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Sector-Based Methodologies

US PFG has  moved several government sectors  into sector-based methodologies  that rate certain debt ins truments  
relative to the entity’s  is suer rating
 US K-12 Public Schools  (January 20 21)
 US States  & Territories  (March 20 22)
 Cities  & Counties  (November 20 22)

On January 16, Moody’s  published an RFC on a proposed update to the US Special Tax Methodology that would rate 
certain ins truments  relative to the entity’s  is suer rating
 This  proposal reflects  our view that the general economic, operational and financial profiles  of the 

governments  are a primary driver of credit s trength or weakness  for many special tax debt ins truments
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What is a special tax instrument?
 Pledge of special taxes, fees, assessments and similar revenues - 
other than real property taxes



Remain in existing Special Tax 
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Presenter Notes
Presentation Notes
It is the issuer rating of the related state, C&C or K-12 that owns the pledged revenueSpecial Tax Pledges: Analytic RationaleAssign instrument-level ratings to in-scope special tax instruments in relation to the issuer rating of their respective local or state governmentThe 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 instrumentsThe 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



Special tax pledges: Illustrative notching



Identifying the issuer rating

» 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

» 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

» 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

Instrument has an issuer rating Instrument lacks an issuer rating
Group A Group B Group C

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

Proposed special tax ins trument 
cons iderations Exis ting Special Tax 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. 



» Approximately 50% of credits in the existing 
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 ratings impact if methodologies updated as proposed:
 

Credits not going on 
review 50%

Possible credits going 
on review for rating 

change 50%



Methodology development process
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methodology



Questions and Answers



Thank you
Valentina Gomez
Vice President, Senior Analyst
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