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The Rating Framework: What Drives the Rating

Fitch’s Ratings are Based on Three Key Rating Drviers (KRDs):

➢ Financial Profile: financial resilience, available fund balance, budgetary tools, 
operating framework, and revenue sensitivity to economic stress

➢ Demographic and Economic Strength: level, trend, and composition of economic 
activity and demographic factors supporting the resource base

➢ Long-Term Liability Burden: direct debt and Fitch-adjusted net pension liabilities 
relative to personal income, revenue, and spending
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Key Rating Drivers

Financial Profile

▪  Available reserves

▪ Revenue control & 

volatility

▪ Expenditure control

▪ Budgetary flexibility

D&E Strength 

▪  Population size and 

trend 

▪ Unemployment 

▪ Education attainment 

▪ Median household 

income 

▪ Economic concentration

Long-term Liability Burden  

▪ Direct debt & pensions to 

personal income 

▪ Direct debt & pensions to 

governmental revenues 

▪ Carrying costs to 

governmental expenditures 
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The Rating Framework: What Drives the Rating (1/2)

Focus on What Can You Control…

Financial performance – consistent performance, conservative budgeting, results 
consistent with budget/forecasts, contingencies in the budget, mid-year budget 
reviews/updates, multi-year forecasts for planning

Liabilities – Long term capital plan with breakout of sources of funds, conservative 
debt profile – fully amortizing, fixed rate, moderate duration, limited debt for 
economic development (stadiums, convention centers, etc), internal affordability 
guidelines.

…and Explain How you Mitigate Weaknesses you Cannot Control
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The Rating Framework: What Drives the Rating (2/2)

Criteria and Models

➢ Fitch employs a single criteria for all local government ratings, which utilizes the 
same model – Local Government Rating Model (LGRM)

➢ Cities, counties, school districts, special districts

➢ Utilities, healthcare, non-profits, higher education all have separate criteria under 
a Revenue Master Criteria.

➢ After the Great Financial Crisis in 2008-2010, amid regulatory scrutiny and 
demands for greater transparency, shifted to more quantitative rating criteria
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LGRM: From Numbers to a Letter
 The Quantitative - Models and Scoresheets

Fitch’s Local Government Rating Model (LGRM) generates a Metric Profile using 11 key 

metrics across the three Key Rating Drivers. The Metric Profile maps to the Rating Scale. 
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Local Government Rating Model (LGRM)

• Metrics communicated as percentile 
relative to rating portfolio 

• Better transparency 

• Communication of “rating headroom” 
or distance to the next higher or lower 
rating

• An interactive external version of the 
LGRM allows market participants to 
model potential rating outcomes and 
“what-if” scenarios  

• Forward-looking focus 

• Analytical judgment continue to drive 
final rating outcome 
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Analytical Judgement

➢ Forward looking model Inputs into the metric profile
➢ Historical data anomalies
➢ Forward-looking performance shifts – e.g. fund balance
➢ Non-recurring events that skew data – e.g. some pandemic economic performance

➢ Application of Additional Analytical Factors – not automatic but through a 
structured framework - to account for factors not fully captured in the model 
that can mitigate or exacerbate credit risks

➢ Not wholly quantifiable and/or not statistically significant, not consistently available

➢ Model Deviations for developing situations such as: 

➢ Natural disaster, climate-related risk, or cybersecurity events
➢ Litigation or change in law
➢ Exceptionally weak liquidity
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ESG Relevance Scores

➢ ESG factors are not rating factors but are scored on a 
scale of 1-5

➢ If an ESG factor influenced the rating (through the 
rating criteria), it is disclosed that an ESG score is 
elevated.

➢ Most common elevated ESG scores for local 
government are in governance, related to late audits, 
significant/repeated key management turnover, and in 
some rarer cases very high concentration in oil 
development.
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ESG Relevance Scores – Typical Issuer
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Rating Process
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Fitch Credit Rating Process

Professional 
service

Initiate rating process
• Primary and back-up 

analyst assigned
• Determination of 

whether additional 
industry analyst 
expertise is required

• Analysts have a range 
of backgrounds, with 
the majority recruited 
from banks, 
insurance companies, 
investment houses & 
financial departments 
of major companies

Collect publicly 
available information
• Company financial & 

operational statistics
• Reports filed with 

regulatory agencies
• Industry & economic 

reports
• Other data & insights

Thorough 
pre-analysis

Perform pre-analysis & 
request non-public 
information, if 
appropriate
• Information provided 

directly by the issuer, 
arranger, sponsor or 
other involved party

• Can include 
background data, 
forecasts & other 
communications

Prepare detailed 
questionnaire
• Prepare main topics 

for discussion & key 
questions

• Establish detailed 
agenda to ensure 
productive dialogue

Independent 
perspective

Hold meeting with 
entity management & 
other stakeholder
• Face-to-face 

meetings, site visit 
and/or 
teleconference, when 
appropriate

Perform in-depth 
analysis

Transparent 
methodology

Hold ratings committee
• Committee members 

review package
• Information considered
• Consensus decision on 

appropriate rating, 
including, where 
appropriate, a Rating 
Outlook or Rating Watch 
designation

• Minimum size for 
committee is four analysts

• Committees frequently 
include analysts from 
outside the immediate asset 
class, sub-sector or 
geography since peer 
analysis is a central element 
of the process

• Committee considers 
relevant quantitative & 
qualitative issues

Assign ratings 
write & publish 
commentary
• Once prepared, 

report is shown to 
issuer to check for 
factual accuracy and 
presence of non-
public information

• Initial ratings actions
• Report published
• Commentary 

distributed

Ongoing 
surveillance

Conduct ongoing 
surveillance
• Continual review of 

market events
• Formalized periodic 

review
• Continuing 

evaluation of 
industry issues & 
macro economic 
considerations

Rating process typically takes six to eight weeks

Step 1 Step 2 Step 3 Step 4 Step 5 Step 6 Step 7 Step 8 Step 9
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The Rating Meeting (continued)

The Rating Meeting

Best Practices
- Understand the rating criteria so you can address weaknesses
- Be candid about challenges and risks – helps establish trust and expectations
- Highlight institutional strengths that will not change with the current 

administration
- Polices on reserves, multi-year planning policies, debt affordability, etc.

Common Pitfalls
- Incomplete disclosure of material issues
- Not providing sufficient time between the meeting and the rating request
- Spending too much time during meeting on public data and not leaving sufficient 

time for discussion with management on more difficult issues around the budget 
and interim financial performance, long term planning and other information less 
publicly available.
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Appendix -- Additional Analytical Factors
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Appendix - Additional Analytical Factors (cont’d 2/3)
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Appendix - Additional Analytical Factors (cont’d 3/3)
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The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch does not represent or warrant that the report or 
any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion 
and reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports 
are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address the risk 
of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have 
shared authorship. Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are 
named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and presented 
to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole 
discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not 
comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in 
respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from 
US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or 
insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the 
applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an 
expert in connection with any registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United 
Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be 
available to electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license no. 337123) which 
authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to be used by persons who are retail 
clients within the meaning of the Corporations Act 2001.

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized Statistical Rating Organization (the "NRSRO"). While 
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