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Credit Rating Cost Per Rating By Par Amount
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Summary

2008 — 2022 63% of issues had one or more rating. Unrated borrowings more than
doubled. Percentage of multiple-rating issues has been declining.

2008 - 2022 Unrated borrowing volume has grown significantly. Percentage of
single-rating volume has almost doubled. Multiple-rating volume has shown
significant decline.

2008 - 2023 Median and average credit ratings fees per $1,000 issued for single
rating issues rose by 1.2% and 3.8%, respectively.

2023 Fees per rating for multiple-ratings issues increase less rapidly as principal
increases with more variability of costs per rating for issues over $100 million.

7/2022 -6/2024 Some issuance sectors (K-14 GO) have very wide ranges of cost
per rating with many outliers under the $100 million principal level.
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Historic and Regulatory Perspective

* Value to investors
* Regulatory framework
* The role of criteria
* Recent criteria changes
* Sources of information
* Official Statement
* Annual Comprehensive Financial Report (ACFR)

* Census and other third-party data sources
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Picking Apart Recent Changes

* Changes in methodology

* The scorecard

* Issuer ratings and security ratings
* Factors/subfactors

* Quantitative vs. qualitative

* Notching/outlying information




Perspective From

The Buy Side

Types of municipal bond investors

Internal ratings vs. public ratings

How investors use ratings to decide what to purchase and pricing
How analysts use public ratings

Primary vs. secondary market - how secondary market liquidity

Impacts pricing in the primary market



Approaching Rating Agencies:

What To Expect

What has changed

* Criteria-driven rating changes

* Rating agency presentation

* Transparency — more public information

* What tools have been developed and what’s publicly

available for issuers?
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Arriving at the Issuer Rating — Step 1

Scorecard
Factors
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Arriving at the Issuer Rating — Step 2

1. Additional strength in local resources

Notching

Factors Limited scale of operations

Financial disclosures

v =
o—
o—

Potential cost shift to or from the state

AR s L

Potential for significant change in leverage
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City & County Methodology (City Of ABC)

WEIGHTS INPUT SCORE Bimn An & Ban Ba B Can Cn
Ecenomy
Resigent Income {MHI Adjusted for RPF /LIS BHI| 10.0% E10% 078 »=120% 100- 120% 80- 100% £3- Bl%e 10-53% 35-300% 0-37% «20%
mﬂlmmquqmllulﬂm of the tax 10.0% t95602 0T »=5180,000 £100,000 - 5120,000 60,000 - $100,000 540,000 - $60,000 479,000 - 540,000 519,000 - 525,000 45,000 - 517,000 £55,000
=] on|
Emurricﬁrnumm][:-reurﬂm real GOF - J-yanr 10.0% ok [ RE] »=0% {1)-0% {23)-{13)% [a3)- [23)% (7] - [a3)% |a0] - {7)f [13] - |10]% w[13)5%
CASR US real G
Financial Performance
Ayitanle Fund Belsnce Rakio [Avsimsle Fung 20.0% 335% 033 »=39% 25-3%% 15-2%% 3-19% 0-5% {5} -o% {10} - {3 <[10)%
/Balanoz + Net Qarment Revenus)
Liguisdity Fatio |Unrestricted Cash | Revenue) 10.0% .k 0.4d »=anfe 30-40% 20-30% 12.3- 208 3-12.9% o-3% [3-o% a3}
Institutional Framework
Iinstitutional Framework 10.o% Al 0.30 Ann Aa A Ema Ba B Hot applicabie. Mot applicstle.
Leversge
Long-term Lisbilities Rato [|Debt + ANFL+ 20.0% 450.4% 202 =1005% 100 - 200% 200 -330% 330 - 300% 300 - 7046 700 - 500% 900 - 1100% »1100%
m]m OPEE # Other Long-Term Lisbilities| /
Fixed-Costs Ratio |Adjustad Fiied Costs / Revenue] 10.0% 124% DS —=10% 10- 1% 15-20% 20-25% 25-33% 35-45% 45 -35% »35%
Notching factors
Agditional strength in local resources ol Otoi2
Limited Scake of Cperations oo -toD
Firancial Disclomures ao -2t 0
Potential Cost Shift to or from the State oo -1lto+i
Potential for Significant Change in Leversgs oo Zto+l3
Tatsl Factor Mokching oo
Scorecard Indicated Outcome: Al

Sources: US Census Bureau, El Paso (City of] T}’ financial stotements and Moodys investors Service

This publication does not announce g credit roting action. For any credit ratings referenced in this publicotion, please see the rotings tob on the issuerfentity page on www.moodys.com for the most updoted credit rating action information and rating history.
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Arriving at the Issuer Rating - Step 3

Other
Considerations

Examples of qualitative other considerations (not an
exhaustive list):

» Fund-specific financial considerations

» Competitive enterprise risk in governmental or
business-type activities

» Likelihood of receiving extraordinary or ongoing support

»  Strengths or weaknesses related to economic
concentration

» Unusual risk or benefit posed by long-term liabilities
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Other Considerations

These considerations are qualitative and only relevant to certain issuers

Environmental, Social and Governance
considerations

Event risk

Strengths or weaknesses related to economic
concentration

Unusual strengths or weaknesses related to
budgets or liquidity

Fund-specific financial considerations

Competitive enterprise risk in governmental
or business-type activities

Strengths or weakness associated with
component units or other related entities

Related local governments

Likelihood of receiving extraordinary or
ongoing support

Financial controls

Unusualrisk or benefit posed by long-term
liabilities

History or likelihood of impaired liquidity or
market access or missed debt service
payments

Expected decline orimprovementin
instrument-level credit quality

Considerations specific to U.S. Native
American Tribal Nations

Additional metrics
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The New Framework

- Moody's Example

* Inputs plus notching process: quantitative plus qualitative
* Theissuer credit rating - scorecard factors and subfactors
* Economic/demographic
* Governance
* Management
* Institutional framework
* Financial information
* Debt/leverage
* Debt structure
* Public borrowing vs. private loans
* Unfunded pension liabilities
* OPEB/Others

* Discretionary vs. contractual
20



Security-Specific Ratings

* Relationship between issuer rating and security
rating

* Do changes in security features impact rating?

* Security features, reserves, remedies, covenants
coverage, etc.

e Bond insurance




Security-Specific Ratings ..z

* Security ratings are notched from the issuer rating

* Typically, just +1 to -2 notches

SECURITY ACTIVE CHARACTERISTICS DEBT SERVICE OTHER

FEATURES OR PASSIVE OF REVENUE BASE COVERAGE FACTORS
Do security features Does the issuer have  What is the breadth, What level of debt - Essentiality
enhance or detract the ability to adjust stability, and diversity = service coverage do . Qther instrument
from the revenue or otherwise actively  of the pledged pledged revenues specific risks or
pledge? manage the pledge? revenue base relative  provide? strengths

to the issuer?

Real Property-based Pledges =

:i'SASTLI]I'I\El(RE Non-contigent General Promises to Pay and Contingent Obligations —» IRNAS.I..IIEEMENT

Special Tax Pledges »

Source: Moody's Ratings
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Communicating with the

Rating Agencies

* Business side vs. analytical side

* How many ratings

* Number of ratings, preference for which?

* Ingredients for a great rating and rating presentation

 Value in =value out



DAVID BRODSLY

Managing Director
KNN Public Finance

QUESTIONS?

RENEE DOUGHERTY, CFA ERIC HOFFMANN

Director Associate
Schwab Asset Managing Director
Management Moody's Ratings

DEBRA WAGNER
SAUNDERS

Consultant
BondLink,
U.S. Department of
Energy




THANK YOU

Please complete the
survey immediately after
the conclusion of this
webinar.

UPCOMING EVENTS

Advanced Public Funds Investing:
The Analytics of Investment Selection
January 22-23, 2025 | Costa Mesa, CA

Municipal Market Disclosure
April 89, 2025 | Costa Mesa, CA

For more information, visit:
treasurer.ca.gov/CDIAC/seminars
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