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Standard & Poorôs

óa judgment of a borrower's creditworthiness 

based on relevant risk factors, expressed by 

a letter grade rating symbol, which markets 

have come to depend on as reliable, user-

friendly tools for differentiating credit quality.'

Our rating is:
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Rating Scale

AAA

AA

A

BBB

Investment-Grades

Åó+ô and ó-ô used to distinguish further on this scale

ÅRating Outlooks ïintermediate term indicator

ÅCreditWatch ïshort-term indicator

Speculative-Grades

BB

B

CCC

CC

C

DefaultD
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VAAA Highest rating assigned by Standard & Poor's.  

Extremely strong capacity to repay debt.

VAA Very strong capacity to repay debt.

VA Strong capacity to repay debt.

Somewhat more susceptible to adverse effects in

circumstances and economic conditions.

VBBB Adequate capacity to repay debt.

Adverse economic conditions are more likely to

lead to weakened capacity to repay debt.

Debt Rating Definitions Investment Grade



5.
Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poorôs.

ÅBB Less near-term vulnerability than other speculative 

issues. However, faces major uncertainties or 

exposure to adverse conditions.

ÅB Greater vulnerability to default, but has capacity to 

meet payments.

ÅCCC Has current identifiable vulnerability to default.

ÅCC Typically applies to debt subordinated to senior debt.

ÅC Typically applies to debt subordinated to senior debt. May    

be used to cover a situation where bankruptcy 

petition has been filed.

ÅD In payment default.

Debt Rating Definitions: Speculative Grade
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Rating Outlooks

Å Assessment of potential direction of an issuer's long-term 

debt rating over the intermediate to longer term

ïPositive - indicates a rating may be raised

ïNegative - means a rating may be lowered

ïStable - indicates rating is not likely to change

ïN.M.ïñnot meaningfulò (used with insured or escrowed bonds)

Å Assigned to all credits
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Credit Watch

ÅIndicates the direction of potential rating changes 

that may be contemplated in the near term

ÅOnly assigned when events merit
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Preparation

Dissemination

Management 

Meeting

Rating 

Committee

Communication 

to Issuer

Surveillance

Appeal Process

Standard & Poorôs Rating Process
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Documentation Requirements

ÅAnnual audit reports

ÅCurrent budget

ÅCurrent capital improvement 

program/plan

ÅOfficial statement

ÅDescription of projects being 

financed

ÅSources and uses statement

ÅEngineering and feasibility report

ÅZoning or land-use map

ÅCash flow statement

ÅStatement of long and short-term 

debt

ÅIndication of appropriate authority 

for debt issuance

ÅInvestment policies

ÅStatement concerning remaining 

borrowing capacity

The following is a partial list of documentation

required for a Standard & Poor's Rating

More information is always available at www.standardandpoors.com

http://www.standardandpoors.com/
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Tax-Backed Debt: Examples of Key Rating Factors

ÅEconomy

ÅTax base

ÅEmployment base

ÅFinancial performance and flexibility

ÅFinancial reports (audits, budgets, etc.)

ÅTrends

ÅReserve levels

ÅDebt burden

ÅCurrent outstanding

ÅPlanned future

ÅAdministration/Management

ÅPolicies

ÅStructure

ÅHistory
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Administration/Management

ÅPlanning

ÅAdherence to financial 

policies

ÅClear focus/direction?

ÅPolitics as usual?
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New Analytical Enhancement

Financial Management Assessments

An analytical methodology that evaluatesestablished 

and ongoing managementpractices and policies in 

the seven areas most likely to affect credit quality.
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Financial Factors Play a Role in Most Downgrades

U.S. Public Finance General Obligation Downgrades from 2000 to 2005

   Reason         

Year TOTAL
Finance 

Related

Sustained 

Financial 

Deterioration

Extreme 

Financial 

Deterioration

Economic 

and Financial 

Deterioration

Economic 

Deterioration 

Only

Management 

Related
Debt Related

2000 9 8 4 3 1 0 1 0

2001 8 6 3 0 1 0 1 0

2002 15 15 6 5 6 0 0 0

2003 23 21 7 3 8 1 3 0

2004 36 30 13 9 3 2 2 0

2005 49 35 22 10 5 7 1 4

TOTAL 140 115 55 30 24 10 8 4
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The Financial Management Assessment

1. Revenue and expenditure assumptions

2. Budget amendments and updates

3. Long term financial planning

4. Long term capital planning

5. Investment management policies

6. Debt management policies

7. Reserve and liquidity policies

Currently applicable only to general government tax- and 

appropriation-backed issues, excluding special districts. 

An analytical methodology that evaluatesestablished and ongoing management

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

ñStrongò

or

ñStandardò

or

ñVulnerableò
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What The FMA Is and What The FMA Isnôt

IS

ÅOne component of the entire rating 

process

ÅAn enhancement to the existing 

process

ÅAn evaluation of the guiding 

assumptions and policies regarding 

financial decision-making

ÅAn affirmation of best practices 

youôve probably already heard 

preached by S&P, GFOA, ICMA, etc.

ISNôT

ÅA separate rating

ÅAn evaluation of the competency or 

aptitude of individual finance 

professionals or elected and 

appointed representatives

ÅAn assessment of actual financial 

performance
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Top Ten Management 

Characteristics of  Highly 

Rated Credits in U. S. Public 

Finance
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1.   Establish Or Enhance Rainy Day/Budget 

Stabilization Reserves
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2. Establish Regular Economic And Revenue 

Reviews In Order To Identify Potential 

Budget Problems Early
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3.  Prioritized spending plans and established 

contingency plans for operating budgets
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4. A formalized capital improvement plan to 

assess future infrastructure requirements
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5. Long-term planning for all post 

employment benefits and other contingent 

obligation would be optimal and allow for 

comprehensive assessment of future 

budgetary risks


