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Sector-Based Methodologies

Recap

US PFG has moved several government sectors into sector-based methodologies that rate certain debt instruments
relative to the entity’s issuer rating

US K-12 Public Schools (January 2021)
US States & Territories (March 2022)
Cities & Counties (November 2022)

On January 16, Moody’s published an RFC on a proposed update to the US Special Tax Methodology that would rate
certain instruments relative to the entity’s issuer rating

This proposal reflects our view that the general economic, operational and financial profiles of the
governments are a primary driver of credit strength or weakness for many special tax debt instruments
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Issuer and debt mstrument ratings

+

Issuer Rating Instrument Considerations Debt Instrument Rating

Fundamental credit quality Evaluation of debt instrument Placed relative to issuer rating
characteristics



What 1s a special tax mstrument?

Pledge of special taxes, fees, assessments and similar revenues -
other than real property taxes

Broad

Somewhat Broad

Marrow
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Sales and use tax

Income or payroll tax
Corporate gross receipts tax
Assessments on payrolls,
insurance policies or other non-
property bases

Allocations of broad taxes from
higher levels of government
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Uitility income or service tax
Gasoline tax

Restaurant food or beverage tax
Maotor vehicle registration and
similar surcharges or fees

Liquor tax

Lottery tax

Allocations of somewhat broad
taxes from higher levels of
government
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bH]
bH]
b
bH]

Hotel tax or fee

Cigarette tax

Gaming tax (other than lottery)

Extraction and production of natural resource
tax

Real estate transaction tax

Parking tax

Motor vehicle rental tax

Court fines and fees

Allocations of narrow taxes from higher levels
of government




Proposed methodology placement for special tax credits

Instruments rated today using

existing Special Tax Methodology

Group B Group C
Instruments
mstrumegts Where without an
1SS tet rating 1s not identifiable 1ssuer
highly relevant rating

Today
Group A
Instruments with an issuer rating
assigned under:
Proposed
approach
States Cities / K-12
Counties
+ — +

Proposed special tax instrument
considerations

Remain in existing Special Tax
Methodology



Presenter Notes
Presentation Notes
It is the issuer rating of the related state, C&C or K-12 that owns the pledged revenue

Special Tax Pledges: Analytic Rationale

Assign instrument-level ratings to in-scope special tax instruments in relation to the issuer rating of their respective local or state government
The appendices of the States, Cities and Counties, and K-12 Public School Districts methodologies that describe instrument ratings would be expanded to include in-scope special tax instruments
The result: (1) assignment of an issuer rating reflecting the state or local government’s fundamental credit quality and (2) assignment of an individual debt instrument rating for the special tax debt in relation to that issuer rating.
As with other instruments rated under this approach, the instrument rating will be reflective of our assessment of differences in expected loss related to the instrument’s priority of claim as well as the specific pledge included in the instrument’s terms.
This approach is consistent with our view that the primary driver of credit distress is general operational and financial weakness rather than weaknesses of a particular security’s pledge.  



General approach for assigning instrument ratings

SECURITY ACTIVE CHARACTERISTICS DEBT SERVICE OTHER

FEATURES OR PASSIVE OF REVENUE BASE COVERAGE FACTORS

Do security features  Does the issuer have What is the breadth, = What level of debt - Essentiality

enhance or detract  the ability to adjust stability, and diversity  service coverage « Other instrument

from the revenue or otherwise actively  of the pledged revenue do pledged revenues specific risks or

pledge? manage the pledge? base relative to provide? strengths

the issuer?
Real Property-based Pledges »

ISSUER . : ; : o ati INSTRUMENT
RATING Non-contingent General Promises to Pay and Contingent Obligations ———» RATING

Special Tax Pledges >



Special tax pledges: Illustrative notching

ISSUER

RATING

SECURITY
FEATURES

Non-contingent

Pledge benefits
from effective

physical AND

legal separation

+1 notch

Non-contingent
Pledge does not
benefit from
effective legal
AND physical
separation

Primary lien

0O notch

Secondary lien
(or more)

-1 or more
notches

Contingent

Pledge subject to

appropriation/

renewal/abatement

Primary lien
-1 notch*

Secondary lien
(or more)

-2 or more
notches

+

ACTIVE
OR PASSIVE

CHARACTERISTICS
OF REVENUE BASE

COVERAGE OTHER

FACTORS

There is typically
no notching for

this analytical
element

0O notch

Very broad
revenue base

O notch or -1
notch
(Based on
revenue trend
and volatility)

Somewhat broad

revenue base

-1 or -2 notches
(Based on
revenue trend
and volatility)

Narrow revenue
base

-2 or -3 notches
(Based on
revenue trend
and volatility)

Very strong
MADS coverage
(greater than 4

times)

+1 notch

Strong MADS
coverage
(greater than 2
times)

O notch

Solid MADS
coverage
(between 1.1
times and 2
times)

-1 notch

Weak MADS
coverage
(less than 1.1
times)

-2 notches

Rate covenant
or equivalent

Debt structure

Quality of
parental
support or
management

Essentiality of
financed asset
or project
Pledge of funds
Potential for
disruption of

pledged
revenues

*Where a special tax pledge is both subject to appropriation and subordinate to one or more
other liens on the revenues, we assess the combined risk of these features which may result in

only one downward notch.

INSTRUMENT
RATING



Identifymgthe issuer rating

Instrument has an issuer rating

Group A

Group B

Instrument lacks an issuer rating
Group C

» A government rated under the State, City & County or
K-12 methodology* owns the revenue and either:

— directly pledges the revenues to bondholders, or

— assigns revenues to a related entity (i.e., conduit
issuer or component unit) that is directly controlled
by the government

»  Credit profile of the government
is not a highly relevant driver for
the special tax instrument

— Ex. geographic tax base is
significantly smaller

»  Special tax is assigned to a
related entity (i.e. conduit issuer
or component unit) that is
independent or governed by
multiple jurisdictions

»

»

»

X

Obligated entity is not rated under the State, City &
County or K-12 methodology

Obligor is governed by multiple governments or
special taxes are pledged by multiple governments

Instruments issued by an entity that has meaningful
operating risk that is not already captured in the Issuer
Rating

—  Ex. special tax instruments issued by mass transits

Obligor is a special purpose entity with independent
authority to levy or collect pledged revenue

Proposed special tax instrument

Existing Special Tax Methodology

considerations

*Where there is no issuer rating, we would assign one using the relevant state or local government sector methodology.




Examples to be rated under new proposal

City Sales Tax Bonds

Pledge: Senior lien on 1% of the city’s authorized sales tax levied on most retail activity across the entire city

Revenue detail: Tax is levied by the city

County Sales Tax Bonds

Pledge: Annual fixed allocation from the state of broad sales tax levied across the state

Revenue detail: Tax is levied by the state and allocated/remitted to the city as authorized by state statute

County Convention Center Bonds

Pledge: County’s local and state-shared hotel taxes

Revenue detail: Local hotel taxes are levied by the county and state-shared hotel taxes are levied by the state and
allocated/remitted to the city as authorized by state statute


Presenter Notes
Presentation Notes
When we are defining “revenue detail” we consider a state allocation of a revenue to be like a transfer of ownership


Examples to be rated under existing Special Tax Methodology

Regional Transit Authority

Pledge: 1% sales taxes collected throughout the city and county
Revenue detail: Tax is levied by the county, allocated to the transit system, and remitted directly to the trustee

Rationale: Independent transit board is appointed by multiple jurisdictions; operating risk of the transit system is not
captured in the county issuer rating

Regional Convention Center Authority

Pledge: Sales and hotel taxes collected throughout the city and county
Revenue detail: Tax is levied by the city and the county and assigned to the trustee through the conduit issuer

Rationale: The taxes are levied by multiple jurisdictions and therefore one issuer rating from which the instrument rating
would be notched cannot be determined

City Center Mall Project

Pledge: Sales taxes levied only at one specific mall, not city-wide
Revenue detail: Tax is levied by the state and remitted to the city monthly

Rationale: The taxes are levied on a geographic area significantly more narrow than the obligor’s overall economic base


Presenter Notes
Presentation Notes
Under our RFC, the analytic approach to this group will not change. The examples above would remain in the existing Special Tax methodology, and our proposed new approach in the RFC affects only the types of credits listed in the RFC, as shown in slide 11. 


Possible ratings impact if methodologies updated as proposed:

»  Approximately 50% of credits in the existing review 50%

»

Credits not going on

special tax methodology would be placed on
review for possible upgrade or downgrade

Most would go on review for possible upgrade,
and we expect most rating changes would be by
one notch

Possible credits going
on review for rating
change 50%



Methodology development process

9

Develop
methodology
proposal

Publish
Request for
Comment

Receive market
feedback

Consider
comments

Publish final
methodology



Questions and Answers



Thank you

Valentina Gomez
Vice President, Senior Analyst

— (212)553-4861

— Valentina.Gomez@moodys.com
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ollectively,

CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES ARE THEIR CURRENT OPINIONS OF THE RELATIVE FUTURE
CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MATERIALS, PRODUCTS,
SERVICES AND INFORMATION PUBLISHED OR OTHERWISE MADE AVAILABLE BY MOODY’S (COLLECTIVELY, “MATERIALS”) MAY
INCLUDE SUCH CURRENT OPINIONS. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF
DEFAULT OR IMPAIRMENT. SEE APPLICABLE MOODY’S RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION
ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY’S CREDIT RATINGS. CREDIT RATINGS DO
NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY.
CREDIT RATINGS, NON-CREDIT ASSESSMENTS (“ASSESSMENTS”), AND OTHER OPINIONS INCLUDED IN MOODY’S MATERIALS
ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S MATERIALS MAY ALSO INCLUDE QUANTITATIVE MODEL-
BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC.
AND/OR ITS AFFILIATES. MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND MATERIALS DO NOT CONSTITUTE
OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND
MATERIALS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES.
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND MATERIALS DO NOT COMMENT ON THE SUITABILITY OF AN
INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND OTHER OPINIONS
AND PUBLISHES OR OTHERWISE MAKES AVAILABLE ITS MATERIALS WITH THE EXPECTATION AND UNDERSTANDING THAT
EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND MATERIALS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS,
ASSESSMENTS, OTHER OPINIONS OR MATERIALS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT
YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF
SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART,
IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT. FOR
CLARITY, NO INFORMATION CONTAINED HEREIN MAY BE USED TO DEVELOP, IMPROVE, TRAIN OR RETRAIN ANY SOFTWARE
PROGRAM OR DATABASE, INCLUDING, BUT NOT LIMITED TO, FOR ANY ARTIFICIAL INTELLIGENCE, MACHINE LEARNING OR
NATURAL LANGUAGE PROCESSING SOFTWARE, ALGORITHM, METHODOLOGY AND/ OR MODEL.

MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND MATERIALS ARE NOT INTENDED FOR USE BY ANY PERSON AS A
BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD
RESULT IN THEM BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the
possibility of human or mechanical error as well as other factors, however, all information contained herein is provided “AS IS” without
warranty of any kind. MOODY'S adopts all necessary measures so that the information it uses in assigning a credit rating is of sufficient
quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received in the credit rating process
or in preparing its Materials.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim
liability to any person or entity for any indirect, special, consequential, or incidental losses or damages whatsoever arising from or in
connection with the information contained herein or the use of or inability to use any such information, even if MOODY’S or any of its
directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant
financial instrument is not the subject of a particular credit rating assigned by MOODY’S.
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To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers
disclaim liability for any direct or compensatory losses or damages caused to any person or entity, including but not limited to by any
negligence (but excluding fraud, willful misconduct or any other type of liability that, for the avoidance of doubt, by law cannot be
excluded) on the part of, or any contingency within or beyond the control of, MOODY'S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or
inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS
FOR ANY PARTICULAR PURPOSE OF ANY CREDIT RATING, ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE
BYMOODY’S IN ANY FORM OR MANNER WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that
most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by Moody’s Investors Service, Inc. have, prior to assignment of any credit rating, agreed to pay to Moody’s Investors
Service, Inc. for credit ratings opinions and services rendered by it. MCO and Moody’s Investors Service also maintain policies and
procedures to address the independence of Moody’s Investors Service credit ratings and credit rating processes. Information regarding
certain affiliations that may exist between directors of MCO and rated entities, and between entities who hold credit ratings from
Moody’s Investors Service, Inc. and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted
annually at www.moodys.com under the heading “Investor Relations —Corporate Governance —Charter Documents - Director and
Shareholder Affiliation Policy.”

Moody's SF Japan K.K., Moody's Local AR Agente de Calificacion de Riesgo S.A., Moody’s Local BR Agéncia de Classificagdo de Risco
LTDA, Moody’s Local MX S.A. de C.V, I.C.V., Moody's Local PE Clasificadora de Riesgo S.A., and Moody's Local PA Calificadora de
Riesgo S.A. (collectively, the “Moody’s Non-NRSRO CRAs”) are all indirectly wholly-owned credit rating agency subsidiaries of MCO.
None of the Moody’s Non-NRSRO CRAs is a Nationally Recognized Statistical Rating Organization.

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61003 399 657AFSL 336969 and/or Moody’s Analytics
Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended to be provided only to “wholesale
clients” within the meaning of section 761G of the Corporations Act 200 1. By continuing to access this document from within Australia,
you represent to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither
you nor the entity you represent will directly or indirectly disseminate this document or its contents to “retail clients” within the
meaning of section 761G of the Corporations Act 200 1. MOODY'S credit rating is an opinion as to the creditworthiness of a debt
obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors.

Additional terms for India only: Moody’s credit ratings, Assessments, other opinions and Materials are not intended to be and shall
not be relied upon or used by any users located in India in relation to securities listed or proposed to be listed on Indian stock
exchanges.

Additional terms with respect to Second Party Opinions (as defined in Moody’s Investors Service Rating Symbols and Definitions):
Please note that a Second Party Opinion (“SPO”) is not a “credit rating”. The issuance of SPOs is not a regulated activity in many
jurisdictions, including Singapore. JAPAN: In Japan, development and provision of SPOs fall under the category of “Ancillary
Businesses”, not “Credit Rating Business”, and are not subject to the regulations applicable to “Credit Rating Business” under the
Financial Instruments and Exchange Act of Japan and its relevant regulation. PRC: Any SPO: (1) does not constitute a PRC Green Bond
Assessment as defined under any relevant PRC laws or regulations; (2) cannot be included in any registration statement, offering
circular, prospectus or any other documents submitted to the PRC regulatory authorities or otherwise used to satisfy any PRC
regulatory disclosure requirement; and (3) cannot be used within the PRC for any regulatory purpose or for any other purpose which is
not permitted under relevant PRC laws or regulations. For the purposes of this disclaimer, “PRC” refers to the mainland of the
People’s Republic of China, excluding Hong Kong, Macau and Taiwan.
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