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Disclaimer
RBC Capital Markets, LLC (RBCCM) is providing the information contained in this presentation for discussion purposes only and not in connection with 
RBCCM serving as underwriter, investment banker, municipal advisor, financial advisor or fiduciary to a financial transaction participant or any other person 
or entity.  RBCCM will not have any duties or liability to any person or entity in connection with the information being provided herein.  The information 
provided is not intended to be and should not be construed as “advice” within the meaning of Section 15B of the Securities Exchange Act of 1934.  The 
recipient should consult with its own legal, accounting, tax, financial and other advisors, as applicable, to the extent it deems appropriate. 

The information contained in this presentation has been compiled from sources believed to be reliable, but no representation or warranty, express or 
implied, is made by the RBCCM, its affiliates or any other person as to its accuracy, completeness or correctness.  The information and any analyses in 
these materials reflect prevailing conditions and RBCCM’s views as of this date, all of which are subject to change.  The printed presentation is incomplete 
without reference to the oral presentation or other written materials that supplement it.

The material contained herein is not a product of any research department of the RBCCM or any of its affiliates.  Nothing herein constitutes a 
recommendation of any security regarding any issuer, nor is it intended to provide information sufficient to make an investment decision.

IRS Circular 230 Disclosure: RBCCM and its affiliates do not provide tax advice and nothing contained herein should be construed as tax advice.  Any 
discussion of U.S. tax matters contained herein (including any attachments) (i) was not intended or written to be used, and cannot be used, by you for the 
purpose of avoiding tax penalties; and (ii) was written in connection with the promotion or marketing of the matters addressed herein.  Accordingly, you 
should seek advice based upon your particular circumstances from an independent tax advisor.

This presentation is proprietary to RBCCM and may not be disclosed, reproduced, distributed or used for any other purpose without RBCCM’s express 
written consent.  To the fullest extent permitted by law, RBCCM, any of its affiliates, or any other person, accepts no liability whatsoever for any direct or 
consequential loss arising from any use of this communication or the information contained herein.
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Executive Summary

▪We are in a time of historic volatility, uncertainty, and change within debt and 
equity capital markets

▪This will directly affect issuers ability to borrow in a number of ways

▪Though many challenges have arisen, there are also opportunities to utilize new 
and innovative financing structures

▪The savvy issuer can take advantage of these techniques to achieve more 
advantageous pricing outcomes

▪Understanding the changing landscape of municipal debt issuance is the first step 
in this process
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1) Major Market Themes Impacting Issuers
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April CPI – Has Inflation Peaked?
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Factors Contributing to Inflation
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Pandemic Stimulus Boosted Demand Meets 
Supply Chain Shortages 

Source: Flexport, RBC Economics
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Factors Contributing to Inflation (Continued)
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Rising Commodity Prices Accommodative Central Bank Policies

Bloomberg Commodity Index M1 Money Supply (US$ Billions)
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The Rising Cost of Homeownership
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▪According to the Case-Shiller index, single family home prices rose 19.8% between March of 2021 and March of 2022

▪Low interest rates have led to an increasing number of buyers being able to afford a mortgage. However, this trend is currently reversing with mortgage rates 

doubling from recent lows of 3.00% to over 6.00% currently.  On a $250,000 mortgage this results in monthly payments $450 higher or $5,400 annually.

▪Additionally, there is a severe lack of houses currently for sale. In September 2021, researchers at Freddie Mac estimated the current shortage of houses to 

be approximately 3.8 million, up from 2.5 million in 2018

▪For the past 40 years, housing supply has not kept pace with population growth. Housing starts as a share of population have been on an overall decreasing 

trend since the 1970s

Case Shiller US National Home Price Index

Source: S&P Dow Jones Indices LLC, S&P/Case-Shiller U.S. National Home Price Index [CSUSHPISA], retrieved from FRED, 
Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/CSUSHPISA, June 7, 2022 

Source: U.S. Census Bureau and U.S. Department of Housing and Urban Development, Monthly Supply of Houses in the 
United States [MSACSR], retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/MSACSR, 
June 7, 2022

Monthly Housing Supply (Houses for Sale / Houses Sold)

Source: Whitehouse.gov, Freddie Mac, https://www.forbes.com/sites/richardmcgahey/2021/06/22/no-immediate-
relief-from-skyrocketing-home-prices/?sh=60312aac607e, https://www.whitehouse.gov/cea/written-
materials/2021/09/01/alleviating -supply-constraints-in-the-housing-market/



The Fed Fights Inflation
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▪With the economy running hot, the Fed is moving “expeditiously” toward a more neutral policy stance

▪Chair Powell noted broad consensus on the committee that 50 bp hikes should be on the table at upcoming meetings

▪a number of policymakers think front-loading hikes will put the committee in a better position later this year to evaluate the impact 
of tightening and assess whether more is needed

▪Inflation dynamics will be key to that assessment with the Fed wanting to see clear evidence (i.e. multiple CPI reports) that inflation 
is moving toward its 2% target before easing up on rate hikes

Source: Bloomberg world interest rate probabilities as of 06/07/22. 
RBC Economics. https://thoughtleadership.rbc.com/will-tough-talking-central-banks-follow-through/
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March 2022 Fed Dot Plot
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Source: Federal Open Market Committee, Bloomberg, https://seekingalpha.com/news/3814250-most-fed-officials-
predict-at-least-7-rate-hikes-in-2022
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▪The dot plot is published quarterly as a chart showing where each of the 18 members of the FOMC, the rate-setting body within the Fed, expect
the federal funds rate to be for each of the next three years and the long term

▪The Federal Reserve's outlook on interest rates has grown significantly more hawkish since late 2021, with more than half of top central bank
officials predicting at least seven quarter-point rate hikes in 2022

▪On the high end, one Fed official expects the central bank to raise rates above 3% during the year, from the level around 0.25% currently in force



Interest Rate Forecast

12Source: Bloomberg consensus forecast of 45 economists – accessed through BYFC screen, Refinitiv

Tenor
Today Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3

(06/08/22) 2022 2022 2023 2023 2023 2023 2024 2024 2024

Fed Funds Upper Bound 1.00 2.25 2.70 3.00 3.15 3.15 3.10 2.95 2.90 2.85

3-Month SOFR 1.54 2.14 2.57 2.82 2.87 2.90 2.87 2.73 2.66 2.64

5-Year Treasury 3.08 3.07 3.12 3.17 3.19 3.18 3.12 3.26 3.25 3.31

10-Year Treasury 3.05 3.09 3.11 3.18 3.23 3.22 3.18 3.32 3.32 3.38

30-Year Treasury 3.19 3.25 3.29 3.35 3.42 3.38 3.34 3.57 3.60 3.67

10 to 30-yr Spread (bp) 0.14 0.16 0.18 0.17 0.19 0.16 0.16 0.25 0.28 0.29

ObservationsHistorical and Projected Treasury Yields

Long Term Rates Expected to Increase Only Modestly

− Interest rate increases by the Fed not expected to materially 
impact long term treasury yields

Slope of Yield Curve to Flatten

− Spread between 10 and 30-yr Treasury expected to range 

between 15 and 30 basis points in the future
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Interest Rate Movements

13Source: Refinitiv
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Current Municipal Market Conditions

14Source: Refinitiv, TM3. 10, 20, and 30 year “AAA” MMD shown to represent different average lives of municipal 
transactions. Rates as of June 3, 2022
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Putting Rates in Perspective

15Source: Bloomberg, Refinitiv. Rates as of 06/08/22.
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Widening Credit Spreads
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Option Adjusted Spreads Since January 2022

Source: Ice Data Indices, LLC, ICE BofA US Corporate Index Option-Adjusted Spread [BAMLC0A0CM], retrieved from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/BAMLC0A0CM, June 7, 2022 
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Russia invades Ukraine

▪The above graph shows the calculated spreads between a computed Option Adjusted Spread index of all corporate bonds in a given rating category and a spot 
Treasury curve

▪Fixed income buyers have reacted to heightened volatility and the prospect of imminently increasing rates by demanding higher spreads on fixed income products, 
regardless of credit rating

▪Increased spreads, combined with elevated base interest rates, have sharply increased borrowing costs for issuers since the turn of the year

▪Given this macro environment, enhancements such as bond insurance or the Ohio Credit Enhancement Program can increase the marketability of bonds
Source: RBC Capital Markets



$0

$2,000

$4,000

$6,000

$8,000

$10,000

$12,000

$14,000

$16,000

1/1/2022 2/1/2022 3/1/2022 4/1/2022 5/1/2022 6/1/2022

Global Turmoil – Russia Invades Ukraine
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Russia invades Ukraine

Source: Bloomberg Source: worldgovernmentbonds.com

Russian 5 Year Sovereign Credit Default Swap Price

▪Russia’s role as one of the world’s top commodity producers has sent prices and global inflation sharply higher

▪Russia exports about 5 million barrels of oil a day, which is a key component of economic growth

▪Meanwhile, The U.S. has announced that it will not extend an exemption permitting Moscow to pay foreign debt to American investors in 
U.S. dollars, highly increasing the likelihood of a “technical default”

▪While unlikely to cause severe disruptions to global markets, bondholders will need to enter into lengthy and complicated negotiations with 
the Russian government to recover losses and Russia will be unable to access international markets in the interim

Source: International Energy Agency. Bloomberg. https://www.cnbc.com/2022/05/25/russia-is-now-exposed-to-a-historic-debt-
default-heres-what-happens-next.html. http://www.worldgovernmentbonds.com/cds-historical-data/russia/5-years/



Global Turmoil – Russia Invades Ukraine

18Source: RBC Economics, https://thoughtleadership.rbc.com/conflict-in-europe-brings-more-uncertainty-more-
inflation/?_ga=2.201233582.1290648350.1647875143-1150415652.1552308427

Percent of Imports from Russia in 2020 

Source: EuroStat, RBC Economics Source: StatCan, BLS, ONS, EuroStat, ECB, RBC Economics
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▪Higher commodity prices will be felt globally, but the bulk of economic forecast revisions are in Europe, whose economies are more closely intertwined with 
Russia

▪Russia is Europe’s most significant supplier of oil and gas and some major economies are particularly exposed—about two-thirds of Germany’s natural gas 
imports and one-third of imported oil comes from Russia

▪With most of those exports being manufactured goods (rather than globally-traded commodities) quickly pivoting to other buyers will be challenging. Exposure to 
Eastern European countries that are even more Russia-dependent also hurts the currency bloc’s trade outlook



US Stock Market Faces Multiple Headwinds
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▪US Equities have suffered a significant selloff since the turn of the year, with higher beta tech stocks in particular suffering heavy losses

▪The confluence of high inflation, an imminent Fed tightening cycle, rising commodity prices, supply chain disruptions, lingering Covid
complications, and rising geopolitical tensions have weighed heavily on investor sentiment

▪Consequently, investors have shifted cash to less risky assets such as bonds and precious metals and lower beta value stocks
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And The US Economic Situation is Complicated
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▪Real gross domestic product (GDP) decreased at an annual rate of 1.5 percent in the first quarter of 2022, following an increase of 6.9 
percent in the fourth quarter of 2021

▪The decline in GDP in Q1 is not a result of a deteriorating economic backdrop as much as it is a sign that still very strong household (and 
business) demand is bumping up firmly against long-run domestic production constraints

▪A softer Q1 GDP reading isn't likely to do anything to deter the Federal Reserve from continuing to hike rates off of exceptionally low levels
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But Tailwinds Still Persist
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Source: U.S. Bureau of Labor Statistics, Unemployment Rate [UNRATE], retrieved from FRED, Federal 
Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/UNRATE, June 7, 2022 

Source: U.S. Bureau of Economic Analysis, Corporate Profits After Tax (without IVA and CCAdj) [CP], retrieved 
from FRED, Federal Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/CP, June 7, 2022

S&P 500 Corporate Profits After Tax

▪Despite the myriad of challenges, there are still multiple drivers of growth for the US economy

▪Unemployment is nearly at pre-pandemic lows, which at the time was the lowest rate in decades

▪Meanwhile, corporate profits continue a strong upward trend

▪Many economists still believe the US economy is well positioned to weather the external challenges and continue to grow

Sources: RBC Capital Markets, https://www.bloomberg.com/news/articles/2022-03-16/fed-lifts-
rates-a-quarter-point-in-opening-bid-to-curb-inflation 



2) Refunding Considerations and Tools
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Types of Refundings
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1) An advance refunding is completed more than 90 days before the call date of the bonds being refunded

▪Advance refundings of tax exempt bond issues must be federally taxable

2) A current refunding is completed within 90 days of or after the call date 

▪Current refunding bond issues may be federally tax exempt

Closing Date – June 1, 2015

Funds are delivered to District 

and interest begins accruing

Call Date – June 1, 2025

Typically bonds are callable 

approximately 8-10 years 

after the issuance date.

Final Maturity Date – December 1, 2050

Final maturity of the bond issue

Typical Bond Issue – Series 2015

A refunding completed before March 2025 would be considered 

an “advance refunding” and would be federally taxable

A refunding completed on or after March 2025 would be considered an 

“current refunding” and could be federally tax exempt

Source: RBCCM Example 



Sample Refunding Decision Tree

24Source: RBCCM Example 

Execute Taxable Advance 
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Before Call Date

Execute Tax Exempt Current 
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Tax Exempt Current Refunding 
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Refunding Decision 

Tree
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Prepare a term sheet to 

send to financial 

institutions interested in 

making direct loans

Taxable Direct Loan

Complete OS, obtain 

credit rating, market to 

investors in capital 

markets

Taxable Capital Markets

Prepare term sheet for 

loan that is taxable until 

call date, then converts 

to tax exempt

“Cinderella” Direct Loan

Complete OS, obtain credit 

rating, market to investors in 

capital markets

Tax Exempt Capital Markets

Prepare a term sheet to 

send to financial institutions 

interested in making direct 

loans

Tax Exempt Direct Loan

Completed through capital 

markets or as direct loan

Forward Delivery Tax 

Exempt Current Refunding

> 90 days before call date Within 90 days of, or after, call date



Tax Exempt vs Taxable Refundings

25Source: RBCCM Example 

▪Under current law, investors are not taxed on the interest earned from their municipal bond holdings

▪Because of this advantage, tax-exempt bonds have lower yields than an equivalent taxable bond

Tax-Exempt Refunding Taxable Refunding

Advantages

▪ Typically, lower interest rates due to tax exemption on 

interest paid from issuer to investor

▪ Short escrow, so limited or no negative arbitrage in escrow

▪ Large, liquid taxable market offers larger universe of 

investors including investors that don’t pay federal income tax

▪ More flexibility

− Ability to advance refund as many times as is beneficial to 

the issuer

− Ability to finance activities not considered beneficial to the 

general public, such as private use by a for-profit company 

for economic development purposes

Disadvantages

▪ Less flexibility

− Issuers are not allowed to advance refund using tax-

exempt bonds

− Proceeds must finance activities that provide a significant 

benefit to the general public

▪ Typically, higher interest rates due to interest paid from issue 

to investor being federally taxable

▪ Can be negative arbitrage in advance refunding escrow



Tax Exempt Forward Delivery Bonds

26Source: RBCCM Example 

▪ A forward refunding is accomplished by entering into a bond 

purchase agreement with a bond purchaser for the purchase of 

tax exempt bonds to be issued not earlier than 90 days before 

the refunded bonds’ call date

▪ Forward premium is typically estimated at 4-6 basis points per month, but this 

reduces future market risk on the refunding bonds

− This forward premium, however, is an additional cost over current market yields 

for current delivery bonds

Lock in Tax-Exempt Rate 

Today (Initial Closing)

Tax-Exempt Rate

Call Date of Refunded BondsDelayed Delivery Closing 

(Current Refunding) 90-day 

Window

Maturity Date

1

2

Mechanics

▪ A forward delivery structure preserves the unique aspects of a tax exempt refunding, such as premium generation and (typically) lower yields, while 

allowing an issuer to lock in their borrowing costs in a rising interest rate environment

▪ Forward delivery structures often work best with larger sized issues



Direct Placements
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▪ Direct placements have become a more common method for public entities to borrow funds over the past few years

▪ A direct placement is when a financial institution (many times a bank) makes a loan directly to a borrower by being the sole 

holder of the municipal issuer's bond, note or lease obligation

▪ In a direct placement, typically a single financial institution will make a loan for the full amount of a borrowing

▪ Typically bank loans are relatively small in size (less than $10 million) and have a final maturity of 15 years or less

▪ This differs from a bond underwriting in which an investment bank makes a market for bonds and sells “bonds” to many different 

investors, consolidating the individual investments in to a single bond issue

▪ Under certain circumstances private placements can be beneficial to borrowers but they can also present some unique 

considerations

▪ Direct placements are exempt from rule 15(c)2-12 continuing disclosure requirements which can be beneficial to certain issuers



“Cinderella” Taxable to Tax Exempt Direct Loans

28Source: RBCCM Example 

Mechanics

▪ An issuer will enter into a direct loan with an initial taxable interest rate that will convert to a lower, tax exempt rate within 90 days 

of the call date

▪ Both rates are known at the time the loan is made and after conversion the loan remains tax exempt for its duration

▪ This structure possesses many of the same benefits of forward delivery bonds, without requiring a forward delivery premium

▪ However, tax exempt status is subject to the opinion of bond counsel at the time of conversion

Today

Close transaction, loan is 

initially issued at higher, 

taxable rate

1

Loan remains tax exempt and 

pays lower interest rate from time 

of conversion to final maturity

2 Convert to Tax Exempt Rate Loan Termination3

Today Within 90 days of call date Final Maturity

Tax Exempt PeriodTaxable Period

Loan converts from taxable to tax 

exempt status and now pays a 

lower rate of interest

Sample Forward Delivery Timeline



3) Credit Ratings: Recent Updates & Areas of Rating Agency Focus
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Ohio Credit Rating Distribution – Moody’s

Moody’s currently rates 227 Ohio

municipalities, with the majority

(35%) receiving an Aa2 credit

rating

30Source: Moody’s  Investors Service MFRA Data. Data as of 06/08/22.



Public Finance Credit Rating Revisions Over Time

31
Source: Moody’s Investors Service Data Report. “Rating revisions: Upgrades outpaced downgrades for fifth quarter in 
a row in Q1 2022.”  Published April 29, 2022.

Moody’s Investors Service Quarterly Upgrades and Downgrades



The Importance of a Good Rating

▪ On average, borrowing rates for an AA rated borrower are 20 basis points (0.20%) lower than those of an A rated borrower

▪ For a typical municipality borrowing $25 million over 30 years the total interest cost paid by the “AA” rated borrower will be approximately 

$1,100,000 lower than that of the “A” rated borrower
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32Source: Refinitiv Municipal Market Data scale published 06/08/22 and RBCCM analysis of pricing and credit spreads 



Recent Areas of Credit Rating Agency Focus

33Sources: RBC Capital Markets, 
https://www.greaterohio.org/arpa2021#:~:text=Ohio%20Metro%20Cities%20will%20receive,in%20Ohio%20is%20%2411.01%20billion.

1) Cybersecurity

▪ With the increased recent targeting of municipal entities and critical infrastructure by hackers, this is a common area of focus by all credit rating

agencies

▪ Credit rating agencies will now almost certainly ask about cyber security policies and procedures

▪ Public entities should be prepared to articulate how they train employees against this threat, any proactive policies or training employed, and any

remedial measures, such as insurance policies

2) CARES Act & American Rescue Plan Funding

▪ To combat the Coronavirus pandemic, the federal government set aside a cumulative total of approximately $500 billion to help states, counties and

cities cover increased expenditures, replenish lost revenue and mitigate economic harm from the COVID-19 pandemic

▪ Rating agencies wish to know how much was awarded and how much is still available for public entity to spend

▪ Agencies might also inquire as to the uses of the funds to help determine if these one time funds are paying for ongoing expenditures

3) Formal Policies

▪ Rating agencies will often ask about (and request copies of) formal policies relating to debt, fund balances, spending, investments, etc.

▪ Rating agencies take the view that any codified, formal policy is preferable to informal policies, and that informal policies are better than no policy at all

▪ There is a tradeoff to be had between the credit benefits of a formal policy and the flexibility of an informal policy



Presentation Materials and Content
▪ While not required, preparing a comprehensive credit rating presentation may be helpful in guiding the discussion with credit rating 

analyst(s)

− Your underwriter or financial advisor (if utilized) are well positioned to assist in this process using the preliminary official

statement and other publicly available information

▪ This presentation focuses primarily on the four broad rating factors that the rating agencies focus on when assigning a credit rating:

− Economy/Tax Base

− Finances

− Management

− Debt/Pensions

▪ Each of these factors will be an area of focus in the credit rating materials

▪ Over the next few slides we will discuss these factors and sub-factors in more detail

34Source: RBC Capital Markets



Moody’s Proposed Methodology – Key Changes and Benefits

35
Source: Moody’s Investors Service. https://www.moodys.com/creditfoundations/US-Cities-and-Counties-Proposed-
Methodology-05E006?mkt_tok=OTIwLVdVRC02OTgAAAGED6i_aXxjpt-U543GpTTeLz-QUw9qRebU_QNEZq
OjxVSSUOd3i16Bgf2AaHtN3dic3cwZNGOuwxByInmBRJCMUWzrImWVsDm8RW0CwbMx



Moody’s Proposed Methodology – Scorecard Overview

36
Source: Moody’s Investors Service. https://www.moodys.com/creditfoundations/US-Cities-and-Counties-Proposed-
Methodology-05E006?mkt_tok=OTIwLVdVRC02OTgAAAGED6i_aXxjpt-U543GpTTeLz-QUw9qRebU_QNEZq
OjxVSSUOd3i16Bgf2AaHtN3dic3cwZNGOuwxByInmBRJCMUWzrImWVsDm8RW0CwbMx



Moody’s Proposed Methodology – Scorecard Factors

37
Source: Moody’s Investors Service. https://www.moodys.com/creditfoundations/US-Cities-and-Counties-Proposed-
Methodology-05E006?mkt_tok=OTIwLVdVRC02OTgAAAGED6i_aXxjpt-U543GpTTeLz-QUw9qRebU_QNEZq
OjxVSSUOd3i16Bgf2AaHtN3dic3cwZNGOuwxByInmBRJCMUWzrImWVsDm8RW0CwbMx



Summary of Moody’s Changes

38Source: RBC Capital Markets. Moody’s Investors Service. https://www.moodys.com/researchdocumentcontentpage.aspx?
docid=PBM_1300173 

Economy Financial Performance Institutional Framework Leverage

Proposed Weighting 30% 30% 10% 30%

Current Weighting 30% 30% 20% 20%

Change - - - 10% + 10%

Rationale N/A N/A

- Moody's has determined that the 

state-legal framework under which 

a municipality operates is more 

influential than the past revenue 

and expenditure considerations. 

- Also, operating efficiency and 

management quality are now both 

captured in economy and financial 

perfromance subfactors and 

considered outside the scorecard 

framework

- The adjustment reflects the 

increased importance that 

leverage has played in 

instances of city and county 

distress. 

- Moody's believes that a greater 

emphasis should be placed on 

the current fixed costs of a 

municipality and the total long-

term liabilities, including 

pension and OPEB liabilities.

Factor



Credit Rating Factor 1 – Economy / Tax Base
▪ The ultimate basis for repaying debt is the strength and resilience of the local economy. This factor is 30% of the scorecard outcome for both 

Moody’s and S&P. Both rating agencies have a tax base component as well as a socioeconomic component. Also, while not explicitly

reflected in the scorecard, current and future economic development is a key area of emphasis and a frequent topic for analysts

Moody’s

▪ Moody’s currently evaluates the economy and tax base with 3 sub factors: full value, full value per capita, and median family income

▪ However, the proposed new methodology replaces median family income with median household income and full value with economic GDP 

growth in relation to the US average

▪ Some qualitative “below-the-line” adjustments include the presence of an institution like a university or military base, participation in a regional 

economic center, economic concentration, and extremely high or low unemployment or poverty levels

S&P

▪ S&P evaluates a municipality’s economy using the per capita income statistic effective buying income as well as full assessed value per 

capita

▪ S&P’s criteria is currently very similar to Moody’s; however, Moody’s new methodology places less weight on full assessed value and more 

on GDP growth

▪ Some qualitative “below-the-line” adjustments include participation in a large, diverse economy, institutional presence, negative budget 

impacts from demographic challenges, high or low unemployment, and economic concentration

39
Source: RBC Capital Markets analysis of Moody’s Investors Service credit rating methodology. https://www.moodys.com/
researchdocumentcontentpage.aspx?docid=PBM_1260094. S&P Global Ratings. https://www.capitaliq.com/CIQDotNet/Credit
Research/SPResearch.aspx?articleId=&ArtObjectId=8188093&ArtRevId=11&sid=&sind=A&



Credit Rating Factor 2 – Finances
▪ A local government’s financial position enables it to respond to new and existing obligations. This factor is 30% of the scorecard outcome for 

both Moody’s and S&P

Moody’s

▪ Moody’s currently evaluates finances with 4 sub factors: available operating fund balance as a % of revenue, cash balance as a % of revenue, 

and 5 year trend changes in those statistics

▪ The proposed new methodology uses only available operating fund balance and cash balance. However it expands the definition of “available” 

operating funds and incorporates revenue from total governmental funds and business type activities, rather than operating revenue

▪ Some qualitative “below-the-line” adjustments include enterprise or contingent liability risk, volatile revenue structure, questionable balance 

sheet items, labor relations, large portions of fund balances unavailable, heavy fixed costs, and limited ability to raise or lower expenditures

S&P

▪ S&P evaluates finances using liquidity, budgetary performance, and budgetary flexibility criteria

▪ Liquidity is measured by total governmental available cash as a % of debt service and expenditures. Budgetary performance is measured by 

increase or decrease in the general fund and total governmental funds. Budgetary flexibility is measured by available fund balance as a % of 

expenditures

▪ Some qualitative “below-the-line” adjustments include following year projections, capacity and willingness to cut operational spending, ability 

and willingness to raise taxes, access to external liquidity, high refinancing risk, and historical volatility of revenues

40
Source: RBC Capital Markets analysis of Moody’s Investors Service credit rating methodology. https://www.moodys.com/
researchdocumentcontentpage.aspx?docid=PBM_1260094. S&P Global Ratings. https://www.capitaliq.com/CIQDotNet/Credit
Research/SPResearch.aspx?articleId=&ArtObjectId=8188093&ArtRevId=11&sid=&sind=A&



Credit Rating Factor 3 – Management

▪ The legal and practical framework surrounding a local government shapes its ability and flexibility to meet its responsibilities. This factor is 20% 

of the scorecard outcome for Moody’s and  30 % for S&P. Analysts will likely ask for copies of formal policies and the existence of any informal 

policies

Moody’s

▪ Moody’s currently evaluates management with 2 sub factors: institutional framework and 5 year operating history of revenues vs expenditures

▪ Institutional framework is the legal ability to match revenues and expenditures based on the political operating environment of the state. For 

example, all Ohio local governments all have an institutional framework score of “A”

▪ The new methodology proposes reducing this scorecard factor to 10% and eliminating the operating history sub factor

S&P

▪ S&Ps methodology includes a 10% institutional framework score and a 20% management score

▪ The institutional framework criterion is very similar to Moody’s and all political entities of he same type within a state receive the same score

▪ The management component of the methodology is extensive and includes factors such as strategic positioning, risk management, financial 

management, organizational effectiveness, and governance

▪ Formal, long term policies are preferable to informal, short term policies

41
Source: RBC Capital Markets analysis of Moody’s Investors Service credit rating methodology. https://www.moodys.com/
researchdocumentcontentpage.aspx?docid=PBM_1260094. S&P Global Ratings. https://www.capitaliq.com/CIQDotNet/Credit
Research/SPResearch.aspx?articleId=&ArtObjectId=8188093&ArtRevId=11&sid=&sind=A&



Credit Rating Factor 4 – Debt and Pensions

▪ Debt and pensions represent important components of the long term-term financial obligation. This factor is 20% of the scorecard outcome for 

Moody’s and  10 % for S&P. Agencies will often consider future capital plans and the amortization of current debt

Moody’s

▪ Moody’s currently evaluates debt and pensions with 4 sub factors: net direct debt / full value, net direct debt / operating revenue, net pension 

liability / full value, and net pension liability /operating revenues

▪ The proposed new methodology will place a greater weight on liabilities, included adjusted pension and OPEB liabilities

▪ This will impact all Ohio municipalities, as most state retirement plans have large unfunded liabilities

S&P

▪ S&P analyzes debt as a function of net direct debt as a % of total governmental funds revenue and total governmental funds debt service as a 

% of total governmental funds expenditures

▪ The impact of pension and OPEB obligations depends on the degree to which such costs will likely escalate and whether the government has 

plans to address them

▪ Below-the-line factors that can influence the score include exposure to interest rate risk, unaddressed exposure to large unfunded pension or 

OPEB liabilities, the existence of contingent liabilities, and significant future debt plans
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Source: RBC Capital Markets analysis of Moody’s Investors Service credit rating methodology. https://www.moodys.com/
researchdocumentcontentpage.aspx?docid=PBM_1260094. S&P Global Ratings. https://www.capitaliq.com/CIQDotNet/Credit
Research/SPResearch.aspx?articleId=&ArtObjectId=8188093&ArtRevId=11&sid=&sind=A&


