
CITY OF MCMINNVILLE 
AUDIT COMMITTEE MEETING AGENDA 

7/14/2020 
11:00 a.m. 

Zoom Meeting 
https://mcminnvilleoregon.zoom.us/j/96845114678?pwd=djdDYTc4bXFzOW5IUjhGYmM5L0RZZz09 

Meeting ID: 968 4511 4678       Password: 920146 

 

 
1. Approval of the Minutes 3/10/2020 Audit Committee Meeting 

 
2. City of McMinnville Reserve Trends, Budget and Actual 

5 mins  
 

3. Reserves and the Debt Market 
Duncan Brown, PFM – City’s Municipal Advisor 
20 mins 
 

4. Best Practices Discussion on Reserve as a Component of Financial Health 
25 mins 
 

5. Next steps  
5 mins 

o Agenda for next meeting 8/9/2020 at 9am 
o Deliverables for next meeting 

 
Documents and Resources 

p. 1 A. Draft minutes 3/10/2020 

p. 6 B. City of McMinnville Reserve Trends (3 pages) 

p. 9 C. Moodys Report City of McMinnville 7.18.2019 (5 pages) 

p. 14 D. Moodys Local Government Debt Rating Methodology (35 pages) 

p. 49 E. GFOA Fund Balance Best Practice (3 pages) 

p. 52 F. Governing Magazine Financial Health Policies (1 page) 

p. 53 G. Fund Balance and Reserve Policies State of Washington (4 pages) 

p. 57 H. McMinnville Fund Balance Policy (4 pages) 

 
 

 
 

 

https://mcminnvilleoregon.zoom.us/j/96845114678?pwd=djdDYTc4bXFzOW5IUjhGYmM5L0RZZz09


Date: March 10, 2020, 4:00 p.m. 

Audit Committee: Kellie Menke, City Councilor 
Scott Hill, City Councilor 

Absent: Peter Hofstetter, Budget Committee member 

Auditor: Tonya Moffitt, Merina & Company. LLP 

Staff: Jeff Towery, City Manager 
Jennifer Cuellar-Smith, Finance Director 
Dewey Burchell, Accountant II 

Handouts: February 12, 2019 Audit Committee Meeting Minutes 
June 11, 2019 Audit Committee Meeting Minutes  
City of McMinnville, Oregon Comprehensive Annual Financial Report Year 

Ended June 30, 2019 
McMinnville Urban Renewal Agency, Oregon Annual Financial Report For the 

fiscal year ended June, 30, 2019 
Auditor’s Management Letter to the Audit Committee and Management of the 

City of McMinnville, Oregon 
Auditor’s Management Letter to the Agency Officials of the McMinnville Urban 

Renewal Agency, Oregon 

Minutes from Feb 12, 2019 and June 11, 2019 meetings 

The minutes from February 12, 2019 and June 11, 2019 were presented for approval.  Scott made a 
motion to approve the minutes; seconded by Kellie.  Motion passed. 

Presentation of the Comprehensive Annual Financial Report (CAFR) for fiscal year ended June 
30, 2019 

Jennifer gave a brief overview of the meeting’s agenda at Scotts request and turned the meeting over to 
Ms. Tonya Moffitt, partner with Merina & Company (MCO). 

Tonya started off by thanking the Councilors for allowing MCO to perform the City’s audit again this year. 
She then let the Committee know that both the Comprehensive Annual Financial Report (CAFR) and the 
McMinnville Urban Renewal Agency’s (URA) Annual Financial Report received a clean or “unmodified” 
option form MCO this year.  She continued that an “unmodified” option is the highest level the auditors 
can give and that she was very pleased with the work done by all of the staff at the City of McMinnville. 

Tonya reminded the Committee that not all sections of the City’s CAFR are audited, most notably the 
Introductory Section and the Statistical Section.  Tonya mentioned that the Statistical Section was actually 
her favorite part of the CAFR to read and that she felt it painted the best picture for outside users for the 
City’s historic changes, milestones, and current state.  Tonya explained to the Committee that there was 
missing information and “n/a” (not available) indications in some areas due to changes the Governmental 
Accountings Standards Board (GASB) had made in reporting methods over the years.  She wanted to 
assure them that this information was there before, but it was either reported in a different manner or was 
not required prior to those changes. 
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The conversation moved to the Government Finance Officers Association (GFOA) Certificate of 
Achievement for Excellence in Financial Reporting award that was given to the City for the fiscal year 
ended June 30, 2018’s CAFR.  She indicated that this was a very prestigious national award that requires 
extra work from the City’s Staff particularly those in the Finance Department.  She mentioned some 
sections of the City’s CAFR that the Committee may be used to seeing are not actually required by the 
Secretary of State for financial reporting, but rather added in to receive this award.  Tonya mentioned 
that this was the first time in several years that she did not have to go over significant changes to the 
face of the City’s CAFR from the prior year. She indicated that GASB had not required changes outside 
of additional note disclosures from financial reports this year.   

Tonya drew the Committee’s attention to the Compliance Section of the City’s CAFR document and 
explained that the Independent Auditor’s Report on Compliance and on Internal Control Over Financial 
Reporting on an Audit of Financial Statements Performed in Accordance with Oregon State Regulations 
which mentioned that the Airport Maintenance Fund had a deficit budgetary basis fund balance.  She 
stated that this was not abnormal for Airport funds and it had everything do to with timing issues and 
should not concern the City Council.  She continued by explaining the Independent Auditor’s Report on 
Internal Control Over Financial Reporting and on Compliance and Other Matters Based on an Audit of 
Financial Statements Performed in Accordance with Government Auditing Standards along with the 
Schedule of Findings and Responses. 

Scott mentioned that he felt the Council would be more interested in the remediation of the issues outlined 
in the Schedule of Findings and Responses rather than the issues themselves.  Tonya responded that 
the Corrective Plan of Action that had been approved by the City’s Council on February 25th was well 
thought out by the City, and that these type of internal control issues were not uncommon in entities going 
through turnover during the audit process.  She indicated that turnover in governmental entities was a 
time of growth and improvement and that she did not believe the findings MCO had this year would be a 
continued issue. 

Scott wanted to mention that he felt Jennifer had done a wonderful job of stepping in and finishing the 
audit and that he believed the Council had full faith in her ability to make the necessary changes outlined 
in the Corrective Action Plan.  Scott wanted to extend thanks to the hard work and quality results that the 
finance team had achieved with the clean audit opinion this year.  He continued that with three different 
staff members in the finance team’s leadership role over course of the audit, that he was very pleased 
with the outcome. 

Jennifer spoke to the Committee about receiving a quote from Tyler Technologies on March 9th, 2020 for 
their Tyler CAFR Builder software and that the City is planning on integrating this with the current ERP 
(Enterprise Resource Planning) software to smooth out and automate a lot of the manual processes that 
are currently a part of the audit preparation process.  Jennifer indicated that this will cut back on user 
errors that can happen when preforming manual audit preparation and would be part of the City’s 
response to the Corrective Action Plan. 

Scott wanted to look into the governmental and specifically the General Fund balances over time and 
Tonya indicated page 136 in the City’s CAFR document would be the best place to see this.  Pages 136 
and 137 are in the Statistical Section of the CAFR document and show fund balances for the 
governmental funds of the last ten years. Scott asked if anyone could remember what the City Council 
was looking for in an ending fund balance with regard to current year expenses.  Jeff responded that that 
the Council had decided on 25% as the base targeted ending fund balance for the General Fund as a 
percentage of that year’s total expenses. 
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Tonya brought the Committee’s attention to page 25 in the Management’s Discussion and Analysis. 
Page 25 has a table with the breakdown of governmental fund balances for fiscal year ending June 30, 
2019 in comparison to fiscal year ending June 30, 2018.  Tonya also mentioned that she was not 100% 
sure how the calculation for the targeted ending fund balance for the City was done, but that she would 
look it up for Scott.  Scott commented that on page 27 in under “General Fund Budgetary Highlights” it 
mentioned General Fund revenues exceeding budgeted revenues by “approximately $0.6 million, 
primarily due to higher than anticipated property taxes and franchise fee revenues offset by lower than 
budgeted intergovernmental revenue,” and that he thought that was a good indicator that the target 
ending fund balance percentage was above the 25% threshold as in the prior year. 

Jeff addressed page 41 of the City’s CAFR which has the General Fund Statement of Revenues, 
Expenditures and Changes in Fund Balances – Budget and Actual For the Year Ended June 30, 2019. 
He said if the calculation was as he thought, the General Fund’s Ending Fund Balance was $6,503,166 
and the total expenditures were $22,292,964 so Ending Fund Balance as a percentage of the year’s total 
expenditures would be 29.2%.  Tonya indicated that she had found the City’s requirement for calculating 
this target percentage and that it would be from the modified accrual statement on the page 39 of the 
CAFR.  Page 39 shows the Statement of Revenues, Expenditures and Changes in Fund Balances 
Governmental Funds For the Year Ended June 30, 2019. 

Jennifer mentioned that next year there would not be a difference between the Budget and Actual fund 
statements and the modified accrual statements, because the City was planning on changing their budget 
to a modified accrual basis.  She indicated that this would do away with the reconciliation to the modified 
accrual statements shown at the bottom of the Budget and Actual Fund Statements and make for a 
smoother audit preparation process.  Scott indicated that he liked that idea and remembered that she 
had made a prior mention of it to the City Council. 

Scott commented that by his calculation from the Statement of Revenues, Expenditures and Changes in 
Fund Balances Governmental Funds For the Year Ended June 30, 2019 the General Fund’s Ending Fund 
Balance as a percentage of total expenditures was 37.9%.  Jeff and Tonya both indicated that their 
calculations agreed with his.  Scott indicated that this was a very healthy number, and he knew from 
recent Council Meetings that the expenditures in the current fiscal year ending June 30, 2020 would be 
higher, but was optimistic.  Scott further indicated that both he and Kellie understood through their 
longevity on the City Council that a healthy Ending Fund Balance did not necessarily mean that they were 
underspending and would be available able to get them through the next economic rough patch that 
would inevitably come and may have already started. 

Tonya wanted to point out to the Committee that they would need to pass along to the Council that idea 
of a healthy Ending Fund Balance still requiring careful consideration for all approved expenditures.  She 
indicated that Scott was correct in assuming that at some point in the future there would be another down 
turn in the economy and that tax revenues would decrease.  She wanted to warn them that a heathy 
Ending Fund Balance did not mean that the City should start adding FTEs (Full Time Equivalents) 
everywhere and that they should carefully consider all increases in expenditures. 

Tonya direct the Committee to page 94 of the CAFR in the Required Supplementary Information 
Schedules.  She indicated that number of government entities, their governing bodies, and citizens have 
been asking questions and/or are worried about the growing pension liabilities in the State of Oregon. 
She indicated that this was a good place to see that information as well as lead enquires from those who 
might have questions about growing pension liabilities.  She explained that you could see in the City’s 
Schedule of the Proportionate Share of the Net Pension Liabilities for the last six years, that City has 
been increasing their share of the net pension liability over the last six years and that the state would 
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continue to manage the percentage of covered payroll that governmental entities are required to pay into 
the pension system to match its long-term goals. 

Scott wanted to confirm that on page 95 the City’s Schedule of Contributions For the last six fiscal years 
there had been a consistent increase in the City’s contributions as a percentage of covered payroll and 
that would be paying down their pension liability.  Tonya explained that the State of Oregon would 
continue to increase these percentages so long as the pension system was operating in a hypothetical 
deficit based on their projections for future pension expenditures for Public Employees Retirement 
System (PERS). 

Scott indicated that he believed the City had taken out debt to pay down their pension liability rather than 
paying a higher interest rate to PERS.  Jennifer explained that the bank loan the City had taken out was 
to cover the transition liability of the City of McMinnville when they entered the State of Oregon’s State 
and Local Government Rate Pool (SLGRP).  Tonya explained that due to the City entering the SLGRP 
after it was created there was a transition liability that the City took on to “catch up” to the other entities 
that had already been in the SLGRP. 

Jeff mentioned that the City had also been approved for some of the State’s Employer Incentive Fund 
that matched 25% of designated amount of the City’s total pension liability and that the City would be 
paying into a PERS side account in the coming fiscal year ending June 30, 2021 to receive that match.  
He explained that this side account would pay-down the City’s pension liability and bring down future 
rates the City is required to pay into the PERS system for pensions. 

Tonya drew the Committee’s attention to page 81 of the CAFR in the Notes to the Basic Financial 
Statements Section.  This page shows the Actuarial Methods and Assumptions that are used by PERS 
when setting future rates and forecasting future expenditures.  She indicated that PERS used 7.2% as 
their assumed long-term expected rate of return and that in her opinion that number was overly optimistic.  
She informed the Committee that the numbers PERS used for their actuarial calculations were purely 
hypothetical and the valuations created theoretical numbers.  She indicated that in her opinion these 
numbers misrepresent a reporting entity’s net position in the government wide  financial statements. 

Jennifer commented that with this being a valuation year for PERS and the overall economy having been 
in such a good place on the date used by for the actuarial valuation, she expected a decrease in the 
mandatory contribution rate for pensions over the next biennium.  Jeff and Tonya both agreed that this 
was possible, but Tonya did reiterate the uncertainty of future mandatory contribution rates and 
suggested to the Committee that they use the modified accrual financial reports when preforming an 
analysis of the overall health of specific City funds.  She also reminded them that the Statistical Section 
of the CAFR was a great place to point out to any enquiring parties as it told the City’s Story over the 
past ten years. 

Tonya mentioned that kudos were in order for Jennifer coming in at the end of the audit process, rolling 
up her sleeves and completing the work that needed to be done for the City to receive a clean audit this 
year.  Jennifer expressed her appreciation for Tonya and all of the staff at MCO for their patience and 
persistence in working with the City to complete the Audit this year and mentioned that their help and 
guidance led to the City’s “unmodified opinion” for the CAFR Year Ended June 30, 2019. 

Scott reiterated his appreciation for Jennifer and all of the City’s Staff for their diligence through the audit 
process stating that changes in leadership show the good, the bad, and the ugly and the City has come 
out stronger for it.  Kellie also expressed her appreciation for both Jennifer, the City’s Staff as well as 
MCO all working together to complete the audit with a clean opinion this year. 
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Presentation of the McMinnville Urban Renewal Agency, Oregon Annual Financial Report For the 
fiscal year ended June, 30, 2019 

Scott indicated that he would like to touch on the McMinnville Urban Renewal Agency, Oregon Annual 
Financial Report For the fiscal year ended June, 30, 2019 before time ran out.  He mentioned that saw 
more revenue than expenditures in the prior year and it appeared that for fiscal year ended June 30, 
2019 expenditures had come in slightly higher than revenues.  He asked Tonya for confirmation that he 
was reading these numbers correctly and that his observation was correct. 

Tonya confirmed Scott’s observation on the state of the URA indicating that some of that shift to more 
expenditures than revenues was likely a timing difference from when projects were started and actually 
completed.  Scott said that he and the City Council wanted to ensure that they were taking advantage of 
all the opportunities they could with URA resources, while still keeping a large enough reserve for more 
costly opportunities that may present themselves in the future. 

Tonya mentioned that as she stated before the McMinnville Urban Renewal Agency, Oregon Annual 
Financial Report For the fiscal year ended June, 30, 2019 had also received a clean audit or “unmodified 
opinion” from MCO and that she did not have any concerns about the state the URA was currently in. 

Scott mentioned that the Committee felt they would be addressing the Corrective Action Plan at the 
Council meeting later and did not feel the need to discuss it at this time. 

There being no further business to come before the Committee, the meeting was adjourned at 4:51 PM. 
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Actuals for Combined General Fund and Ambulance Fund
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General Fund Ending Fund Balance ‐ Appropriated Budgets

General Fund + Ambulance FY21 FY20 FY19 FY18 FY17 FY16 FY15 FY14 FY13

Revenue

Beginning Fund Balance 4,938,718 6,375,308 6,641,807 7,518,110 8,332,212 8,638,793 10,615,900 8,696,049 7,696,555
A Current Revenue 30,809,216 30,931,162 28,804,357 25,737,539 26,508,845 23,293,392 22,807,191 21,961,925 21,580,435

Total Revenue 35,747,934 37,306,470 35,446,164 33,255,649 34,841,057 31,932,185 33,423,091 30,657,974 29,276,990

Expenditures
B Personal Services 23,742,706 23,420,294 21,601,892 19,784,579 18,542,715 17,616,580 16,686,784 16,199,019 15,398,225
C Materials and Services 6,419,460 6,372,649 5,951,815 5,312,412 4,800,237 4,576,111 5,030,373 4,671,988 4,838,541

Capital Outlay 923,151 635,606 679,600 291,491 190,044 429,471 479,324 311,168 262,479

Debt Service 735,626 724,321 675,172 570,418 265,420 115,295 115,292 0 0

Transfers Out 1,407,621 2,919,282 2,548,523 2,384,334 4,199,811 2,500,136 1,992,748 1,606,926 1,646,958
D Total Current Expenditures 33,228,564 34,072,152 31,457,002 28,343,234 27,998,227 25,237,593 24,304,521 22,789,101 22,146,203

Reserve Categories

Contingencies 1,900,000 1,200,000 1,200,000 1,200,000 1,200,000 1,050,000 1,050,000 1,050,000 1,050,000

LOSAP Ending Fund Balance 508,258 578,800 622,461 463,786 535,000 468,204 481,600 77,916 497,311

Unreserved Ending Fund Balance 111,112 1,455,518 2,166,701 3,248,629 5,107,830 5,176,388 7,586,970 6,763,323 5,607,340
E Total Reserves 2,519,370 3,234,318 3,989,162 4,912,415 6,842,830 6,694,592 9,118,570 7,891,239 7,154,651

Historical Analysis
 (E/(B+C)) Appropriated Budget Operating 8.35% 10.86% 14.48% 19.57% 29.31% 30.17% 41.99% 37.81% 35.35%

Range $1M unspent assumption 11.67% 14.21% 18.11% 23.56% 33.60% 34.67% 46.59% 42.60% 40.30%

Range $1.5M unspent assumption 13.33% 15.89% 19.92% 25.55% 35.74% 36.92% 48.89% 45.00% 42.77%

Current Net Revenue (A ‐ D) (2,419,348) (3,140,990) (2,652,645) (2,605,695) (1,489,382) (1,944,201) (1,497,330) (827,176) (565,768)

Percent of Expenditures (A/D) ‐7.28% ‐9.22% ‐8.43% ‐9.19% ‐5.32% ‐7.70% ‐6.16% ‐3.63% ‐2.55%

Budget Buffer Analysis General Fund FY20 FY19 FY18 FY17 FY16 FY15 FY14 FY13

Budgeted Beginning Fund Balance 5,533,679 5,392,990 5,988,535 7,097,365 7,832,741 9,319,900 7,467,150 6,647,830

Actual Beginning Fund Balance 6,677,647 6,796,248 7,127,679 7,270,350 8,585,117 9,985,396 8,301,909 7,477,827

Gain 1,143,968 1,403,258 1,139,144 172,985 752,376 665,496 834,759 829,997

Combined General Fund + Ambulance

Budgeted Beginning Fund Balance 6,375,308 6,641,807 7,518,110 8,332,212 8,638,793 10,615,900 8,696,049 7,696,555

Actual Beginning Fund Balance 6,677,647 7,959,773 8,695,766 8,620,713 9,399,310 11,081,092 9,589,557 8,649,816

Gain 302,339 1,317,966 1,177,656 288,501 760,517 465,192 893,508 953,261
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General Fund Ending Fund Balance ‐ NWS Actuals Governmental

FY20 YTD FY19 FY18 FY17 FY16 FY15 FY14 FY13

General Fund + Ambulance

Revenue

Beginning Fund Balance 6,677,647 7,959,773 8,695,766 8,620,713 9,399,310 11,081,092 9,589,557 8,649,816
A Current Revenue 27,233,451 28,469,943 26,719,629 30,707,379 24,263,198 22,592,630 23,198,407 20,031,597

Total Revenue 33,911,098 36,429,716 35,415,395 39,328,092 33,662,508 33,673,722 32,787,964 28,681,413

Expenditures
B Personal Services 21,489,395 20,645,021 19,542,022 17,961,945 17,629,739 16,296,087 15,521,833 14,468,319
C Materials and Services 5,368,749 5,606,821 4,822,826 4,387,730 4,147,864 4,193,891 4,300,430 4,045,508

Capital Outlay 600,193 439,306 247,988 309,235 504,734 1,731,888 306,804 168,358

Debt Service 723,034 633,998 569,776 3,617,851 115,291 115,291 0 0

Transfers Out 1,328,553 2,426,922 2,273,010 4,355,565 2,644,167 1,937,254 1,606,926 1,646,958
D Total Current Expenditures 29,509,923 29,752,069 27,455,622 30,632,326 25,041,795 24,274,412 21,735,993 20,329,143

Reserve Categories

Contingencies 0 0 0 0 0 0 0 0

LOSAP Ending Fund Balance 0 0 0 0 0 0 0 0

Unreserved Ending Fund Balance 0 0 0 0 0 0 0 0
E Total Reserves 0 0 0 0 0 0 0 0

Historical Analysis

Operating relative BFB 24.86% 30.32% 35.69% 38.57% 43.16% 54.08% 48.38% 46.72%

Operating relative EFB 18.39% 25.44% 32.67% 38.91% 39.59% 45.87% 55.90% 51.80%

Current Net Revenue (A ‐ D) (2,276,472) (1,282,126) (735,993) 75,054 (778,597) (1,681,782) 1,462,414 (297,546)

Percent of Expenditures (A/D) ‐7.71% ‐4.31% ‐2.68% 0.25% ‐3.11% ‐6.93% 6.73% ‐1.46%

FY21 beginning fund bal FY20 YTD status 4,401,175

FY21 budgeted beginning fund bal 4,938,718
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US Local Government General  
Obligation Debt 
 

This rating methodology replaces the US Local Government General Obligation Debt 
methodology published in December 2016. We have updated some outdated references and 
removed certain issuer-specific information. 

 
This methodology explains how we evaluate the credit quality of US local government General 
Obligation (GO) debt. This document is intended to provide general guidance that helps local 
governments, investors, and other interested market participants understand how key 
quantitative and qualitative risk factors are likely to affect rating outcomes for local governments 
that issue GO bonds. This document does not include an exhaustive treatment of all factors that 
are reflected in our ratings but should enable the reader to understand the qualitative 
considerations, financial information, and ratios that are usually most important for ratings in this 
sector. 

The purpose of the scorecard is to provide a reference tool that market participants can use to 
approximate most credit profiles within the local government sector. The scorecard provides 
summarized guidance for the factors that we generally consider most important in assigning 
ratings to these issuers. However, the scorecard is a summary that does not include every rating 
consideration. The weights the scorecard shows for each factor represent an approximation of 
their importance for rating decisions. In addition, the scorecard was built based on historical 
results while our ratings are based on our forward-looking expectations. As a result, we would not 
expect the scorecard-indicated outcome to match the actual rating in every case.  
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2 SEPTEMBER 27, 2019 RATING METHODOLOGY: US LOCAL GOVERNMENT GENERAL OBLIGATION DEBT 

  

U.S. PUBLIC FINANCE 

Introduction 

The methodology covers debt backed by the GO pledge of a local government1 to pay its debt service. The 
unlimited tax GO pledge most often provided by US local governments is a contractual “full faith and credit 
pledge,” including, either explicitly or implicitly, the local government’s obligation to levy an unlimited ad 
valorem (based on the value of property) property tax to pay debt service.  In some instances, a local 
government’s GO bonds are secured solely by an unlimited ad valorem tax without the broader "full faith 
and credit pledge." In other situations, the GO pledge is subject to limits on tax rate or amount of pledge. 

Despite its fundamental strength, the GO pledge has practical and legal limits. From a practical perspective, 
there is an economic limit on the level of taxation that a municipality's tax base can bear. From a legal 
perspective, the local government's mandate to provide essential public services and pay retiree pensions 
may also have strong claims on a government’s revenue and taxing power, depending on the particular 
state’s laws. While a default on GO debt can occur with or without a Chapter 9 bankruptcy filing, 
bankruptcy laws may further circumscribe the power of the GO pledge (see “General Obligation Bonds in 
Bankruptcy” later in this report). 

While property taxes are typically the security underpinning the GO pledge, we do not restrict our analysis 
to the capacity of a property tax levy to cover debt service. The unconditional and open-ended nature of the 
GO pledge typically means a local government legally commits all of its revenue-producing powers to meet 
debt service. Even in instances where the legal commitment is not that broad, our evaluation of credit 
quality includes more than just an evaluation of the local government’s legally pledged resources. Rather, 
our analysis seeks to measure a local government’s overall means and wherewithal to meet financial 
obligations from all of the resources at its disposal.  

This methodology identifies and describes the various measures of our broad scorecard factors: 
economy/tax base, finances, management, and debt/pensions. Additionally, we describe the reasons we rate 
most local governments’ General Obligation debt higher than many other governmental and corporate 
borrowers, and the types of developments that can cause a local government rating to fall outside of the 
normal rating distribution. 

The Scorecard 

The local government scorecard (see Exhibit 1 and Appendix A) is a tool providing a composite score of a 
local government’s credit profile based on the weighted factors we consider most important, universal and 
measurable, as well as possible notching factors dependent on individual credit strengths and weaknesses. 
The scorecard is designed to enhance the transparency of our approach by identifying critical factors as a 
starting point for analysis, along with additional considerations that may affect the final rating assignment. 

The scorecard is not a calculator. Its purpose is not to determine the final rating, but rather to provide a 
standard platform from which to begin viewing and comparing local government credits. It therefore acts as 
a starting point for a more thorough and individualistic analysis. 

  

                                                                                 
1  Other types of local government bonds such as pool financings, government-owned utility revenue bonds, lease financings, and special tax bonds are covered under 

different methodologies. Some of these security types, such as lease financings, are often notched off or otherwise related to the GO rating. A link to an index of our 
sector and cross-sector methodologies can be found in the “Moody’s Related Publications” section. 

This publication does not announce 
a credit rating action.  For any 
credit ratings referenced in this 
publication, please see the ratings 
tab on the issuer/entity page on 
www.moodys.com for the most 
updated credit rating action 
information and rating history. 
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The scorecard-indicated outcome will not match the actual rating in every case, for a number of reasons 
including the following:  

» Our methodology considers forward-looking elements that may not be captured in historical data 

» The scorecard is a summary that does not include every rating consideration 

» In some circumstances, the importance of one factor may escalate and transcend its prescribed weight 
in this methodology 

EXHIBIT 1  

Scorecard Factors and Weights 
Local Governments 

Broad Scorecard Factors Factor Weighting  Sub-factors Sub-factor Weighting 

Economy/Tax Base 30%  Tax Base Size (full value) 10% 

   Full Value Per Capita 10% 

   Wealth (median family income) 10% 

Finances 30%  Fund Balance (% of revenues) 10% 

   Fund Balance Trend (5-year change) 5% 

   Cash Balance (% of revenues) 10% 

   Cash Balance Trend (5-year change) 5% 

Management 20%  Institutional Framework 10% 

   Operating History 10% 

Debt/Pensions 20%  Debt to Full Value 5% 

   Debt to Revenue 5% 

   Moody’s-adjusted Net Pension Liability  
(3-year average) to Full Value 

5% 

   Moody’s-adjusted Net Pension Liability  
(3-year average) to Revenue 

5% 

 
Our scorecard metrics are limited to major rating drivers that are common to most issuers. Outside of these 
drivers, we may adjust the scorecard-indicated outcome for a variety of “below-the-line” adjustments, 
which are more idiosyncratic factors that are likely not to apply to all issuers, but that can impact credit 
strength. The adjusted scorecard-indicated outcome is based quantitatively on the “above-the-line” factors, 
combined with any “below-the-line” notching adjustments. The adjusted scorecard-indicated outcome is a 
guideline for discussion, but does not determine the final rating. The final rating is determined by a 
committee, which considers, but is not bound by, the adjusted scorecard-indicated outcome. 

About the Rated Universe 

A local government is a subdivision of a state, most commonly a city,2 county, or school district. The 
provisions establishing local governments are typically enumerated in each state’s constitution. Most states 
have local government laws governing the authorities and responsibilities of the political subdivisions within 
each state. 

Local governments provide public services such as police and fire protection, courts, property records, public 
works maintenance, and water and sewer services. Cities or counties can also be responsible for public 
education, but this varies by state, and in most cases is provided by a separate school district dedicated to 
that sole function. Local governments fund these services with an array of revenues including property 

                                                                                 
2  We use the term “city” interchangeably with terms such as Town, Township, Village, and Borough. 
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taxes, sales taxes, income taxes, state and federal aid, departmental income such as fines and fees, or direct 
charges for service. 

States or subdivisions frequently create additional local governments such as authorities or special districts. 
These could include separate government-owned water, sewer, sanitation, or electric utilities, or public 
library, park, community college, or community development districts. 

What is a GO bond? 

An unlimited tax GO (GOULT) bond is typically a security backed by the full faith and credit pledge and 
total taxing power of the local government. The GOULT pledge means the local government promises to do 
everything it can to meet debt service. The specific definition of the pledge is laid out in state laws 
governing local government debt issuance; the precise legal characteristics of a GO bond can vary by state 
and sector (school district, county, etc.) depending on the structure of the local government and other 
technical issues.  

Most often, the GO security offers the local government’s full faith and credit pledge, including the levying 
of ad valorem taxes without limit as to rate or amount, for the timely payment of debt service (an unlimited 
tax, or GOULT pledge).  

In some instances, GO bonds are secured by a limited rather than unlimited property tax pledge. The limits 
may be on the specific debt service levy or tax rate, or on the taxing jurisdiction’s overall property tax levy 
or total tax rate. We use our GO methodology for evaluating such limited tax General Obligation (GOLT) 
bonds in the same manner as unlimited tax GO bonds, but we may notch downward from the GOULT 
rating (whether an implied or public rating) to reflect the narrower, limited security provided by the GOLT 
pledge. For more information on our approach to GOLT debt, see Appendix D. 

Some types of revenue bonds or other structures can receive a GO rating based on either a “double-barrel” 
pledge (meaning the GO as well as a second security are both explicitly pledged) or a municipality’s legal 
guarantee to cover a separate entity’s debt, provided we determine the legal enforceability of the guarantee 
and the structural mechanics assure the issue is sufficiently insulated from the risk of payment default by 
the underlying obligor.3  

Note that state-level GO bonds do not typically involve ad valorem taxes and are rated under our separate 
state methodology.4 

                                                                                 
3  For more information, see our cross-sector methodology that discusses general principles related to the credit substitution approach. A link to an index of our sector 

and cross-sector methodologies can be found in the “Moody’s Related Publications” section. 
4  A link to an index of our sector and cross-sector methodologies can be found in the “Moody’s Related Publications” section. 
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General Obligation Bonds in Bankruptcy 
The enforceability of the GO pledge can change once a municipality enters a Chapter 9 bankruptcy. 
Treatment of GO bonds can vary by state, with some states designating GO debt service as a protected 
payment stream, others prohibiting bankruptcy altogether, and some leaving the question of how GO 
bonds should fare in a bankruptcy unanswered. 

When a local government petitions for Chapter 9 bankruptcy protection, the debtor is subject to an 
“automatic stay” that halts all outflows, freezes all creditor recovery actions against the debtor, and 
prevents the borrower from liquidating assets to pay claims.  

Bankruptcy courts have generally interpreted “special revenues” as exempt from the automatic stay, and 
therefore of stronger credit strength than other debts in a bankruptcy situation. Unless otherwise 
specified by state law or a jurisdiction’s bankruptcy court, we believe GO bonds would generally not be 
treated as special revenues. In addition, certain states provide a statutory lien for GO bonds that makes it 
likely that courts would treat them as secured debt. In other states, it is unclear whether GO claims could 
be considered unsecured and therefore enjoy less protection than secured debt. 

Many Chapter 9 bankruptcy provisions remain untested, so it is difficult to make generalizations about 
how GO bonds will fare in bankruptcy. We expect the treatment of GO bonds in bankruptcy to evolve as 
precedents are set. It is also important to note that default and bankruptcy are separate events. A default 
can occur without a jurisdiction ever entering Chapter 9 proceedings, and conversely, a local government 
can enter bankruptcy without defaulting on its GO debt. 

The potency of ad valorem taxing power 

The pledge to levy ad valorem property taxes to repay bondholders has proven its durability over many 
decades. 

Ad valorem taxes – the bedrock of US local government finance – are by nature predictable. Property taxes 
are historically more stable through economic cycles than sales taxes, income taxes, or other local 
government revenues.  

Even during depressed real estate cycles, property taxes have remained generally stable. One reason for this 
is that a local government first determines the amount that it wants to raise (the levy) and then sets the tax 
rate (millage) on the taxable properties in its jurisdiction. If taxable property values decline, municipalities 
usually have the legal ability to increase the millage to achieve an unchanged or increased levy. Further, 
changes in the market value of taxable properties usually translate to the assessed value on municipalities’ 
tax rolls on a lag, and to the property tax bills on a further lag, helping to smooth economic cycles. Though 
some local governments were hit with double-digit declines in tax base in the past, the ability to adjust 
millage, in combination with the time-lag buffer, enabled most to adjust and re-balance operations. 

Amortizing debt structures 

Most local government debt service structures are level or declining. Local governments typically pay down 
some principal with each year of debt service. Spikes in debt principal are generally rare.  

This type of debt structure mitigates or eliminates several risks prevalent in other sectors, including rollover 
risk, balloon repayment risk and interest rate risk (if the coupon is fixed, which is the typical municipal 
structure). Local governments generally pay debt service according to a predictable schedule and, unlike 
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many sovereign and corporate bond borrowers, generally do not rely on market access (i.e., new borrowing) 
to meet debt service payments. 

Several of the local government sector’s largest General Obligation defaults arose because of municipalities that 
exposed themselves to unstable debt structures or carried an unmanageable debt burden because of a guarantee 
issued on another entity’s debt. 

Stable institutional framework 

The local government General Obligation pledge has proven extremely strong in part because local 
governments’ legal, institutional, and practical environment is stable and protective. 

» Most local governments are perpetual entities and monopoly providers of essential, legally mandated 
services such as police and fire protection, jails, and education. 

» Local governments in nearly all states operate under balanced budget requirements. Strictly speaking it 
is illegal for most entities to operate with imbalanced budgets. 

» Most entities are required to submit to annual audits, and budgets are subject to public scrutiny.  

» Many states limit local government debt burdens. 

» Many states operate fiscal oversight programs that monitor local government behavior and in some 
cases take over financially struggling entities. School districts in particular are typically closely linked to 
their states through oversight and operational mandates. 

Discussion of Key Scorecard Factors 

A primary purpose of the methodology and scorecard is to enhance the transparency of our rating process 
by identifying and discussing the key factors and sub-factors that explain our local government ratings and 
how these factors and sub-factors are used.  The scorecard is not intended to be an exhaustive list of factors 
that we consider in every local government rating, but should enable the reader to understand the key 
considerations and financial metrics that correspond to particular rating categories.  We reiterate that our 
rating process involves a degree of judgment, or consideration of analytical issues not specifically addressed 
in the scorecard, that from time to time will cause a rating outcome to fall outside the expected range of 
outcomes based on a strict application of the factors presented herein. 

To arrive at a scorecard-indicated outcome, we begin by assigning a score for each sub-factor. We’ve chosen 
quantitative measures that act as proxies for a variety of different tax base characteristics, financial 
conditions, and governance behaviors that can otherwise be difficult to measure objectively and 
consistently. Based on the scores and weights for each sub-factor, an unadjusted scorecard-indicated 
outcome is produced that translates to a given rating level. 

We may then adjust the scorecard-indicated outcome up or down a certain number of notches based on 
additional “below-the-line” factors that we believe impact a particular local government’s credit quality in 
ways not captured by the statistical portion of the scorecard.  This is where analytical judgment comes into 
play. We may also choose to make adjustments to the historical sub-factor inputs to reflect our forward-
looking views of how these statistics may change.  

The unadjusted scorecard-indicated outcome, combined with below-the-line notching, then provides an 
adjusted scorecard-indicated outcome. This outcome does not necessarily correspond to the final rating. 
Because some local governments’ credit profiles are idiosyncratic, one factor, regardless of its scorecard 
weight, can overwhelm other factors, and other considerations may prompt us to consider ratings that differ 
from the adjusted scorecard-indicated outcome.  
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Below, we discuss each factor and sub-factor, as well as the below-the-line adjustments and other 
considerations we analyze within each category of the methodology. From time to time, we may amplify or 
further clarify the various sub-factor considerations and below-the-line adjustments within this 
methodology.   

Factor 1: Economy/Tax Base (30%) 

FACTOR 1 

Economy/Tax Base (30%) 

 Aaa Aa A Baa Ba B & Below Weight 

Tax Base Size: Full Value > $12B $12B ≥ n > 
$1.4B 

$1.4B ≥ n > 
$240M 

$240M ≥ n > 
$120M 

$120M ≥ n > 
$60M 

≤ $60M 10% 

Full Value Per Capita > $150,000 $150,000 ≥ n > 
$65,000 

$65,000 ≥ n > 
$35,000 

$35,000 ≥ n > 
$20,000 

$20,000 ≥ n > 
$10,000 

≤ $10,000 10% 

Socioeconomic Indices: MFI > 150% of US 
median 

150% to 90% 
of US median 

90% to 75% of 
US median 

75% to 50% of 
US median 

50% to 40% of 
US median 

≤ 40% of US 
median 

10% 

 
Why It Matters 
The ultimate basis for repaying debt is the strength and resilience of the local economy. The size, diversity, 
and strength of a local government’s tax base and economy drive its ability to generate financial resources. 
The taxable properties within a tax base generate the property tax levy. The retail sales activity dictates sales 
tax receipts. The income earners living or working in the jurisdiction shape income tax receipts. The size, 
composition, and value of the tax base, the magnitude of its economic activity, and the income levels of its 
residents are therefore all crucial indicators of the entity’s capacity to generate revenues. 

Also crucial in this area of our analysis is the type of tax base and economy (residential bedroom 
community or an industrial, retail, or services center). Based on the type of local economy, we focus our 
questions and comparisons to include topics like commuting patterns, office or retail vacancy rates, or 
residential building permit activity, among other things. 

While economic factors are important in our analysis, as demonstrated by the factor’s 30% weight, the 
depth and breadth of a tax base is not the sole determinant of a credit rating. We have seen some local 
governments either unwilling or unable to convert the strength of their local economies into revenues. Tax 
caps, anti-tax sentiment, the natural lag between economic activity and its conversion into government 
revenues, and a variety of other factors have the potential to place obstacles between municipal 
governments and the wealth generated by their local economies. For these reasons, we consider other 
factors as well. Our scorecard inputs into Finances and Management capture the strengths of those 
governments that are able to translate economic weight into credit strength, while not assuming all do. 

Sub-factor 1.a: Tax Base Size (10%) 
Input: Full value, i.e. the market value of taxable property accessible to the municipality. Often calculated as a 
multiple of assessed value, or the book value of properties on the tax rolls. Methods for calculating vary by state. 

The tax base represents the well from which a local government draws its revenues. A larger tax base 
(measured by full value, or the total taxable value of property) in general offers a local government a 
broader, more flexible, and more diverse pool from which it can draw revenues. Smaller tax bases are more 
susceptible to shocks such as natural disasters or the closure of a major employer that destroy a great 
portion of taxable property values. Larger tax bases are better able to absorb these kinds of shocks. Smaller 
tax bases also tend to be less diverse and more dependent on a small number of properties. 
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Because an ad valorem pledge often underpins the GO security, the tax base is in a sense the ultimate 
repayment source for GO bondholders. 

Sub-factor 1.b: Full Value Per Capita (10%) 
Input: Full value divided by population 

Full value per capita scales the taxable property available to generate resources to a per resident metric. The 
per resident property wealth of the tax base depicts the availability of tax-generating resources relative to 
the users of the services those resources fund. 

We believe that looking at the magnitude of taxable property in tandem with taxable property per capita 
gives a clearer picture of tax base strength than looking at the magnitude of taxable property alone. Some 
entities have large tax bases on an absolute basis but low full value per capita, which may illustrate the 
difficulties in funding services for the population of cities using the resources of the base. Alternatively, 
other entities have a very high full value per capita despite moderate income levels, possibly due to a 
substantial commercial presence that is a robust component of the tax base. 

Sub-factor 1.c: Median Family Income (10%) 
Input: Median family income as a percentage of the US median 

An important measure of the strength and resilience of a tax base is the income level of its residents. A 
community with higher wealth levels may have relative flexibility to increase property tax rates in order to 
meet financial needs. A wealthier community has greater spending power to sustain sales tax revenue and 
provide the demand necessary to support growth in the commercial and service sectors. 

We emphasize median family income over per capita income because per capita income is more easily 
skewed by low-income populations that are not necessarily reflective of the strength of the tax base, such 
as the student residents at a university or inmates at a prison. For example, the per capita income of City X, 
a generic city with a university, may be equal to 90% of the US median, a figure that we believe understates 
the city’s wealth because of the presence of a 21,000-student university. Both median family income and 
full value per capita portray a stronger tax base than the PCI indicates for City X. 

Median family income also recognizes the economies of scale achieved when people share a household. 

Below-the-line adjustments 
Institutional presence (positive): Some types of properties such as universities or military bases can offer 
stability and tax base strength. Because these properties are often tax-exempt, they may not be captured in 
full value or full value per capita; in fact, they often depress full value per capita. We may notch a scorecard-
indicated outcome up if tax base measures fail to capture the anchoring influence of an institution. 
Institutional presence is exhibited when the local government is the state capital or a long-term, stable 
entity such as a university or military base that contributes 10% or more of a local government’s 
population.  

Regional economic center (positive): Economic and employment centers may generate revenues from 
daytime visitors such as employees or shoppers. Traditional tax base measures do not necessarily reflect the 
characteristics of these revenue-generating people if they are not permanent residents. We may notch a 
scorecard-indicated outcome up if a local government has a substantially greater daytime population than 
nighttime or weekend population. 
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Economic concentration (negative): Local governments that generate a significant portion of their revenues 
from a single taxpayer or industry are particularly vulnerable to a loss of those revenues, especially if that 
industry is weak or volatile.  Sizable economic concentrations could cause us to notch a scorecard-indicated 
outcome down. 

Outsized unemployment or poverty levels (negative): This factor is designed to adjust the scorecard-indicated 
outcome if a local government’s socioeconomic characteristics are unusually weak in ways not already 
reflected in the scorecard. High unemployment or poverty levels may strain a local government’s ability to 
tap its tax base for new revenues, or in extreme cases sustain existing tax collections. High levels may also 
pose additional demands for services. 

Other considerations not on the scorecard that may lead to scorecard adjustments  
A number of other factors do not appear on the scorecard or as a below-the-line adjustments, but are 
considered in our ratings and are frequent topics of discussion in our analysis. 

» Per capita income  

» Composition of workforce/employment opportunities 

» Proportion of tax base that is vacant or exempt from taxes 

» Median home value  

» Trend of real estate values 

» Population trends 

» Property tax appeals outstanding 

» Unusually significant tax base declines or growth 

Factor 2: Finances (30%) 

FACTOR 2 

Finances (30%)  

Aaa Aa A Baa Ba B & Below Weight 

Fund Balance as % of Revenues > 30% 30% ≥ n > 15% 15% ≥ n > 5% 5% ≥ n > 0% 0% ≥ n > -2.5% ≤ -2.5% 10% 
> 25% for 

School 
Districts 

25% ≥ n > 
10% for SD 

10% ≥ n > 
2.5% for SD 

2.5% ≥ n > 
0% for SD 

0% ≥ n > -
2.5% for SD 

≤ -2.5%  
for SD 

5-Year Dollar Change in Fund 
Balance as % of Revenues 

> 25% 25% ≥ n > 
10% 

10% ≥ n > 
0% 

0% ≥ n > -
10% 

-10% ≥ n > -
18% 

≤ -18% 5% 

Cash Balance as % of Revenues > 25% 25% ≥ n > 
10% 

10% ≥ n > 
5% 

5% ≥ n > 0% 0% ≥ n > -
2.5% 

≤ -2.5% 10% 

> 10% for 
School 

Districts 

10% ≥ n > 
5% for SD 

5% ≥ n > 
2.5% for SD 

2.5% ≥ n > 
0% for SD 

0% ≥ n > -
2.5% for SD 

≤ -2.5%  
for SD 

5-Year Dollar Change in Cash 
Balance as % of Revenues 

> 25% 25% ≥ n > 
10% 

10% ≥ n > 
0% 

0% ≥ n > -
10% 

-10% ≥ n > -
18% 

≤ -18% 5% 

 
Why It Matters 
A local government’s fiscal position determines its cushion against the unexpected, its ability to meet 
existing financial obligations, and its flexibility to adjust to new ones. Financial structure reflects how well a 
local government’s ability to extract predictable revenues adequate for its operational needs are matched to 
its economic base.  
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The Finances category comprises two major components:  

» cash reserves and other liquid resources  

» the financial trend, which reflects on the quality of financial operations, the local government’s ability 
to adjust to changing circumstances, and the potential for future stability or instability 

Our financial analysis includes a review of historical financial performance as an indication of a local 
government’s ability to weather budgetary pressures stemming from economic downturns or other factors. 
Our analysis focuses on multi-year financial trends, rather than performance in any given year, to indicate 
financial health over the medium term. Financial flexibility is a key area of analysis, as it provides insight into 
a local government’s ability to maintain or augment its financial position going forward, ensuring a 
sufficient buffer to address any unexpected contingencies. 

Our assessment of management includes a comparison of budget versus actual performance trends, 
focusing on the accuracy of both revenue and expenditure forecasts. Revenue forecasting is a key 
consideration, as overly optimistic revenue budgeting can lead to shortfalls within a fiscal year. The 
strongest financial managers work with information that is updated on a regular basis. For instance, property 
tax revenue projections will be more reliable if they are based on historic trends and also include reasonable 
assumptions about the future of the local real estate market, the direction of national interest rates, and the 
local government’s likely tax collection rate. Similarly, strong sales tax revenue projections incorporate 
recent actual trends and indicators of likely future purchasing demand – such as population trend numbers, 
expected unemployment rates and the impact of current and expected nearby retail competition. The 
strongest management teams have a solid track record of meeting projections in key budget line items over 
several years.  

Finally, school districts, as noted earlier, are local governments dedicated to a single purpose, often 
operating under extensive state supervision and with correspondingly limited revenue-raising abilities 
derived from a mix of property taxes and state aid—also state-controlled. School districts tend to have more 
predictable revenue composition and cost structures than most other types of local governments. We have 
accordingly developed two separate sets of financial scoring, discussed below, to reflect the often less 
flexible but more stable financial position particular to school districts. 

We note that the terminology for financial inputs may vary from state to state, reflecting minor differences 
in accounting formats.  Despite these differences, the fundamental nature of the inputs remain consistent 
across all local governments. 

Sub-factor 2.a: Fund Balance (10%) 
Input: Available fund balance (Operating funds assets minus operating funds liabilities, adjusted for other 
resources or obligations that are available for operating purposes) as a percentage of operating revenues 

Fund balance describes the net financial resources available to an entity in the short term. The input for this 
factor is not simply General Fund balance; we include all reserves that our analysis finds is available for 
operating purposes. The specific funds that will be included will vary by credit, although almost all will 
include at least the General Fund unassigned plus assigned fund balance.  

The fund balance communicates valuable information about both the past and the future. The existing 
balance depicts the cumulative effects of the local government’s financial history. It also identifies the liquid 
resources available to fund unforeseen contingencies as well as likely future liabilities. 

The strength of a given level of fund balance varies depending on the particular local government and its 
respective operating environment. Larger balances may be warranted if budgeted revenues are economically 
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sensitive and therefore not easily forecasted, or to offset risk associated with tax base concentration, 
unsettled labor contracts, atypical natural disaster risk, and pending litigation. Alternately, municipalities 
with substantial revenue-raising flexibility may carry smaller balances without detracting from their credit 
strength; this weakness is offset by their ability to generate additional resources when necessary. 

We include both restricted and unrestricted fund balance unless there is reason to believe the restricted 
portions are not usable for operating purposes. For groups of local governments that do not follow 
Generally Accepted Accounting Principles accounting standards, we adjust the fund balance to improve 
comparability.  

Our scorecard allows for school districts to carry lower fund balances than cities and counties at the same 
rating level. This is consistent both with existing medians and with our belief that school districts by nature 
need less fund balance to operate consistently. School districts generally have a more predictable funding 
composition and more transparent schedule of cash outflows than cities or counties. Cities and counties 
often provide social services whose costs can spike unexpectedly, and are also typically more reliant on less-
predictable revenue sources such as sales taxes, fines, and fees. 

Sub-factor 2.b: 5-Year Dollar Change in Fund Balance as % of Revenues (5%) 
Input: Available fund balance in the most recent year minus available fund balance five years earlier, as a 
percentage of operating revenues in the most recent year 

The strength of local government financial operations encompasses many elements, some of which interact: 
whether (and how much of) reserves are appropriated into the budget, how conservative the budget 
projections are, and how management reacts midcourse to variances from the original assumptions. 

The most important aspect of financial operations is the local government’s ability to achieve structural 
balance: long-term revenues matching long-term spending. The focus here is on whether financial reserves 
are increasing in step with budgetary growth. 

We measure results as the dollar change in fund balance over the past five years, expressed as a percentage 
of the most recent year’s revenues. We believe that a five-year window is generally representative of a full 
economic cycle.  

For issuers that have maintained a stable fund balance throughout the five-year period, the metric is likely 
to come out at the “A” level, in the 0% to 10% range. If rating committee feels that the “A” score does not 
adequately reflect the credit strength of the issuer’s five-year fund balance history, the committee can add a 
half-notch or full notch up to the scorecard-indicated outcome in “Other analyst adjustment to Finance 
factor.”  

Another adjustment to the scorecard-indicated outcome may be made if the change in fund balance was 
due to planned capital spending. Local governments frequently build capital reserves to pay for projects 
instead of, or in addition to, borrowing. In this case, the analyst may adjust the 5-year dollar change in fund 
balance calculation to reflect only the change in ongoing operating reserves, and eliminate the change in 
capital reserves that are generally spent on long-term capital projects. 

Sub-factor 2.c: Cash Balance (10%) 
Input: Operating funds net cash (cash minus cash-flow notes) as a percentage of operating revenues 

Fund balance is an accounting measure subject to the modified accrual accounting prescribed by the 
Governmental Accounting Standards Board. While fund balance and cash are usually correlated, accruals 
can often lead to divergence between the two. A large receivable for delinquent taxes, for instance, can lead 
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to an ostensibly high fund balance position and a weaker cash position; yet in this case, the fund balance 
position is less indicative of credit quality than the cash position. 

Cash (net of notes payable within one year) represents the paramount liquid resource without regard to 
accruals.  

For the same reasons we believe school districts can carry less fund balance than cities and counties at the 
same rating level, we believe school districts can carry less cash too. 

We believe evaluating cash and fund balance in tandem is more informative than evaluating either in 
isolation. Our approach mutes some of the effects of modified accrual accounting while still recognizing the 
non-cash resources that are nonetheless likely accessible in the near-term. 

Sub-factor 2.d: 5-Year Dollar Change in Cash Balance as % of Revenues (5%) 
Input: Operating funds net cash in the most recent year minus Operating funds net cash five years earlier, as a 
percentage of operating revenues in the most recent year 

This factor seeks to reflect changes to a local government’s cash position distinct from its fund balance. 
Accrual accounting can sometimes depict a story that obscures some details of financial operations. The 
trend in the local government’s cash balance gives us additional information about financial operations that 
may be veiled by accrual-driven changes in fund balance. 

Below-the-line adjustments 
Outsized enterprise or contingent liability risk (negative): We may notch a scorecard-indicated outcome down 
by one or several notches if a local government operates, has guaranteed the debt of, or is otherwise 
exposed to an enterprise or operation that poses outsize risk relative to the local government’s own 
operations. This risk could reflect a General Obligation guarantee of an independent entity’s debt (such as a 
city’s guarantee of an incinerator authority’s debt) or the local government’s operation of an enterprise, 
even if currently self-supporting. The adjustment strives to reflect the potential impact of an enterprise’s 
debt, debt structure, or legal issues that could limit the flexibility of the general government in the event it 
had to cover the enterprise’s debt or operations. 

Unusually volatile revenue structure (negative): Volatile or unpredictable revenue sources can present 
challenges to budgetary balance and stable fund balance and cash reserves. We may notch a scorecard-
indicated outcome down if volatile, unpredictable, or economically sensitive revenue sources comprise 50% 
or more of operating funds revenues, or if any major revenue sources has changed by 10% or more in any 
one year of the past five. 

Other considerations not on the scorecard that may lead to scorecard adjustments 
» Questionable balance sheet items that may distort fund balance 

» Large portion of fund balance that is restricted or unusable 

» Labor contracts that materially affect credit strength 

» Limited revenue raising ability: restrictive property tax cap, constraints on capturing tax base growth, or 
other levy-raising limitation 

» Limited ability to cut or control expenditures: limitation constrains budgetary flexibility to a degree not 
already captured in the scorecard 

» Heavy fixed costs, including contractually fixed costs such as pension payments 
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Factor 3: Management (20%) 

FACTOR 3 

Management (20%) 

 Aaa Aa A Baa Ba B & Below Weight 

Institutional Framework Very strong 
legal ability to 

match 
resources with 

spending 

Strong legal 
ability to 

match 
resources with 

spending 

Moderate legal 
ability to 

match 
resources with 

spending 

Limited legal 
ability to 

match 
resources with 

spending 

Poor legal 
ability to 

match 
resources with 

spending 

Very poor or 
no legal ability 

to match 
resources with 

spending 

10% 

Operating History: 5-Year Average 
of Operating Revenues / 
Operating Expenditures 

> 1.05x 1.05x ≥ n > 
1.02x 

1.02x ≥ n > 
0.98x 

0.98x ≥ n > 
0.95x 

0.95x ≥ n > 
0.92x 

≤ 0.92x 10% 

 
Why It Matters 
Both the legal structure of a local government and the practical environment in which it operates influence 
the government’s ability to maintain a balanced budget, fund services, and continue tapping resources from 
the local economy. The legal and practical framework surrounding a local government shapes its ability and 
flexibility to meet its responsibilities. 

The laws of each state establish a framework for its political subdivisions that determines what revenues 
they are empowered to raise and how much flexibility they have in increasing them, as well as what services 
they are required to provide and how much flexibility they have in cutting them. 

Sub-factor 3.a: Institutional Framework (10%) 
Input: An input of Aaa through B and below determined for each sector/state combination annually 

This factor measures the municipality’s legal ability to match revenues with expenditures based on its 
institutional apparatus: the constitutionally and legislatively conferred powers and responsibilities of the 
local government entity.  

We determine one score for every state and sector combination. For example, all school districts in a state 
will have the same institutional framework score. Each year, we determine the institutional framework score 
to apply to all local governments in that state and sector based on the state/sector’s legal edifice and any 
potential changes to it.  
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The following rubric acts as a launching point for these discussions: 

EXHIBIT 2 

Operating Revenue 
Flexibility 

Revenue Raising Ability    
Strong ability 

to raise 
revenues 

Moderate 
ability to raise 

revenues 
Weak ability to 
raise revenues 

  

  
Major revenue sources 
tend to be highly stable 
and predictable 

Aaa Aa A 
Major expenditures tend 
to be highly stable and 
predictable 

Major revenue sources 
tend to be moderately 
stable and predictable 

Aa A Baa 
Major expenditures tend 
to be moderately stable 
and predictable 

Major revenue sources 
tend to be somewhat 
unstable and unpredictable 

A Baa Ba or  
B and Below 

Major expenditures tend 
to be somewhat unstable 
and unpredictable 

 

  Strong ability 
to reduce 

expenditures 

Moderate 
ability to 
reduce 

expenditures 

Weak ability to 
reduce 

expenditures Operating Expenditure 
Flexibility 

 

 
Expenditure Reduction Ability 

 

 
The interplay between legally dictated resources and responsibilities contributes to the stability of a local 
government’s credit profile and its capacity to match revenues to expenditures over time. A local 
government with a stable institutional framework is less likely to face an abrupt change in its obligations 
without the corresponding ability to meet those obligations. 

Factors that drive the institutional framework score: 
» Tax caps5 

» Organized labor 

» Difficulty of increasing revenues (i.e., subject to public approval) 

» Predictability of costs (such as charter school tuition) 

» State-imposed limitations on fund balance or reserves 

We know that applying a single institutional framework score to all local governments in a state and sector 
will inevitably lead to exceptions. For instance, a struggling school district in a state that may ordinarily 
provide a weak institutional framework could gain a stronger framework if placed under state supervision or 
receivership. We will appropriately score these exceptions through adjustments to the scorecard-indicated 
outcome. 

Sub-factor 3.b: Operating History (10%) 
Input: The average of operating revenues divided by operating expenditures in each of the past five years 

While institutional framework communicates the context of a municipality’s legal ability to match revenues 
and spending, the operating history communicates the local government’s demonstrated willingness to 
utilize that ability.  

                                                                                 
5  Tax caps matter even if they do not limit increases in property taxes to pay for debt service. A limitation on revenue raising can restrict financial flexibility and make it 

difficult to grow reserves, hampering credit even for an unlimited tax General Obligation pledge. 

Audit Committee Reserve Discussion 7/14/2020 Packet page 27



 
 

  

15 SEPTEMBER 27, 2019 RATING METHODOLOGY: US LOCAL GOVERNMENT GENERAL OBLIGATION DEBT 

  

U.S. PUBLIC FINANCE 

This factor measures the five-year average of the ratio of operating revenues to operating expenditures. A 
ratio of greater than 1.0 indicates a budget surplus on average, a ratio of 1.0 indicates balanced operations, 
and a ratio of less than 1.0 indicates a sustained deficit. 

A local government’s success in navigating the legal, political and practical environment in which it operates 
depends on a multitude of factors, including management’s mastery in understanding its resources and 
managing its responsibilities, public and executive support for its plans, and its willingness to use the tools at 
its disposal. 

We do not believe a single playbook prescribes how best to manage a budget. Rather, we assess 
management’s success in planning and adjusting under a mosaic analysis based foremost on results: does 
the evidence show a trend of operating surpluses, operating deficits, or are the results mixed? 

When evaluating a credit, we seek to understand the probable impact of fund balance policies, multi-year 
financial or capital planning, liquidity management, accuracy of budget forecasts, and willingness to make 
mid-year adjustments. Reliance on non-recurring, or “one-shot” revenues, such as proceeds from the sale of 
assets, windfall delinquent tax collections, or the use of fund balance as a revenue source, leaves the 
municipality vulnerable should these one-time revenues fail to materialize in the future. Ultimately, we 
believe actual results are the best indicator of the effectiveness of all these factors. The five-year operating 
history shows whether the local government’s financial position is strengthening or weakening, and whether 
management has been effective at planning for the future and adjusting when things have not gone as 
planned. 

Below-the-line adjustments 
State oversight or support (positive or negative): Control boards, receivership, emergency management, or 
other forms of state oversight can alter a municipality’s institutional framework and differentiate its 
resources and responsibilities from others in its state and sector. Oversight structures can make it easier or 
more difficult to issue debt, raise taxes, or restructure labor contracts. We may notch the scorecard-
indicated outcome up, or in some cases down, when state intervention changes a local government’s legal 
and practical landscape. 

Unusually strong or weak budget management and planning (positive or negative):  We recognize that a five-
year operating history will not always tell the whole story of a local government’s willingness to achieve 
balanced operations. We may notch a scorecard-indicated outcome up or down if we believe a local 
government’s financial planning and budget management are unusually strong or weak, in ways not 
reflected in the recent financial trend or existing cash reserves and fund balance. 
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Factor 4: Debt/Pensions (20%) 

FACTOR 4 

Debt/Pensions (20%) 

 Aaa Aa A Baa Ba B & Below Weight 

Net Direct Debt / Full Value < 0.75% 0.75% ≤ n < 
1.75% 

1.75% ≤ n < 
4% 

4% ≤ n < 10% 10% ≤ n < 15% ≥ 15% 5% 

Net Direct Debt / Operating 
Revenues 

< 0.33x 0.33x ≤ n < 
0.67x 

0.67x ≤ n < 3x 3x ≤ n < 5x 5x ≤ n < 7x ≥ 7x 5% 

3-Year Average of Moody's 
Adjusted Net Pension Liability / 
Full Value 

< 0.9% 0.9% ≤ n < 
2.1% 

2.1% ≤ n < 
4.8% 

4.8% ≤ n < 
12% 

12% ≤ n < 18% ≥ 18% 5% 

3-Year Average of Moody's 
Adjusted Net Pension Liability / 
Operating Revenues 

< 0.4x 0.4x ≤ n < 0.8x 0.8x ≤ n < 3.6x 3.6x ≤ n < 6x 6x ≤ n < 8.4x ≥ 8.4x 5% 

 
Why It Matters 
Debt and pensions represent important components of the long-term financial obligations facing a local 
government. 

Debt and pension burdens are measures of the financial leverage of a community. Ultimately, the more 
leveraged a tax base is, the more difficult it is to service existing debt and to afford additional debt, and the 
greater the likelihood that tax base or financial deterioration will result in difficulties funding fixed debt 
service expenditures. 

Our treatment of debt seeks to scale the magnitude of a local government’s debt obligations relative to: 1) its 
resources (using tax base as the proxy), and 2) its operations (using operating revenues as a proxy). 

We see pension liabilities as characteristically similar, though not identical, to debt. Because of disparities in 
the way local governments measure and report pension liabilities, we use an internal standardization 
process to calculate the adjusted liability.6 

Our methodology and scorecard are more restrictive with respect to debt burdens compared to pension 
burdens. This reflects the fact that measures of accrued pension liability are estimates that depend on 
numerous actuarial assumptions and are affected by external market factors that can be volatile from year 
to year. In addition, it may be possible for governments to amend or renegotiate pension plan provisions in 
a manner that reduces accrued liabilities.  In contrast, debt principal obligations are fixed in nature.  

Sub-factor 4.a: Debt to Full Value (5%) 
Input: Gross debt minus self-supporting debt, as a percentage of full value 

Our first gauge of a local government’s debt burden evaluates net direct debt relative to full value. This 
metric tells us how onerous future debt service payments could be to the tax base. We use full value as a 
proxy for the capacity of a local government to generate additional revenues to pay debt service. 

To arrive at net direct debt, we calculate the local government’s gross debt burden including all GO bonds, 
notes, loans, capital leases, and any third-party debt backed by the local government’s GO guarantee. This 
calculation may include lease, other appropriation-backed debt, and special tax debt as well if our analysis 
concludes these securities represent future claims on operating resources. We then subtract debt for 

                                                                                 
6  For more information, see our cross-sector methodology that describes general principles related to adjustments for US state and local government reported pension 

data. A link to an index of our sector and cross-sector methodologies can be found in the “Moody’s Related Publications” section. 
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essential service utilities (such as water and sewer systems) that is self-supporting from user fees, based on a 
coverage calculation.7 We do not subtract debt whose principal and interest is paid by taxes, even if those 
costs are external to the General Fund. The self-supporting calculation is designed to strip out debt that will 
not be supported by taxes or the General Fund because it is paid for with user fees such as water, sewer, or 
electric charges. We do not deduct GO debt for non-essential enterprises such as golf courses, even if it is 
self-supporting (see Appendix C). 

P3 availability payment obligations may be debt-like 
Depending on structure, availability-payment Public-Private Partnerships (P3s) may be viewed as “debt-
like” obligations if there are clear, contractual obligations of the local government to make scheduled 
payments for a project or facility made available to the sponsoring government for use. Under those 
conditions, we will include the P3 liability in the local government’s direct debt measures. References 
elsewhere in this methodology to debt measures and ratios should be read to include those P3 liabilities we 
identify as debt-like.   

The liability included in a local government’s debt metrics will be the higher of (i) the liability as reported on 
the public entity’s financial statement and (ii) the size of the termination payment under a project 
company default scenario, which is often set in the project agreement at a level of or near 80% of the 
outstanding debt, and may also be pro-rated in proportion with construction progress. While a project is in 
construction, typically the government does not report a liability, and the liability is limited to the 
termination payment the government is required to make if construction is not completed, as specified by 
the P3 project agreement. If project-specific documents are not available, we will use an assumed 
termination payment (80% of the debt outstanding), pro-rated in proportion with estimated construction 
progress.  

 

Some P3 liabilities may be viewed as ‘self-supported’ by project revenues 
Availability-payment P3s are often structured with the sponsoring government’s expectation that project 
revenues will partially or fully offset the government’s contractual obligations. Depending on the structure 
and performance of the project over time, we may view the availability-payment commitments as “self-
supporting” and deduct them from some debt measures. This approach is similar to our treatment of 
certain types of government-issued debt as self-supporting.   

We view an availability-payment P3 transaction as self-supporting based on two criteria. First, user charges 
earned from the project must demonstrate a track record of self-sufficiency and be credibly projected to 
continue to amply cover the government’s obligations through the life of the obligation with a high level of 
confidence. Second, the structure must commit the project revenues to offset the government’s obligations 
for the life of the commitment. For this purpose, the project revenues must also cover all operating and 
maintenance payments as well as the government availability payments. A project that meets these criteria 
would still be included in our measure of gross debt, but would be excluded from core measures of the 
government’s net debt burden. 

 

  

                                                                                 
7  Debt is considered self-supporting if operating revenues minus operating expenditures (excluding depreciation) have been sufficient to cover principal and interest for the 

previous three years. If essential-service debt fails this test (for instance, if it fails in one of the past three years), it will not be considered self-supporting and will be added 
to the debt burden. 
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Sub-factor 4.b: Debt to Revenues (5%) 
Input: Gross debt minus self-supporting debt, as a percentage of operating revenues 

Next, we evaluate net direct debt relative to operating revenues. This metric expresses the potential 
budgetary impact of future debt service. A high debt burden relative to operating revenues implies a 
possibility that debt will consume a greater portion of the local government’s budget in future years. 

We believe evaluating net direct debt relative to both full value and operating revenues is superior to 
evaluating either one alone because in tandem they express the obligations’ potential pressure on the 
budget as well as on the revenue-generating resources the local government utilizes to fund the budget. 

Sub-factor 4.c: 3-year Average of Moody’s-Adjusted Net Pension Liability to Full Value (5%) 
Input: The average of Moody’s-adjusted Net Pension Liability8 in each of the past three years, as a percentage of 
full value 

We seek to measure the magnitude of a local government’s pension obligations (as adjusted by Moody’s) 
relative to its tax base. Similar to the debt burden evaluation, we use the tax base as a proxy for future 
revenue-generating capacity to amortize accrued pension obligations for which trust assets are not currently 
set aside.  

We use a three-year average of the net pension obligation to smooth the volatility inherent in a metric that 
changes with market interest rates and the value of pension plan assets.  

Sub-factor 4.d: 3-year Average of Moody’s-Adjusted Net Pension Liability to Operating Revenues (5%) 
Input: The average of Moody’s-adjusted Net Pension Liability in each of the past three years, as a percentage of 
operating revenues 

This metric seeks to measure pension obligations relative to the size of the local government’s budget. 

The metric attempts to reflect the prospect that amortization of accrued net pension obligations could sap 
revenues out of future-year budgets and lead to funding shortfalls. Because pension contributions are for 
many governments a significant fixed-cost share of what is already typically the largest component of 
general government operations – salaries and benefits – they directly affect annual budgets and the ability 
to sustain essential services. 

Overall, the pension scores are used as a starting point for an analysis of the pension position and its impact 
on operations. The analysis considers the funded status, future contributions, and overall liability in the 
context of the local government’s long-term resources. The analysis is not driven solely by the ANPL 
number. 

Also considered as part of this overall category are other post-employment benefits (OPEB), which are 
primarily healthcare liabilities for retired workers. Municipalities typically do not fund their future healthcare 
liabilities, choosing instead to meet these payments on a pay-as-you-go basis. We do not add present-value 
measures of unfunded OPEB to the scorecard, as these obligations have proven in many jurisdictions to be 
subject to greater discretionary control by management.  However, when OPEB obligations appear to be 
particularly large relative to budget and tax base and management has not demonstrated a willingness to 
address related costs, we will factor this into our rating analysis through a below-the-line adjustment. 

                                                                                 
8  For more information, see our cross-sector methodology that describes general principles related to adjustments for US state and local government reported pension 

data.. A link to an index of our sector and cross-sector methodologies can be found in the “Moody’s Related Publications” section. 
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Below-the-line adjustments 
Unusually weak or strong security features (negative or positive): General Obligation bonds sometimes have 
structural features that are fundamentally stronger than a local government simply paying debt service out 
of its operating revenues. For example, some structures employ a lock box, where funds from tax collections 
are transferred directly from a third-party tax collector to the trustee for the bonds and never flow into the 
issuer’s own accounts; we may adjust the scorecard-indicated outcome upward due to such a structure. 
Conversely, if the courts were to interpret a state’s GOULT security as weaker than the typical pledge, or if 
pensions were granted superior status to debt, we could notch the scorecard-indicated outcome down. 
Overall, this notching factor is designed to adjust the scorecard-indicated outcome when the security 
features enhance or weaken the factors on the scorecard. 

Unusual risk posed by debt structure (negative): The structure of a local government’s debt profile can pose 
additional risks not captured by the debt burden. A large amount of short-term notes without sufficient 
offsetting liquidity can expose the local government to market access risks. A large amount of variable-rate 
debt or swaps can expose a municipality to a variety of risks, including termination risk, counterparty risk, 
and interest rate risk. Non-amortizing debt structures with bullet maturities are unusual for General 
Obligation bonds, and may also result in downward notching from the scorecard-indicated outcome. 

History of missed debt service payments (negative): A historical default may reflect an elevated risk of failure 
to meet financial obligations going forward. Defaults frequently reflect poorly on management and the local 
government’s willingness and/or ability to meet financial obligations. We include in this category not only 
defaults on other General Obligation bonds or guarantees with GO backing, but on non-parity obligations 
such as a lease revenue bond. The magnitude of notching, if any, depends on the timeframe for the cure if 
any, changes instituted since the default, and the reason for default or missed payment. 

Other considerations not on the scorecard that may lead to scorecard adjustments 
» Very high or low debt service relative to budget 

» Very high or low overall debt burden (including overlapping debt) 

» Heavy capital needs implying future debt increases 

» Unusually slow or rapid amortization of debt principal (gauged by the percentage of principal repaid 
within 10 years) 

» Other post-employment benefits (OPEB), the most significant of which is retiree healthcare liabilities, 
when they have the potential to significantly constrain operational flexibility   

Determining the Scorecard-Indicated Outcome 

To determine the scorecard-indicated outcome, each of the assigned scores for the sub-factors is converted 
into a numerical value based on the following scale: 

EXHIBIT 3 

Rating Category Aaa Aa A Baa Ba B and below  
1 2 3 4 5 6 

 
Each sub-factor’s value is multiplied by its assigned weight and then summed to produce a weighted 
average score. This score is then mapped to the ranges specified in the table below, and a corresponding 
alpha-numeric outcome is determined based on where the total score falls within the ranges. This produces 
the scorecard-indicated outcome. This scorecard-indicated outcome is then adjusted up or down, in 
minimum half-notch increments, for applied notching considerations. A half-notch adjustment up or down 
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may not necessarily result in a change to the adjusted scorecard-indicated outcome, depending on the raw 
score. The outcome of this weighted average approach is one input into our credit analysis of local 
government General Obligation bonds.  

We use both historical and projected financial results in the rating process. Our ratings are forward-looking 
and incorporate our expectations for future financial and operating performance. Accordingly, we may make 
adjustments to the quantitative factors based on anticipated near-term results. In some cases, confidential 
information that we cannot publish may inform our expectations for future performance. In other cases, we 
estimate future results based upon past performance, industry trends, near-term borrowing plans, and other 
factors. Historical results help us understand patterns and trends for a local government’s performance as 
well as for peer comparison.  

EXHIBIT 4 

Scorecard-Indicated Outcome Overall Weighted Score 

Aaa 0.5 to 1.5 
Aa1 1.5 to 1.83 
Aa2 1.83 to 2.17 
Aa3 2.17 to 2.5 
A1 2.5 to 2.83 
A2 2.83 to 3.17 
A3 3.17 to 3.5 

Baa1 3.5 to 3.83 
Baa2 3.83 to 4.17 
Baa3 4.17 to 4.5 
Ba1 4.5 to 4.83 
Ba2 4.83 to 5.17 
Ba3 5.17 to 5.5 
B1 5.5 to 5.83 
B2 5.83 to 6.17 

B3 and below 6.17 to 6.5 

Assumptions, Limitations and Rating Considerations Not Covered in the Scorecard 

This methodology and scorecard describe generally how we formulate ratings for counties, cities, school 
districts, and special districts in the US. The methodology and scorecard reflect current rating practices, and 
capture the factors we believe are most relevant to local governments’ long-term credit quality, but it is not 
an exhaustive discussion of all factors that our analysts consider in every US local government rating.  

The rating methodology scorecard incorporates a trade-off between simplicity that enhances transparency 
and greater complexity that would enable the scorecard-indicated outcomes to map more closely to actual 
ratings. The scorecard’s four factors and 12 sub-factors do not constitute an exhaustive treatment of all of 
the considerations that are important to local government ratings. 

In choosing metrics for the methodology scorecard, we have excluded certain factors that are important to 
ratings but may be either subjective or based on predictions about future events, although such 
considerations may be important in individual rating determinations. Accordingly, ranking the factors by 
rating category in a scorecard would in some cases suggest too much precision and stability in the relative 
ranking of particular local governments. The expectation that a local government’s budgetary process may 
reach a stalemate in the upcoming budgetary cycle is an example of a factor that has not been included in 
the scorecard but may factor into a rating.  
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Ratings may also reflect circumstances in which the actual weighting of a particular factor or sub-factor is 
significantly different from the weighting suggested by the scorecard. For example, a local government’s 
multi-year spending trend, severe illiquidity, or persistent retirement system underfunding may pressure the 
financial stability of the local government so significantly that we feel the scorecard-assigned weighting of 
one particular factor or sub-factor is insufficient. This variation in weighting as a rating consideration can 
also apply to factors not represented in the scorecard.  

Our ratings incorporate expectations for future performance, while much of the information used in the 
scorecard is historical. In some cases, our expectations for future performance may differ from past 
performance, and may affect the rating. 

How the US Government Bond Rating Can Affect a Local Government Rating 

Given their degree of independence from the credit condition of the US government, the large majority of 
local governments could be rated higher than the sovereign if the US government were to be downgraded 
by one notch. Certain local governments, however, have greater exposure to potential federal cuts or are 
highly dependent on federal employment, procurement, or transfer payments. Therefore, their ratings are 
capped at the sovereign rating.9 

Our analysis to determine whether a municipal rating is linked to the US government's rating focuses on 
specific metrics such as federal procurement activity, federal employment and healthcare employment as 
indicators of economic sensitivity. Medicaid expenditures for states and public hospital expenditures for 
local governments as indicators of direct exposure to federal spending are also considered, along with the 
presence of short-term or puttable debt as an indicator of exposure to capital markets disruptions. 

 

                                                                                 
9  For more information, see our cross-sector methodology that discusses general principles related to how sovereign credit quality can impact other ratings. A link to an 

index of our sector and cross-sector methodologies can be found in the “Moody’s Related Publications” section. 
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Appendix A: US Local Government General Obligation Scorecard 

  
Very Strong Strong Moderate Weak Poor Very Poor 

 
 

Aaa Aa A Baa Ba B & Below Weight 

Economy/Tax Base (30%) 
Tax Base Size: Full Value > $12B $12B ≥ n > $1.4B $1.4B ≥ n > $240M $240M ≥ n > 

$120M 
$120M ≥ n > $60M ≤ $60M 10% 

Full Value Per Capita > $150,000 $150,000 ≥ n > 
$65,000 

$65,000 ≥ n > 
$35,000 

$35,000 ≥ n > 
$20,000 

$20,000 ≥ n > 
$10,000 

≤ $10,000 10% 

Socioeconomic Indices: MFI > 150% of US 
median 

150% to 90% of US 
median 

90% to 75% of US 
median 

75% to 50% of US 
median 

50% to 40% of US 
median 

≤ 40% of US 
median 

10% 

Finances (30%) 
Fund Balance as % of Revenues > 30% 

> 25% for School 
Districts 

30% ≥ n > 15% 
25% ≥ n > 10% for 

SD 

15% ≥ n > 5% 
10% ≥ n > 2.5% for 

SD 

5% ≥ n > 0% 
2.5% ≥ n > 0% for 

SD 

0% ≥ n > -2.5% 
0% ≥ n > -2.5% for 

SD 

≤ -2.5% 
≤ -2.5% for SD 

10% 

5-Year Dollar Change in Fund Balance as 
% of Revenues 

> 25% 25% ≥ n > 10% 10% ≥ n > 0% 0% ≥ n > -10% -10% ≥ n > -18% ≤ -18% 5% 

Cash Balance as % of Revenues  > 25% 
> 10% for School 

Districts 

25% ≥ n > 10% 
10% ≥ n > 5% for 

SD 

10% ≥ n > 5% 
5% ≥ n > 2.5% for 

SD 

5.% ≥ n > 0% 
2.5% ≥ n > 0% for 

SD 

0% ≥ n > -2.5% 
0% ≥ n > -2.5% for 

SD 

≤ -2.5% 
≤ -2.5% for SD 

10% 

5-Year Dollar Change in Cash Balance as 
% of Revenues 

> 25% 25% ≥ n > 10% 10% ≥ n > 0% 0% ≥ n > -10% -10% ≥ n > -18% ≤ -18% 5% 

Management (20%) 
Institutional Framework Very strong legal 

ability to match 
resources with 

spending 

Strong legal ability 
to match resources 

with spending 

Moderate legal 
ability to match 
resources with 

spending 

Limited legal ability 
to match resources 

with spending 

Poor legal ability to 
match resources 

with spending 

Very poor or no 
legal ability to 

match resources 
with spending 

10% 

Operating History: 5-Year Average of 
Operating Revenues / Operating 
Expenditures 

> 1.05x 1.05x ≥ n > 1.02x 1.02x ≥ n > 0.98x 0.98x ≥ n > 0.95x 0.95x ≥ n > 0.92x ≤ 0.92x 10% 

Debt/Pensions (20%) 
Net Direct Debt / Full Value < 0.75% 0.75% ≤ n < 1.75% 1.75% ≤ n < 4% 4% ≤ n < 10% 10% ≤ n < 15% ≥ 15% 5% 
Net Direct Debt / Operating Revenues < 0.33x 0.33x ≤ n < 0.67x 0.67x ≤ n < 3x 3x ≤ n < 5x 5x ≤ n < 7x ≥ 7x 5% 
3-Year Average of Moody's Adjusted Net 
Pension Liability / Full Value 

< 0.9% 0.9% ≤ n < 2.1% 2.1% ≤ n < 4.8% 4.8% ≤ n < 12% 12% ≤ n < 18% ≥ 18% 5% 

3-Year Average of Moody's Adjusted Net 
Pension Liability / Operating Revenues 

< 0.4x 0.4x ≤ n < 0.8x 0.8 x ≤ n < 3.6x 3.6x ≤ n < 6x 6x ≤ n < 8.4x ≥ 8.4x 5% 
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Scorecard: US Local Government General Obligation Bonds 

EXHIBIT 5 

Adjustments/Notching Factors 

Description Direction 

Economy/Tax Base  
Institutional presence up 
Regional economic center  up 
Economic concentration down 
Outsized unemployment or poverty levels down 
Other analyst adjustment to Economy/Tax Base factor (specify) up/down 
Finances  
Outsized contingent liability risk  down 
Unusually volatile revenue structure down 
Other analyst adjustment to Finances factor (specify) up/down 
Management  
State oversight or support up/down 
Unusually strong or weak budgetary management and planning up/down 
Other analyst adjustment to Management factor (specify) up/down 
Debt/Pensions  
Unusually strong or weak security features up/down 
Unusual risk posed by debt/pension structure  down 
History of missed debt service payments  down 
Other analyst adjustment to Debt/Pensions factor (specify) up/down 
Other  
Credit event/trend not yet reflected in existing data sets  up/down 

  

Audit Committee Reserve Discussion 7/14/2020 Packet page 36



 
 

  

24 SEPTEMBER 27, 2019 RATING METHODOLOGY: US LOCAL GOVERNMENT GENERAL OBLIGATION DEBT 

  

U.S. PUBLIC FINANCE 

Appendix B: Criteria for Sufficient Information to Assign or Maintain Ratings 

If, in our opinion, sufficient information to effectively assess creditworthiness is not available and is unlikely 
to soon become available, we will decline to assign ratings, or we will withdraw outstanding ratings for a 
rated entity. If we do not have audited financial statements within 12 months after the end of the fiscal year 
and do not have sufficient, reliable information to support a credit analysis, we will withdraw the rating. To 
support ratings on entities with material pension liabilities, we expect regular updates to pension valuations 
or equivalent measures. 

In the US public finance sector, pension valuations commonly lag a government’s financial reporting date by 
six to 12 months. We would view valuation information that lags by more than 24 months to be non-timely 
and as possible grounds for rating withdrawal.  

  

Audit Committee Reserve Discussion 7/14/2020 Packet page 37



 
 

  

25 SEPTEMBER 27, 2019 RATING METHODOLOGY: US LOCAL GOVERNMENT GENERAL OBLIGATION DEBT 

  

U.S. PUBLIC FINANCE 

Appendix C: Framework for Measuring Enterprise or Contingent Liability Risk 

Contingent liabilities represent a key credit risk for the small subset of local governments that provide debt 
guarantees or other financial support for non-essential enterprises and projects.  Through the economic 
downturn and recovery there has been an increase in the number of failing non-essential or otherwise risky 
enterprises, which have the potential to weigh on local governments that have provided guarantees for 
these enterprises.  Therefore, we may make a downward adjustment to the scorecard-indicated outcome for 
“Outsized Enterprise or Contingent Liability Risk.”   

As discussed under sub-factor 4.a, Debt to Full Value, our calculation of an issuer’s debt includes all third-
party debt guaranteed by that issuer. Our calculation of debt subtracts out guaranteed (or direct) debt for 
essential enterprises that are covering debt service from their own operations. However, we do not subtract 
guaranteed debt for non-essential enterprises, even if a history of self-support exists.   

In addition, enterprise or contingent liabilities can pressure an issuer’s finances, when the enterprise fails to 
perform as expected and the issuer must pay its debt service. We consider a below-the-line adjustment to 
the scorecard-indicated outcome after analysis of additional factors that determine the magnitude of 
contingent liability risk.  These factors include: 

» Effect of non-essentiality of the guaranteed enterprise or project on likelihood or willingness of local 
government to honor obligation. 

– Generally, we consider water, sewer, stormwater, electric and gas enterprises to be “essential 
government enterprises” because they tend to be necessary to the health and welfare of the 
community and are therefore likely to garner strong public support; as businesses, they enjoy a 
relatively inelastic demand.  They also often enjoy a monopoly within the service area, insulating 
them from competition from the private sector.  We will not typically make additional 
adjustments to the scorecard-indicated outcomes of issuers who have guaranteed debt for such 
enterprises.   Less or non-essential enterprises, such as sports arenas, recreation facilities or 
economic development projects that are directly exposed to market forces, may have limited 
support and at higher risk of unwillingness by the obligor to honor the liability.  

» Local government’s financial ability to cover debt service 

– In order to account for the potential full effect of a contingent liability to the local government’s 
operations, we look at the maximum annual debt service (MADS) of the guaranteed debt of the 
enterprise relative to total operating fund revenues.  In general, we consider MADS that falls below 
5% of operating fund revenues to present little or minimal risk to a local government’s operations.  
Once MADS goes above 20% of revenues, we believe the risk is high. 

» Likelihood of the enterprise’s need for financial support from the local government 

– Once we have established the risk to the local government’s operations of the full contingent 
labiality, we explore the likelihood that an enterprise or project’s net revenues will fall short of full 
debt service.  The history of the enterprise’s operations and track record of MADS coverage provide 
key data to assist in determining the risk the local government will need to subsidize the debt 
service.  We consider the enterprise to pose little or no risk if it has at least a 3-year operating 
history that demonstrates 1.1 times coverage of MADS from net revenues.  The magnitude of the 
risk increases with a shorter history of adequate coverage and even more so if there is a history of  
coverage falling below 1.1 times.   
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The flow chart below illustrates the analysis that we undertake to determine the magnitude of contingent 
liability risk to determine whether, and by how much, to adjust the scorecard based on contingent liability 
risk.  There may be additional considerations we include in our analysis as well.  If the enterprise’s liquidity is 
constrained, for example, it may need additional external support from the local government when 
revenues cannot cover expenditures.   

EXHIBIT 6 
Analytic Factor 

 
Source: Moody’s 
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Appendix D: General Obligation Limited Tax Debt 

In this appendix, we describe our approach for evaluating US Local Government Limited Tax (GOLT) debt of 
US local governments. GOLT credit quality is closely related to the quality of the local government’s general 
obligation unlimited tax (GOULT) pledge. 

The relationship between a GOULT pledge and a GOLT pledge is defined by the degree to which the GOLT 
pledge is indeed “limited” from both a legal and practical perspective. A GOULT pledge legally commits the 
local government to levy an unlimited ad valorem property tax to pay debt service, but a GOLT pledge 
explicitly limits this commitment in some manner. The nature of the limitations vary, but our fundamental 
assessment of GOLT debt is similar to our approach to the GOULT security in that we recognize a broad 
pledge of available resources available to pay bondholders -- both pledges are, after all, general obligations. 

The revenues pledged to pay GOLT debt service are derived from the same economic base, fall under the 
same operating structure and are managed by the same governmental entity. Thus, we rarely rate an issuer’s 
GOLT debt more than one notch lower than its GOULT rating10 and often rate the two types of debt at the 
same level, if the limitation does not greatly impair a local government’s ability to pay GOLT debt relative to 
GOULT debt. To the degree that a GOLT debt issue includes a “full faith and credit” or other broad revenue 
pledge similar to the GOULT, the issuer is obligated to draw from all of its resources to pay debt service, not 
just from property tax revenue. Thus, in such cases there is generally little practical distinction between 
GOULT and GOLT obligations. 

Legal Limitation on Property Taxation Forms Basis for Limited Tax Pledge 

State law establishes the legal limitation to local government property taxation that forms the basis of a 
GOLT security pledge. Such tax limits vary by state and sometimes by sector within a state. The key factor 
that makes the GO security tax pledge limited is a restriction that legally curtails the local government’s 
authority to raise ad valorem property taxes to any extent to pay debt service. 

The two most common types of legal limitations to ad valorem property taxes that may result in a limited 
tax pledge are: 

» limitations on the property tax rate; 

» limitations on the property tax levy dollar amount or tax yield11 

Limitations on the property tax rate: Some property tax limitations place a cap on the overall tax rate, 
representing an overall maximum level to which a local government may legally increase the tax rate. 
Others limit the amount by which a local government can increase the rate annually. A state may also have 
limits on both the overall tax rate and annual increases. 

When assessed values are growing, a tax rate cap is less restrictive than when values are flat or declining, 
because more value is captured within the rate, resulting in additional tax yield per dollar of millage (i.e., the 
amount of tax levied per $1,000 of assessed value). When the tax rate is subject to an overall cap and 
property values decline, the local government’s taxing power also declines since the top allowable tax rate 
yields a smaller amount of property tax revenue. Limits on annual tax rate increases when property values 
are declining prevent an issuer from raising the tax rate to a level that holds the tax yield constant, resulting 
in the local government collecting less property tax revenue. 

                                                                                 
10  The reference GOULT rating may be a rating on a GOULT, an issuer rating or the equivalent. 
11  The tax yield is the amount of money generated by applying a tax rate to a government’s assessed property value, adjusted by a projected collection rate. 
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Limitations on the levy dollar amount: States may limit the total dollar amount of property tax a local 
government can levy on taxpayers. When these caps are set as a percentage of the total assessed value of 
the tax base, they fluctuate with growth or declines in the tax base. 

When the levy dollar amount is limited to a certain annual growth rate, typically by a fixed percentage or a 
variable percentage based on indices such as inflation, the limitation is not affected by fluctuations in 
property values. If a local government experiences a decline in its assessed value, it can increase its levy up 
to the dollar limit, regardless of the rate that might be required. States may also allow a local government 
to “bank” unused levy capacity if it chooses not to increase the levy to the limit in any given year, carrying 
that additional taxing margin into future years. 

Depending upon the state and sector, local governments may be subject to one or both rate and levy dollar 
amount limitations. 

Other limitations: Several states impose limitations on the amount that a local government’s assessed value 
may grow in any given year, regardless of real property market value growth. Assessed value limitations in 
the absence of rate or levy limitations do not hinder a municipality’s legal ability to generate revenue for 
debt repayment and therefore do not, in and of themselves, affect the pledge on the repayment of debt. 
This type of limitation can be used to control growth within certain property classes, for instance, if 
residential assessed values are subject to a narrower growth rate than commercial values. If there is no tax 
rate limit, the governmental issuer retains the legal authority to raise the tax rate to generate any level of 
revenue. However, assessed value growth limitations, when combined with rate or levy dollar amount 
limitations, further limit the taxing power of a local government debt issuer. 

GOLT Debt Rated No More than One Notch Below GOULT Rating in Most Cases 

When rating general obligation limited tax obligations, the issuer’s GOULT rating or its equivalent is the 
starting point for our analysis. Given the close alignment between the two types of debt, we generally rate 
GOLT debt no more than one notch lower than the local government’s GOULT rating. The pledged tax 
revenues for both GOULT and GOLT debt are derived from the same economic base. Local governments 
also typically budget both GOULT and GOLT debt service expenses as part of their general financial 
operations. Moreover, even the technically unlimited GOULT debt service pledge of a local government can 
come up against practical or economic limitations that impede the extent to which taxes can be raised. 

The actual limitations for GOLT debt and the practical effect of a limitation vary between states and even 
sectors within a state. The legal framework of a tax limitation is often defined in such a way that the 
practical restrictions on a local government’s ability to pay do not result in a measurable credit risk 
difference between GOULT and GOLT debt. Some state limitations provide a local government with a 
process that allows it to override the limit. GOLT debt is often additionally secured by a broad revenue 
pledge, such as a full faith and credit pledge, greatly reducing the legal and practical difference between 
the GOULT and GOLT pledges. Governments whose GOLT debt is only secured by a separate, dedicated 
levy may have additional taxing margin to cover projected growth in GOLT debt service or potential 
declines in assessed valuation. In cases where we determine that there are sufficient factors to mitigate the 
effect of the limitation, we rate the GOULT and GOLT debt at the same level. When there are insufficient 
mitigating factors, we typically rate GOLT debt one notch below the GOULT rating, and in rare cases, more 
than one notch. 

The lower bound of an issuer’s GOLT bond rating is typically defined by the rating on an issuer’s lease 
revenue or lease appropriation debt, should any exist. A lease-backed or appropriation obligation is almost 
always subject to appropriation or abatement risk, and typically has one critical trait – there is no specific 
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pledge of revenue or obligation of the local government to levy taxes to repay the lease.12 Outside 
extraordinary circumstances, we view bonds backed by a GOLT pledge to be at least as creditworthy as 
bonds secured by lease and annual appropriation revenues. GOLT bonds are not subject to annual 
appropriation or abatement risk, and GOLT bonds have an identified and, in many cases, pledged revenue 
stream for repayment, however limited. 

There are three principal factors in our assessment of whether GOLT debt is rated the same as the GOULT 
rating or a notch below. These factors are: the ability to override the limit, the presence of a broad revenue 
pledge for the limited tax debt, and the amount of headroom relative to the limit. Sufficient strength in any 
of these factors typically leads to GOLT rating at parity with the GOULT rating. Thus, we may not assess 
each factor for each issuer. We also typically evaluate any additional considerations that may result in one 
or more notches between the GOLT and GOULT rating, as further discussed below. The flow chart below 
provides a schematic that illustrates our approach. 

EXHIBIT 7 
Summary of the Principal Factors in Assessing Whether the GOLT Rating is the Same as the GOULT 
Rating, One Notch Below, or Potentially Lower 

 
 

 
Factor 1: Assessing Whether the GOLT Debt Issuer Has the Authority to Override the Limitation 
We assess the authority of a GOLT debt issuer to override the tax limit. Many states with local government 
entities that issue GOLT debt have legal provisions that allow local governments to override or exceed 
taxing limitations. We classify override provisions into three broad categories: automatic overrides; board 
overrides; and public votes to override. Each type of override has a process the local government must 
follow in order to exceed the tax limit. Our assessment of how much of a barrier the override process poses 
defines whether the GOLT rating can be brought to parity with the GOULT rating based on the strength of 
the override. We rate GOLT debt the same as the GOULT rating for automatic and board overrides, but 
overrides that require a public vote are not sufficient to rate at parity. 

» Automatic overrides. We categorize an override as automatic if there is a legal mechanism that 
increases the property tax beyond the limitation without need for specific approvals. Automatic 
overrides would typically include situations where the state or an independent body has a formulaic or 
ministerial approach to determining if an override is warranted to meet debt service. For instance, if a 
property tax levy were limited in nature, but a state entity reviewed assessed property values relative to 

                                                                                 
12  For more information, see our methodology that describes our general approach for assessing lease, appropriation, moral obligation and comparable debt of US state and 

local governments. A link to an index of our sector and cross-sector methodologies can be found in the “Moody’s Related Publications” section. 
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the level at the time of the locality’s bond issuance and automatically adjusted the levy to generate 
revenues sufficient to meet debt service, it would constitute an automatic override. 

» Board override. Board overrides require the approval of the elected members of an issuing entity’s 
governing board to exceed limitations on property tax revenues. Since there is little or no requirement 
for formal public approval, the limitation is subject only to board willingness. Given that the local 
government has direct control over the override, we generally rate GOLT debt the same as GOULT 
debt issued by local governments with this ability. In some rare cases, board willingness may be 
constrained by political considerations that result in limiting financial flexibility as if the override did 
not exist. In such cases, this would usually reflect an overall weakening of credit quality and impact the 
GOULT and GOLT ratings similarly. 

» Public vote to override. Local governments within certain states can exceed a property tax limitation 
only with the approval of local voters. The process is slower and more uncertain than an automatic or 
board override, and therefore has more limited effectiveness in insuring adequate resources for debt 
service. Accordingly, the ability to override the tax limit only with a public vote does not warrant rating 
a government’s GOLT debt at the same level as its GOULT rating. 

Factor 2: Assessing Whether the GOLT Debt Carries a Broad Revenue Pledge 
GOLT debt falls into two broad categories with different risk profiles: 1) debt that is backed by an issuer’s full 
faith and credit or similar broad revenue pledge that includes property tax limitations; and 2) debt that is 
backed only by a dedicated, limited rate, tax levy without a full faith and credit or similar pledge. This is a 
key distinction because the full, faith and credit pledge, or a similarly broad pledge of “all funds” or “a 
majority of primary operating revenues,” encompasses all or most of a local government’s resources, 
including all available revenues, and not just the revenues generated by single limited property tax. 

The strength of the broad revenue pledge is the government’s obligation and ability to marshal all of its 
resources to cover debt service. The broad pledge allows local governments to manage the payment of 
GOLT debt service in conjunction with the payment of GOULT debt service, if any exists, and all other 
operating expenses. A GOLT debt issuer with a broad revenue pledge is able to adjust its financial operations 
to prioritize the payment of all of its debt over other operating expenses, minimizing if not eliminating the 
risk differential between GOULT and GOLT debt. This is not only the case for local governments with one 
tax levy for all operating expenses, including debt service, but for those with dedicated limited property 
taxes for debt service, as long as the pledge on the GOLT debt includes most or all of their operating 
revenues. For most GOLT debt issuers that have a broad revenue pledge such as the full faith and credit 
pledge, we rate the GOLT the same as the GOULT rating. 

There are also broad general revenue pledge securities that are not defined as a full faith and credit and the 
limitation is not based on ad valorem taxing power. The limitation is rather defined by certain funds or 
revenues that include the majority of the local government’s operating revenues. If the security description 
in the offering documents states that the pledge is a general obligation, or the general obligation pledge is 
made clear elsewhere in the offering documents, the bonds are rated under the GOLT methodology. If the 
security is not clarified as a general obligation pledge, the security would be rated under our methodology 
for rating lease, appropriation, moral obligation, and comparable debt of US state and local governments.13 

  

                                                                                 
13 A link to an index of our sector and cross-sector methodologies can be found in the “Moody’s Related Publications” section. 
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Factor 3: Assessing Whether the GOLT Debt Issuer Has Sufficient Taxing Headroom 
For GOLT debt secured by a dedicated tax levy which has neither an automatic/board override nor a full 
faith and credit or similarly broad pledge, the only revenue flexibility to pay debt service is reflected in 
taxing margin under the tax levy limitation. We assess the extent to which taxing margin is available to pay 
debt service by calculating or estimating taxing headroom, as discussed below. 

We define taxing headroom as a GOLT issuer’s projected capacity to generate additional property tax 
revenue within the legal limitation relative to debt service requirements. Taxing headroom is based on the 
projected maximum levy based on current taxable assessed valuation, less the current levy used for debt 
service, divided by GOLT maximum annual debt service (MADS), including debt service on all outstanding 
GOLT debt and our projection of additional GOLT debt (which may include authorized but unissued GOLT 
debt). For clarity, we would not include MADS on GOULT debt. 

» Taxing headroom = (projected maximum levy – amount of current levy used for debt service)/MADS 

» Projected maximum levy = maximum allowable tax rate x issuer’s taxable assessed value (typically, 
current taxable assessed value is used, but in situations of a shrinking tax base, we may use a forward-
looking taxable assessed value in the calculation). 

This ratio provides insights into the additional tax revenue capacity available to the issuer, relative to MADS. 
Since this ratio does not include any haircut to the legal ability to raise the levy based on the local 
government’s willingness to raise rates, in most cases we do not factor any assessed value growth into the 
calculation. 

We rate dedicated levy GOLT debt a notch lower than the GOULT rating when a local government with no 
automatic/board override and no full faith and credit or similarly broad pledge has taxing headroom falling 
below 35% of MADS. For these issuers, we rate GOLT debt the same as the GOULT rating when a local 
government has taxing headroom that is greater than 50% of MADS. When headroom falls between 35% 
and 50% of MADS, we may rate GOLT debt at par with or a notch below the GOULT rating based on an 
overall prospective assessment of headroom, including tax base trends, the local economy and other 
considerations that provide directional indication to the level of headroom as a cushion relative to MADS. 
The rating of GOLT debt with headroom that is likely to return to 50% or more or where the strength and 
stability of the tax base makes further deterioration highly unlikely will in most cases remain at parity with 
the GOULT rating. When GOLT debt headroom is likely to dip below 35% or where tax base trends provides 
limited confidence in future levels, the GOLT debt is likely to be rated below the GOULT rating. 

Some GOLT pledges include revenues from other non-property taxes, such as on sales or income, in 
addition to the dedicated property tax. While these additional revenues do not constitute a full faith and 
credit or similar pledge of most or all of a local government’s resources, the GOLT debt issuer may have 
additional margin to raise those taxes to contribute to the payment of debt service. As such, we include in 
the taxing headroom calculation any taxing margin a local government has in other taxes if they are 
specifically pledged to the GOLT debt. 

Additional Considerations that May Warrant a Greater Differential between GOLT and 
GOULT Ratings 

In certain infrequent cases, the specific credit characteristics of a GOLT pledge may lead to a rating that is 
lower relative to the GOULT rating than the outcome of applying the criteria in Factors 1, 2 or 3 would 
imply. The additional considerations include those that follow. 
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Severe Credit Stress: As a GOLT debt issuer’s GOULT rating moves into the middle to low non-investment 
grade range, additional considerations may further expand the risk differential between the GOULT and 
GOLT rating. These low rating levels imply severe local government distress and elevated probability of 
default. Uncertainty around how a distressed local government manages its operations, including the 
payment of debt service, may increase the importance of the unlimited tax pledge relative to the limited tax 
pledge. As local governments approach default, we may adjust the differential between GOLT and GOULT 
based on our issuer-specific expectations regarding relative recovery rates for GOLT and GOULT debt. 

Levy on only a Portion of the Base: We may also rate GOLT debt lower relative to the GOULT rating for 
local governments with investment grade GOULT ratings in rare cases where additional constraints exist. 
For example, some GOLT debt has a pledge of a dedicated tax levy on only a portion of a local 
government’s tax base. In these cases, not only is the pledge on a specific limited tax, but the base from 
which the tax is levied is also limited relative to the base from which the tax pledged to GOULT debt is 
levied. The difference between the GOLT and GOULT ratings may widen depending on how much smaller 
the portion of the base pledged to GOLT debt is from the base pledged to GOULT debt. If the portion 
pledged to GOLT debt has a fundamentally different profile than the GOULT base, such as elevated 
concentration in specific tax payers or industries, the difference between the ratings may also widen. 

Potential for Insufficient Coverage: An issuer’s GOLT rating may have additional distance below its GOULT 
rating when our forward-looking view indicates that the revenues from a dedicated levy will narrow to the 
extent that they could be insufficient to cover 100% of limited tax debt service. This may occur, for 
example, when a local government’s tax base declines sharply over one or several years and the particular 
limitation prevents it from increasing the rate to counteract the loss in value. If the GOLT debt does not 
have the broad revenue pledge, the GOLT debt issuer may have few to no options to make full payment of 
the debt if the limited tax revenues continue to fall. 

For example, certain GOLT bonds may be supported by a specific, voter-approved millage, but a severe 
recession might cause a very material decline in tax base, resulting in declining pledged revenues that, if 
they were to continue on the same trajectory, would become insufficient to cover debt service. In these 
cases, GOLT bonds would likely be rated more than one notch below the GOULT rating, particularly of the 
GOLT bonds did not benefit from any structural protections to offset the risk of insufficient revenues, such 
as a debt service reserve fund. 

Enterprise Exposure: GOLT debt can be issued by special or limited purpose entities such as hospital districts 
or community colleges that are able to issue general obligation bonds with a pledge of proscribed property 
taxes levied within their district, but are not general governments, and which engage in enterprises that 
have some degree of competitive exposure and risk. For limited tax debt of these issuers, a broad “full faith 
and credit” pledge may not confer the same powers that a general government possesses. Often, the 
revenues that these issuers can levy are inherently significantly narrower than those of general local 
governments. For this reason, their GOLT ratings may have a greater differential below the GOULT rating. 
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Moody’s Related Publications 

Credit ratings are primarily determined by sector credit rating methodologies. Certain broad methodological 
considerations (described in one or more cross-sector rating methodologies) may also be relevant to the 
determination of credit ratings of issuers and instruments. An index of sector and cross-sector credit rating 
methodologies can be found here.  

For data summarizing the historical robustness and predictive power of credit ratings, please click here. 

For further information, please refer to Rating Symbols and Definitions, which is available here.  
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» contacts continued from page 1 
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NEW YORK +1.212.553.1653 

Alexandra Parker +1.212.553.4889 
Managing Director / Public Finance 
alexandra.parker@moodys.com 

Alfred Medioli +1.212.553.4173 
Senior Vice President/Mgr/RPO 
alfred.medioli@moodys.com 

Leonard Jones +1.212.553.3806 
Managing Director / Public Finance 
leonard.jones@moodys.com 
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10 Policies and Practices  
that Promote Financial Health 
As a policymaker, you can improve your government’s financial health first by understanding it, and then 
by establishing policies and procedures to promote it. Below are 10 key policies and procedures your  
government should have:

GOVERNING Guide to Financial Literacy | Volume 2

Rainy day  
fund policy 

Target fund balance 
or ending budget  
balance policy

Policy on the  
use of one-time 
revenues

Long-term  

Regular debt  
affordability  
studies

Policy on  
inter-fund  
transfers

Quarterly cash  

Routine reviews  
 

information  
technology needs

Regular analysis of how  
capital investments affect the 
operating budget

1
2

34

5 6

7
Policies and  
procedures on 
indirect cost  
allocations

89

10
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