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General Obligation Bonds
• States : Full Faith and Credit

 Generally Income and Sales Tax

 Constitutionally or Statutorily Protected

• Local Gov’t: Property Tax 

 Unlimited as to Rate or Amount

 Statutory lien

 Considered most secure investment
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Rating Agencies

• A company that provides ratings that indicate the relative credit 

quality or liquidity characteristics of securities based on 

published criteria

• Regulated by the SEC as NRSROs 



Criteria Reports
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Analytical 
Inputs/Outcomes 
• Legal Framework

• Sources of information

• Major Credit Factors

– Finances

– Debt

– Economy

– Management 

• Metrics

– Time series/Peer Comparisons(Medians)



Moody’s Credit Factors



Legal Framework
• Constitution, Statute or Charter

– Statutory or Constitutional Protections of Debt

• Debt Limitations

• Tax Levy or Rate Limits(Prop. 13)

• Voting Requirements/Home Rule

• State supports(Moral obligations)

• Fiscal Emergency Laws



Source Materials 1
• Official Statement

• Annual Budget
– Financial policies

– Plan for structural balance

– Composition of revenues and expenditures for the year

• 3 to 5 years of Annual Audits/CAFR’s
– Statement of Net Assets

• Liquidity

• Major long term liabilities

– Fund financial statements

• General Fund

• Major revenue and expenditures

• Fund balance



Source Materials 2
• More CAFR Info

– Management Discussion and Analysis
• Overview of major financial events

– Required Supplementary Information
• Pension and OPEB Progress

– Statistical Section(OS Type Data)

• Five Year Capital Plan

• Investment Policy(Orange County)

• Revenue and Expenditure Forecasts



Source Materials 3
• Secondary Market Disclosure 

– Found on EMMA/NRMSIR’s

– Update of OS

– Material events

• Issuer Websites

– Financial policies

– Posting of materials mentioned above

– Contact information(CFO)

• News Media

– Bond Buyer

– Local papers

• U.S. Bureau of the Census
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Finances 1 
• Performance of major operating funds

– General Fund

– Structural balance between revenues and 
expenditures(deficits)

– Consistent fund balance/rainy day funds
• 10 to 30%

• Provides liquidity for unexpected expenditures(e.g. 
natural disasters, litigation settlement, labor contracts)

• Buffers against revenues that are susceptible to 
economy(e.g. sales and income taxes)

• Planned draws and replenishment



Finances 2

• Diversity of Revenue Sources

– Volatility/Reliability

• Property tax very reliable

• Sales, income taxes more volatile

• Own source revenues vs. intergovernmental 

support

– Property taxes

– Intergovernmental support/state aid 40% plus



Finances 3
• Greater mix of revenue sources the better able to weather a 

decline in any single source
– Use of one shots

• Capital expenditures

• ARRA

• Revenue capacity
– Statutory caps on property tax rates or levies/remaining 

capacity

– Other untapped sources

– Inability to increase sales tax rates or fees and charges 
without legislative/voter approval 



Finances 4
• Flexibility over Expenditures

– Mandatory
• Debt service vs. pay go capital

• Mandatory sentencing/prisons

• Pension payments to retirees

• Classroom sizes

– Discretionary
• Parks and recreation

• Actuarially required contributions to healthcare or 
OPEB

• Economic development programs



Finances Continued 5
• Political Risk

– Anti Tax Movements/Failed Referenda

– Willingness to pay

• Labor Relations
– Number of contracts

• Length

• History of strikes/arbitration

• Tax Collections
– 95% plus is acceptable

– County mechanisms for 100% collection

• Materiality of litigation



Moody’s Finance Weighting



Debt 1 
• Measures of Debt Load

• Net Direct Debt
– Add in capital leases/bank loans

– Deduct self supporting(Revenue Bonds)

• Net Direct Debt to full value of property
• Most accurate measure of what tax base will support in terms of debt

• Under 1% to 2% for highest rated credits

• Over 6% indicates high debt load(could indicate a growing community 
with infrastructure needs)
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Debt 2
• Overlapping debt

– Not always in control of issuer

– Large issuer may have an impact

– Indicates comprehensive burden on taxpayer

– Also measured relative to full value etc.

• Debt as a percentage of the budget
– 6 to 8% considered a modest load

• Debt Per Capita
– Burden per person

– Not always accurate(nuclear power plant)



Debt 3

• Debt pay down
– Retirement of total P&I
– Self amortization is a risk mitigant
– 50% in 10 years considered good/70% and 

greater  for AA+ and up

• Pay-go vs. debt
– Additional revenue flexibility
– 20 to 50% considered healthy



Debt 4
• Economic Debt

– Unfunded Accrued Liability for Pensions
• Added to debt load

• ARC as a % of expenditures(3% to 6% acceptable)

• Full funding of ARC

• Frequency of actuarial valuations

• Expected rate of return assumptions

– Unfunded other post employment benefits(healthcare)
• Same as pensions above

– Capital leases and other off balance sheet financing 
– Bank Loans



Moody’s Debt Weighting



Economy 1
• Type of community (center, suburb, capital)

– Major city with diverse tax base(services, retail, commercial)

– Concentrated tax base/Cyclical Industries

– Tourism based economy

– Bedroom community with dependence on center city(head 
taxes)

– Stability provided by university and or state capital

– Stand alone rural community



Economy 2
• Population/Demographics

– Rate of growth
• Credit positive as new taxpayers and resultant businesses will follow

• Potential negative because of demand for infrastructure

– Aging populations indicating need for senior services/healthcare

– Young families indicating need for schools, recreational services

– Poverty rates, tax delinquency 



Economy 3
• Workforce Composition

– Professional
– Manufacturing
– Service

• Growth in jobs/labor
– 5 year average

• Top ten employers
– Number of jobs per employer
– Diversity
– Concentration Risk

• Economic Data
– Building permits

• Residential
• Commercial

• Retail
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Economy 4
• Tax base

– Average rate of growth over the past five years

– Projected growth over 3 to 5 years

– Frequency of valuation updates

– Composition(commercial, residential, agriculture)

• Property tax rates

– Competition with neighboring communities

– Statutory limitations

– Consistency over time

– History of voter approval

• Top ten taxpayers

– Diversity vs. concentration

– Total should be 2 to 6% with no single taxpayer being greater than 10%



Economy 5
• Economic Data Continued

– Commercial and retail vacancy rates

• Sale/excise tax growth tax rates

– Relative to any statutory caps

– Competitiveness relative to neighboring communities



Economy 6

• Housing
– Single family home ownership

– Quality of rental housing stock

– Foreclosures

• Land Use
– Zoning policies that encourage residential and commercial 

development

– Availability of land/ industrial parks, subdivisions



Economy 7

• Median Family Income
– Indication of ability to pay not necessarily 

willingness to pay(indicated by voter support 
for referenda)

– Comparison to State and U.S.
• Unemployment Rates

– Most recent measure
– Adjusted for seasonal employment
– Comparison to State and U.S.



Moody’s Economy Weighting



MANAGEMENT 
PRACTICES





Moody’s Top Ten
• Rainy Day Fund
• Economic and revenue 

review
• Budget contingency plan
• Formalized capital 

improvement plan
• Long term liability 

planning 

• Debt affordability model
• Pay as you go strategy
• Multi year financial plan
• Management Information 

Systems
• Well coordinated 

economic development 
strategy



Standard and Poor’s Six Critical 
Components
• Conservative 

Budgeting Techniques
• Fund Balance 

Policies
• Debt Planning 

• Succession and 
contingency planning

• Strategic Planning 
and Economic 
Development

• Timely Disclosure



Moody’s Management 
Weighting



Summary of Some Key 
Ratios

• Debt Related
– Direct Debt to full value 
– Overlapping debt to FV
– Debt Per Capita
– Debt Pay down
– Economic Debt to FV(Unfunded 

Pension liability)
– Debt to Operating Revenues



Key Ratios 2

• Financial 
– Top Ten Taxpayers as a % of FV
– Fund Balance as a % or Revs./Exp.
– Top Revs and Expend as % of Budget

• Socioeconomic 
– Per Capita Income relative to State/ US
– Median Family Income same as above
– Poverty Rate



Moody’s Medians



Moody’s Weighted Average 
Rating Scale



Rating Scale

• Moody’s uses modifiers of 1,2,3 Fitch and S&P use + - or 
neutral



Outlook, watch

• Outlook

– 12-24 mos.

– Positive

– Stable 

– Negative

• Watch

– 1 to 6 mos.

– Negative



The Research Report



Impact of Ratings on 
Yields



45

Default Experience
• Great Depression 1935 

 Greatest single year default rate 1.8%

 95% recovery within 2 years

• Very low 10 year cumulative default rates

• Compare favorably to Corporate Bonds





Climate Change
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