ B+ B+
B2 B B B Highly Speculative
B3 B‐ B‐ B‐
Caa CCC+ CCC+
Ca CCC CCC CCC Extremely Speculative
C CCC‐ CCC‐

DDD CC
DD C

D D D Default
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*The Municipal Market Data “MMD” is a municipal bond market index produced by TM3. As of January 2, 2008.

AAA Insured AA A Baa
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*The Municipal Market Data “MMD” is a municipal bond market index produced by TM3. As of July 8, 2015.
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 Budgetary performance;
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 Debt and contingent liabilities Debt and contingent liabilities



MOODY’S RATING CRITERIAMOODY’S RATING CRITERIA



S&P RATING REVISED CRITERIAS&P RATING REVISED CRITERIA--
ONLY APPLIED TO STATES, MUNICIPALITIES AND COUNTIES ONLY APPLIED TO STATES, MUNICIPALITIES AND COUNTIES 





 S&P will incorporate the new pension data into their analysis

 "According to the criteria, the primary focus of our analysis of a local 
government's pension or OPEB liability is not that the liability will 
grow or the funded ratio will fall," said Standard & Poor's credit 
analyst Katilyn Pulcher "but whether it requires significant—oranalyst Katilyn Pulcher, but whether it requires significant—or 
significantly increasing--contributions over the medium term." 

 S&P will focus on a the following: commitment to funding, 
i t t f t d l i ff d bilit d ff t tinvestment performance, trend analysis, affordability, and efforts at 
maintaining plan sustainability

 Limited resources or no credible plan for how to pay for these Limited resources or no credible plan for how to pay for these 
benefits could exacerbate the situation



 Under Standard & Poor's new local government General Obligation 
criteria

 One point adjustment to a local government's debt and contingent 
liabilities initial score if the local government has an unaddressed 
exposure to large unfunded pension or OPEB obligations that leads or p g p g
potentially leads to an accelerating payment obligation over the medium 
term that creates significant budget pressure

 Two point adjustment if there is no specific and credible plan to address Two point adjustment if there is no specific and credible plan to address 
this burden in place



 Carrying Charge: The required annual pension payment plus annual 
OPEB payment as a percentage of total governmental funds 
expenditures

 A combined carrying charge of 10% or more will be considered 
elevated, however, S&P will consider whether it expects the elevated 
payments to result in lower future obligationsp y g

 If funding ratio(s) are less than 80%, they will receive further review 
especially when the carrying charge is elevated

 The degree to which a local government contributes less than its full 
required contribution(s) could be an indication of either short-term cash 
flow issues or a willingness of management to defer difficult decisions

 The OPEB costs exceed 5% of total governmental funds expenditures 
and the local government has limited flexibility to change or amend 
these benefits



 Moody’s will analyze the new results, but they make their own pension 
calculations

 Multiple-employer cost-sharing plan liabilities will be allocated to 
specific government employers based on proportionate shares of total 
plan contributionsp

 Asset smoothing will be replaced with reported market or fair value as 
of the actuarial reporting date

 Accrued actuarial liabilities will be adjusted based on a high-grade long-
term taxable bond index discount rate as of the date of valuation
 They use the Citibank Pension Liability index as of the date of the asset 

valuationvaluation



 The resulting adjusted net pension liability (i.e. adjusted liabilities less 
assets) will be amortized over 20 years using a level-dollar method toassets) will be amortized over 20 years using a level-dollar method to 
create a measure of annual burden related to the net pension liability

 Moody’s position is they are not suggesting that their adjusted pension Moody s position is they are not suggesting that their adjusted pension 
figures be used as a guide, standard or requirement for a state or local 
government to fund these obligations. Instead, they introduced these 
adjustments solely for the purpose of evaluating pension risk in the 
context of its credit ratings

 As the GASB 68 numbers come out they will use the sensitivity analysis 
to estimate duration of liabilities.  They currently assume 13 years



 Moody’s treatment of debt seeks to scale the magnitude of a local 
government’s debt obligations relative to:government s debt obligations relative to:
 The local government’s resources (using tax base as the proxy)
 The local government’s operations (using operating revenues as a proxy)





 Does the issuer have…
A f d b l li ?◦ A fund balance policy?

◦ A debt policy?
◦ A capital improvement plan with needs and funding 

sources identified?sources identified? 
◦ Long range projections?

 How often does the administration report 
i t t t th i b d ( t l tinvestments to the governing body (at least 
quarterly is suggested)?

 How often does the administration report on p
intra year trends in revenues and expenditures?

 Is budget amended and for what reasons?



 Educate the governing board on pension related liabilities and the 
consequences of deferring tough decisions (see State of Illinois and the 
City of Chicago)
 Establish policies and procedures

 If pension/OPEB liabilities are increasing create a credible plan to If pension/OPEB liabilities are increasing, create a credible plan to 
address the liabilities especially if trends are worsening 

 Make additional contributions to reduce net pension liabilities
Utili f d b l Utilize excess fund balances

 Borrow tax exempt for capital expenditures in lieu of using funds on 
hand to pay capital expenditures

 Both rating agencies give credit to governments that begin to prefund 
OPEB liabilities



 Describe the development that is taking place 
T lk t th ( ) b t t d EAV t d Talk to the assessor(s) about expected EAV trends

 Know the status of significant property tax appeals (PTAB)
 Understand your OPEB and pension liabilities and have a 

credible management plan
 Disclose direct-purchase debt (avoid onerous covenants like 

acceleration))
 Be ready to explain revenue raising flexibility
◦ Know what untapped revenue sources are in $$
◦ Discuss willingness and history of raising revenuesg y g

 Be prepared to address prior deficits and causes
 Be prepared to provide year-to-date budget-to-actual numbers





 Provides a rating agency with an opportunity to 
make credit ratings do not become “stale”make credit ratings do not become stale
◦ Accountability to the investor community
◦ Regulations and policy require at least a “Passive” review 

annuallyannually

 Frequency of “Active” surveillance may vary, but it 
is happening much more often than before

 The issuer is provided a list of questions The issuer is provided a list of questions
◦ It’s important to be responsive 
◦ Typically given a couple weeks to prepare for the call



 Treat the surveillance call like a rating 
t ti f b d lpresentation for a bond sale

◦ Take time to prepare detailed responses to each 
question

 Talk the analyst through your written 
responsesresponses

 Consult with your financial advisor as soon as y
you receive the email or phone call 
requesting the surveillance call



 Has the issuer done everything 
i t d th d i th l t ticommunicated the during the last rating 

review?
◦ Review the most recent rating reportg p
◦ Be prepared to address differences

 What circumstances have changed since the What circumstances have changed since the 
last rating review?

 Has anything made it difficult to achieve what 
was anticipated during the last rating review?



The information contained herein is solely intended to suggest/discuss potentially applicable applications and is not intended to be a specific 
buy/sell recommendation, nor is it an official confirmation of terms. Any terms discussed herein are preliminary until confirmed in a definitive 
written agreement.
The analysis or information presented herein is based upon hypothetical projections and/or past performance that have certain limitationsThe analysis or information presented herein is based upon hypothetical projections and/or past performance that have certain limitations. 
No representation is made that it is accurate or complete or that any results indicated will be achieved. In no way is past performance 
indicative of future results. Changes to any prices, levels, or assumptions contained herein may have a material impact on results. Any 
estimates or assumptions contained herein represent our best judgment as of the date indicated and are subject to change without notice. 
Examples are merely representative and are not meant to be all-inclusive.
The information set forth herein was gathered from sources which we believe, but do not guarantee, to be accurate. Neither the information, 
nor any options expressed, constitute a solicitation by us for purposes of sale or purchase of any securities or commodities.
Investment/financing decisions by market participants should not be based on this information.
You should consider certain economic risks (and other legal tax and accounting consequences) prior to entering into any type of transactionYou should consider certain economic risks (and other legal, tax, and accounting consequences) prior to entering into any type of transaction 
with PMA Securities, Inc. or PMA Financial Network, Inc. It is imperative that any prospective client perform its own research and due diligence, 
independent of us or our affiliates, to determine suitability of the proposed transaction with respect to the aforementioned potential economic 
risks and legal, tax, and accounting consequences. Our analyses are not and do not purport to be appraisals of the assets, or business of a 
District or any other entity.  PMA makes no representations as to the actual value which may be received in connection with a transaction nor 
the legal, tax, or accounting effects of consummating a transaction. PMA cannot be relied upon to provide legal, tax, or accounting advice. 
You should seek out independent and qualified legal, tax, and accounting advice from outside sources. This information has been prepared 
for informational and educational purposes and does not constitute a solicitation to purchase or sell securities, which may be done only after 
client suitability is reviewed and determined. 

bl f d l b k ff d h h b k d lSecurities, public finance and institutional brokerage services are offered through PMA Securities, Inc. PMA Securities, Inc. is a broker-dealer 
and municipal advisor registered with the SEC and MSRB, and is a member of FINRA and SIPC. Prudent Man Advisors, Inc., an SEC registered 
investment adviser, provides investment advisory services to local government investment pools and separately managed accounts. All other 
products and services are provided by PMA Financial Network, Inc. PMA Financial Network, Inc., PMA Securities, Inc. and Prudent Man Advisors 
(collectively “PMA") are under common ownership. Securities and public finance services offered through PMA Securities, Inc. are available in 
CA, CO, FL, GA, IL, IN, IA, KS, MI, MN, MO, NE, OH, OK, PA, SD, TX and WI. This document is not an offer of services available in any state 
other than those listed above, has been prepared for informational and educational purposes only and does not constitute a solicitation to 
purchase or sell securities, which may be done only after client suitability is reviewed and determined. All investments mentioned herein may 
have varying levels of risk, and may not be suitable for every investor. For more information, please visit us at www.pmanetwork.com. y g , y y , p p
© 2015 PMA Securities, Inc. For institutional use only.


