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• Overview of the Ratings Process
• S&P Global Local Government Framework
• How Climate Change Risks Factor into Municipal Ratings
• Financial Management Assessment (FMA) Criteria
• NC Local Government and County Medians
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Overview of the 
Ratings Process
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The Typical Ratings Process

1. Contract
The issuer requests a rating 
and signs an engagement 
letter.

2. Pre-evaluation
We assemble a team of 
analysts to review pertinent 
information.

3. Management Meeting
Analysts meet with 
management team to 
review and discuss 
information.

4. Analysis
Analysts evaluate 
information and propose 
the rating to a rating 
committee.

5. Rating Committee
The committee reviews the 
lead analyst’s rating 
recommendation then 
votes on the credit rating.

6. Notification
We generally provide the 
issuer with a pre-
publication rationale for 
fact-checking and accuracy 
purposes.

7. Publication
We typically publish a press 
release announcing the 
public rating and post the 
rating on our website.

8. Surveillance of Rated 
Issuers and Issues
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Local Government GO 
Criteria
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Analytical Framework For Local GO Ratings

Economy
30%

Management
20% Liquidity

10%

Budgetary
Performance

10%

Budgetary
Flexibility

10%

Debt & Contingent 
Liabilities

10%

Financial Measures

Indicative Rating

Positive Overriding Factors
•High income levels (1 or 2 
notch adjustment)
•Sustained high fund 
balances (1 notch 
adjustment)

Negative Overriding Factors
•Weak liquidity (caps rating at A- or BB+)
•Weak management (caps rating at A or BBB-)
•Lack of willingness to pay obligations (caps 
rating at BBB- for leases and B for debt)
•Low market value per capita (1 notch 
adjustment)
•Large or chronic negative fund balances (caps 
rating at A+, A-, or BBB)

Final GO Rating

Institutional
Framework

10%
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Assesses the legal and practical environment in which the local government 
operates 
The score is based on the average of four discretely scored areas
• Predictability: the extent to which a local government can forecast its revenues and 

expenditures on an ongoing basis 
• Revenue and expenditure balance: the extent to which a local governments have the ability to 

finance the services they provide 
• Transparency and accountability: the overall institutional framework’s role in encouraging the 

transparency and comparability of relative financial information 
• System support: the extent to which local governments receive extraordinary support from a 

state government when the local government is under extreme stress 
All governments of the same type within the same state receive the same score 
• Cities and counties can differ
o Municipalities of the same type can differ based on home rule status, population, etc.

Institutional Framework
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Very Strong Institutional Framework for Municipalities and Counties
• Predictability: A very stable system

• Revenue and expenditure balance: Significant revenue-raising flexibility, 
no material expenditure mandates

• Transparency and accountability: Very transparent with comparability of 
financial information

• System support: High likelihood of extraordinary support
• The state has established a model of comprehensive oversight managed by the state 

treasurer's local government commission (LGC)

8

North Carolina Institutional Framework
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• Assess both the health of the asset base relied upon to provide both 
current and future locally derived revenues as well as the likelihood 
of additional service demands resulting from economic deterioration 

• The initial score (1 through 5) is based on market value per capita 
and projected per capita income as a % of U.S.

• Per capita income is based on a 5-year projection

Economy
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Economy – Adjustments
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• Assess the impact of management conditions on the likelihood of 
repayment

• Financial Management Assessment (FMA) is based upon our current 
methodology

Management

Management – Adjustments
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• Three components factor into our assessment of a municipality’s 
financial credit characteristics
- Budgetary flexibility
- Budgetary performance
- Liquidity

• Each factor is weighted 10% — all financial measures together are 
30%

Financial Measures
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The budgetary flexibility initial score measures the degree to which the government can 
create additional financial flexibility in times of stress 
- Available fund balance as a % of general fund expenditures: for the most recently reported fiscal year 
- When other fund balances outside of the government’s general fund are available beyond the current 

fiscal year, they are included in the calculation 
- This measure can cap a rating or it can be a positive override if extremely strong 

Flexibility
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Flexibility – Adjustments
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The budgetary performance initial score measures the current fiscal balance of 
the government

- Total governmental funds net result: the most recent year’s net total governmental funds on a 
budgetary basis as a percent of expenditures

- General fund net result: the most recent year’s general fund operational balance as a percent of 
expenditures

Budgetary Performance
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Budgetary Performance – Adjustments

Private & Confidential 16
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The initial score measures the availability of cash and cash equivalents to 
service both debt and other expenditures 
Initial liquidity score: combination of two measures
- Total government cash as % of total governmental funds debt service 
- Total cash % of total governmental funds expenditures

Liquidity
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Liquidity – Adjustments
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Initial debt score: combination of two measures
- Total governmental funds debt service as a percentage of expenditures 
- Measures the annual fixed cost burden that debt places on the government

- Net direct debt as a percentage of total governmental funds revenue
- Measures the total debt burden on the government's revenue position rather than the annual cost 

of the debt, which can be manipulated by amortization structures 

Debt and Contingent Liabilities
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Debt and Contingent Liabilities – Adjustments
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Indicative Rating

Positive Overriding Factors
• High income levels (1 or 2 notch adjustment)

• Sustained high fund balances (1 notch adj)

Negative Overriding Factors
• Low market value per capita (1 notch adjustment)

• Low nominal fund balance (1 notch adjustment)

FINAL RATING!

Rating Caps
• Weak liquidity (BBB+ or BB+)

• Weak management (A or BBB-)

• Lack of willingness to pay obligations (BBB- for leases and B for debt)

• Large or chronic negative fund balances (A+, A-, or BBB)

• Budgetary flexibility score of 5 (A+)

• Structural imbalance (BBB+)

* * * ONE NOTCH FLEXIBILITY * * * 

Putting it All Together
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How Climate Change 
Risks Factor into 
Municipal Ratings
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S&P Global Ratings’ Approach to Assessing Climate 
Change Risk

Municipal Sector Sector Specific E&C Factors

Water/Sewer Utilities Drought planning

Electric Utilities Carbon fuel concentration

State/Local/
Municipal Enterprises

Financial & Capital planning

All Sectors Potential impacts to property 
values

❶ Overall focus on management 
effectiveness and planning 

❷ Sectors have unique E&C risks 
that apply to their assets or 
revenue sources 

❸ Often a qualitative assessment 
when lacking detailed 
information

23

No content below the line No content below the line

Content 
Level 1 has a 
bullet turned on –
you can turn 
bullets off by 
marking the Level 
1 text and unclick 
the bullet icon on 
the Home Tab. 

To get to the next 
bullet level, use 
“Increase List 
level” on the 
Home Tab. 

Only use S&P 
Global Red for key 
text high-lights, 
not shapes or 
charts. 
It’s available in the 
custom color 
palette. 

Broad Questions for Public Finance Issuers

• Have you undertaken an assessment of your current vulnerabilities to 
natural disaster and long-term climate change risks?

• How are infrastructure assets exposed to climate change risk, and how 
are you mitigating any risks?

• Does your capital and financial planning incorporate any costs to 
address any exposures or investment in adaptation?

• How would long-term changes in the environment affect population and 
demographic trends, land use, employment, and other parts of your local 
economy?

24
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The impact has been significant in the last 10 years

• $240 billion a year at least in damage from 
2007-2017

• In 2016 there were 15 climate related 
disasters that cost $1 billion or more; 16 in 
2017

• 2017 cumulative losses estimated at record 
$300 billion.

Graphic excludes Hurricanes like Maria 
and 76 wildfires in US in 4Q 2017. 
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Our assessments of local governments begin with the underlying 
credit fundamentals that make up the Indicative Rating

26

Indicative 
Rating

Institutional framework 10%

Economy 30%

Management 20%

Liquidity 10%

Budgetary performance 10%

Budgetary flexibility 10%

Debt & contingent liabilities 10%

+

Relevant Overrides Caps rating at:

Structural imbalance BBB+

Weak liquidity BBB+ or BB+

Weak management A or BB+

Final 
Rating

Overrides + 
Potential one 

notch adjustment

Overview of the Local Government Rating System
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Population declines due to gradual changes to the natural or built 
environment or extreme weather occurrences that result in the 
displacement can weaken our economy score

27

Assessment includes:

1. Income levels

2. Tax value of property
3. Broader regional economy

4. Unemployment rates
5. Population growth of entity

Institutional framework 10%

Economy 30%

Management 20%

Liquidity 10%

Budgetary performance 10%

Budgetary flexibility 10%

Debt & contingent liabilities 10%

1. New Orleans in the wake of 
Hurricane Katrina

2. River-adjacent counties in the 
Great Mississippi Flood of 1927

3. Counties in western 
Oklahoma during the Dustbowl

Examples
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Management assessment highlights 4 factors as most 
relevant to extreme weather and climate related risks

28

Assessment most relevant to extreme 
weather & climate risks include: 

1. Long term capital planning
2. Revenue and expenditure 

assumptions
3. Budget updates and amendments

4. Reserve and liquidity policies

Institutional framework 10%

Economy 30%

Management 20%

Liquidity 10%

Budgetary performance 10%

Budgetary flexibility 10%

Debt & contingent liabilities 10%

28
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Insurance and FEMA reimbursements are likely to comprise the 
majority of cash spent towards relief, but reserves are necessary to 
bridge the gap

29

• Available Cash, Available Reserves, and 
Operating Results

• Consideration of cash and reserves on hand 
to manage event and impact on ongoing 
performance

• Ongoing performance may be impacted or if 
resiliency investments aren’t made, we may 
consider these expenses deferred

Institutional framework 10%

Economy 30%

Management 20%

Liquidity 10%

Budgetary performance 10%

Budgetary flexibility 10%

Debt & contingent liabilities 10%
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We recognize the potential for extreme weather risk to 
significantly impact a local government’s issuance of new 
money debt or capital planning activities

30

Assessed on a combination of two 
measures: 
1. debt service as a percentage of total 
governmental funds expenditures 
2. net direct debt as a percentage of total 
governmental funds revenue. 
Additional debt and debt service, along 
with overlapping (or underlying) debt, is 
factored in our assessment of debt as the 
additional debt burden is taken on to 
manage inclement weather risks

Institutional framework 10%

Economy 30%

Management 20%

Liquidity 10%

Budgetary performance 10%

Budgetary flexibility 10%

Debt & contingent 
liabilities

10%
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Financial 
Management 
Assessment
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What is the Financial Management Assessment?
• S&P Global Ratings has established an analytical methodology that evaluates established 

and ongoing management practices and policies in the seven areas most likely to affect 
credit quality.

• This assessment is based primarily on the existence and implementation of management 
practices, and not necessarily the results achieved by such practices. 

• The purpose of the focus on policies and practices is to evaluate the potential for credit 
quality to move away from those currently indicated by results.

What is not included in the Financial Management Assessment?
• The FMA is not an evaluation of the competency or aptitude of individual finance 

professionals; nor is it an evaluation of a finance department's ability to handle unique 
challenges. 

• The nature of the entity's governing body, the effectiveness of its governance practices, and 
issues of public policy pursued by the government are beyond the scope of this analysis.

Financial Management Assessment
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• To perform its analysis of local government financial practices, S&P 
Global Ratings will rely on documentation provided by the government 
and discussions with the organization's management.

• Relevant documents include, but are not limited to, audited financial 
statements and accompanying notes, budget documents, financial plans, 
management policy statements, procedure manuals, and periodic reports. 
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North Carolina Local 
Government Medians
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NC Municipalities Rating Distribution by 
Category
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44.0%

54.0%

2.0%

AAA
AA
A
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NC Municipalities: Medians

39

As of July 2017
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NC Municipalities: Selected Adjustments
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As of July 2017
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NC Counties Rating Distribution by Category

41

13.0%

87.0%

AAA
AA
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NC Counties: Medians
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As of July 2017
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NC Counties: Selected Adjustments

43

As of July 2017
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