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Moody’s Rating and Surveillance Process
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Moody’s Public Finance Ratings
 The mission of the US Public Finance Group is to provide reliable and
independent opinions about the credit risk of states, cities, school districts and
other US municipal borrowers.
 We publish our opinions in the form of ratings, which rank debt issuers based on
their relative credit quality.
 We publish written research that explains our analysis and makes our rationale
transparent.
 We constantly strive to strengthen the quality, transparency and independence of
our credit ratings.
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Moody’s Rating Scale

Below investment grade (Ba or lower) does not indicate potential default
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The 6-Step Rating Process
Step 1:
Assignment

Step 2:
Methodology

Step 3:
Analysis

Step 4:
Discussions

Step 5:
Committee

Assignment

Methodology

Analysis

Discussions

Committee

The rating process
starts with the
assignment of a
Lead Analyst

The Lead Analyst
identifies the
appropriate
methodology

The Lead Analyst
gathers information
and begins to
analyze the credit

The Lead Analyst
holds a credit
discussion with
the Issuer (inperson/conference
call)

The Lead Analyst
develops a
recommendation
and presents it to
a committee of
senior analysts

Step 6:
Publication

Publication
The Lead Analyst
informs the
marketplace of
any rating actions
by publishing a
report
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US PFG Monitoring Framework
 We monitor every rating annually to maintain accuracy
 Outside of a new sale environment, surveillance is triggered by receipt of
new audited financial statements as well as any new material information
that could affect the rating
 Most ratings are deemed appropriate through various internal screens


If deemed not appropriate, the lead analyst will schedule a call and a rating committee may
be convened for possible rating action

Quantitative screens
(Threshold Filtering and Analyst Batch
Review)
Review by an analyst
(Individual Review)
Rating
Committee
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Update: Lease Methodology
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Lease Methodology
 Methodology Published in July 2016
 Our fundamental rating approach of notching downward from the GO rating,
primarily considering the financed assets “essentiality” and degree of legal
contingency incorporated into the financing’s legal structure
 Introduces a formal notching guide/scorecard
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Lease Methodology Notching Guide
» The scoring of the weakest, key rating factor determines the notching guidance
within the range established for each security (0-2 for lease-backed and AAOs;
2-4 for MOs)

» Final rating outcome incorporates all additional considerations
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Update: Annual Issuer Comment

Virginia GFOA , Fall 2016

11

Annual Issuer Comment Reports (AICR)
What Are Moody’s Annual Issuer Comment
Reports?
The Annual Issuer Comment Report is a research
publication that provides recent information related to
credit factors for US cities (including townships and
villages), counties and school districts with
outstanding Moody’s general obligation (and related)
ratings.
•

The reports present a summary and assessment
of key economic, demographic, financial and
operating information considered for each
issuer drawn from Moody’s databases in the
context of Moody’s ratings methodology. The
reports do not announce rating actions.

•

As long as Moody’s maintains a rating on any
portion of an issuer’s debt, we monitor that rating
at least once annually, even if an issuer does not
ask Moody’s to rate new debt.

•

The Annual Issuer Comment report will fill a
market gap for thousands of cities, counties and
school districts with outstanding Moody’s rated
GO debt and provide a research update in the
context of our key factors considered in our
rating methodology.
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Annual Issuer Comment Reports
How Does the Process Work?
We notify each issuer at least two weeks in
advance that we plan to publish an Annual
Issuer Comment report.
•

In addition, a draft of the report is
provided to each issuer for review and
comment to check for factual accuracy
and any inadvertent inclusion of nonpublic information prior to publication.

•

We ask issuers for their review and
feedback within three business days.

•

Each report contains information for the
appropriate contact people at
Moody’s. All questions related to the
content of the reports can be addressed
to the contact provided.

•

Since we are filling a market gap for
updated Moody’s research on rated
issuers, we will not omit issuers from
publication due to an issuer request.

If you have any questions, please contact
Chandra Ghosal at 212-553-1095.
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Virginia Outlook & Trends
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How is the Commonwealth doing?
 State is rated Aaa stable
 The Commonwealth's long standing history of conservative fiscal management
continues to be a credit strength.
 Virginia's economy historically has fared well through recessions because of the federal
government's sizeable presence in the state.
 While that remained true during the most recent downturn, Virginia's recovery has lagged the
nation partly due to federal downsizing.
 Federal employment and professional and business services each reflect slightly more than
18% of total state employment

 Unemployment rate continues to be among the lowest in the nation 3.9% (August 2016)
 Employment growth since the recession has largely lagged the nation, averaging only 1.2%
growth since 2010 compared to 1.7% for the nation.

 Moody’s Economy anticipates Virginia to regain its footing over the near-to-medium
term.
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State Benefits from Institutional Military Presence,
however, Defense Spending Cuts Continue to Loom

 Between 2011 and 2013, Virginia lost $9.8 billion in direct spending because of
the sequester
 Sequestration was indirectly or directly responsible for 102,525 Defense
Department jobs alone.
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Tourism and Port Activity help Diversify the State
Economy
Visitor Spending
3.50

3.00
ARLINGTON
FAIRFAX

2.50

$ billions

LOUDOUN

VIRGINIA BEACH CITY

2.00

HENRICO
ALEXANDRIA CITY

1.50

NORFOLK CITY
RICHMOND CITY

1.00

WILLIAMSBURG CITY
PRINCE WILLIAM

0.50

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

 Domestic travelers spent $23 billion on transportation, lodging, food, amusement
and recreation, as well as retail shopping in Virginia in 2015.
 This represents a 2.3% increase.
 Virginia Port Authority (Aa1) continues to provide strength to the state economy
 In March of 2016 state approved additional $350M in funding. The $350 million capital
component covers nearly 25% of VPA’s identified capital spending between now and
2024.
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Coastal Area Faces Long-Run Risks from Recurring
Flooding
 The economy benefits from its coastal location, but that poses long-run risks
from increased flooding events.
 Coastal Virginia is expected to be the among the hardest hit areas since much of
its coastal land is sinking
 It is possible that in the next 75 to 100 years up to 50% of the population of Hampton,
Norfolk, and Virginia Beach could have to relocate
 Damage costs from a future severe storm and flooding event could far exceed $10
billion, according to a planning report by the Hampton Roads Planning District
Commission.

 In the near-term, more frequent flooding and storm damage could have negative
impacts on economic activity.
 Land use and risk planning along with preventative investments and regional
cooperation have thus far prevented any significant credit impact from flooding
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Virginia Local Governments Remain Relatively Stable
and Highly Rated
Rating Changes in Virginia Local Governments (Counties)
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Virginia Local Governments Remain Relatively Stable
and Highly Rated

Rating Changes in Virginia Local Governments (Cities)
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Median Fund Balance Trails National Medians
Median Fund Balance as % of Revenues
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School Operations, Capital Borrowing Influence Debt
Profiles
Debt Burden (Overall net debt as % of FV)
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Virginia Local Governments Benefit from Strong
Institutional Framework
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Overall Virginia Local Governments Remain Strong

 Strong management continues to be crucial in maintaining credit quality across the
sector.
 Median rating in VA for cities and counties Aa2.
 Aaa institutional framework.
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Green Bonds Assessment (GBA)
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Green Bonds Assessment (GBA) Overview
Green Bonds
• Green bonds are no different than conventional
bonds, except that bond proceeds are earmarked for
environmentally beneficial projects.
• Issued by corporations, financial institutions,
development banks, sub-sovereign, US public
finance, and in form of structured transactions.
• About $135 billion issued to-date (6/30/2016).

Initiative & Motivation
•

One leg of Moody’s ESG initiative.

•

Role for Moody’s in promoting further disclosure
and transparency and set a standard for green
bond issuances across sectors and geographies.

•

Meet needs of issuers and investors.

•

First NRSO to offer GBA.

Process

GBA Assessment
•

Forward looking opinion of the relative
effectiveness of an issuer’s approach to
managing, administering, allocating proceeds to
and reporting on environmental projects financed
with green bond proceeds.

• Requested assessment.

•

Five key factors analyzed, using a scorecard.

•

Grades range from GB1-GB5.

• Committee process; PR and green bond report
disseminated.

• Publicly available information, supplemented by
issuer provided input.
• Issuer interaction.

• Annual refresh or in line with issuer’s reporting
cycle on use of proceeds.
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Assessment Factors
Factor

Considerations

Organization*

The organization’s mission to set goals, develop a broad
strategic framework for the deployment of green bond
proceeds, and evaluate, select as well as approve individual
projects.

Use of Proceeds

% of proceeds allocated and the deployment of proceeds to
eligible environmental projects.

Disclosure on the Use of
Proceeds

The quality and transparency of project disclosures as well as
project funding practices.

Management of
Proceeds

Practices and procedures applicable to the allocation and
tracking of proceeds, temporary investment practices pending
distribution or investment in eligible projects, as well as the
robustness and clarity of proposed public disclosure methods
around these processes.

Ongoing Reporting and
Disclosure

Transparency, quality and frequency of reporting and
disclosure practices, as well monitoring methods.

*Applies to unit within the issuer that oversees green bond program
Virginia GFOA , Fall 2016
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Green Bonds Assessment Scorecard
Assessment Factor
1. Organization

Weight

Explanation
•

Each of the five factors is scored on a
scale from 1 to 5.

•

For factors 1, 3, 4, and 5, scoring is
based on the number of sub-factors
for which the stated criteria is
satisfied.

•

For example, in order to achieve a
factor score of 1 the criteria for all five
sub-factors must be satisfied. In the
same way, in order to achieve a score
of 2, four of the five sub-factors must
be satisfied, etc. In contrast, scoring
for factor 2 is based on qualitative and
quantitative gradations that are
shown in the scorecard.

15%

2. Use of proceeds

40%

3. Disclosure on the use
of proceeds

10%

4. Management of
proceeds

15%

5. Ongoing reporting
and disclosure

20%
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Focus on Factor 2: Use of Proceeds (40%)
Score Sub-factor
1

>95% - 100% of proceeds allocated to eligible project categories that are determined based on the issuer’s
adopted policies and the categories established under the Green Bond Principles that will be further informed
by one or more robust and widely recognized green bond frameworks or taxonomies that qualify eligible
projects, including any applicable regulatory guidelines.

2

90% - <95% of proceeds allocated to eligible project categories that are determined based on the issuer’s
adopted policies and the categories established under the Green Bond Principles that will be further informed
by one or more robust and widely recognized green bond frameworks or taxonomies that qualify eligible
projects, including any applicable regulatory guidelines.

3

80% - <90% of proceeds allocated to eligible project categories that are determined based on the issuer’s
adopted policies and the categories established under the Green Bond Principles that will be further informed
by one or more robust and widely recognized green bond frameworks or taxonomies that qualify eligible
projects, including any applicable regulatory guidelines.

4

50% - <80% of proceeds allocated to eligible project categories that are determined based on the issuer’s
adopted policies and the categories established under the Green Bond Principles that will be further informed
by one or more robust and widely recognized green bond frameworks or taxonomies that qualify eligible
projects, including any applicable regulatory guidelines.

5

<50% of proceeds allocated to eligible projects that are determined based on the issuer’s adopted policies
and the categories established under the Green Bond Principles that will be further informed by one or more
robust and widely recognized green bond frameworks or taxonomies that qualify eligible projects, including
any applicable regulatory guidelines.
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Assessment Factors/Sub-Factors
1. Organization (15%)

4. Management of Proceeds (15%)

Environmental governance and organization structure appears
to be effective.

Bond proceeds are segregated and separately tracked on an
accounting basis or via a method by which proceeds are
earmarked.

Policies and procedures enable rigorous review and decision
making processes.
Qualified and experienced personnel and/or reliance on
qualified third parties.

Application of proceeds is tracked by environmental category
and project type.

Robust process for reconciling planned investments against
actual allocations.

Explicit and comprehensive criteria for investment selection,
including measurable impact results.

Clear eligibility rules for investment of cash balances.

External evaluations for decision making in line with project
characteristics.

Audit by external organization or independent internal audit
unit.

3. Disclosure/Use of Proceeds (10%)

5. Ongoing Reporting/Discl. (20%)

Description of green projects, including portfolio level
descriptions, actual and/or intended.

Reporting and disclosure post issuance provides/to be
provided detailed and timely status updates on projects.

Adequacy of funding and/or strategies to complete projects.

Ongoing annual reporting is expected over the life of the bond.
Disclosures provide granular detail on the nature of the
investments and/or their expected environmental impacts.

Quantitative and/or qualitative descriptions for targeted
environmental results.
Methods and criteria, both qualitative or quantitative, for
calculating performance against targeted environmental results.
Issuer relies on external assurances: Second party reviews,
audits and/or third party certifications.

Reporting provides/to be provided a quantitative and/or
qualitative assessment of the environmental impacts actually
realized to-date.
Reporting includes/to include quantitative and/or qualitative
explanations of how the realized environmental impacts
compare to projections at the time the bonds were sold.
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Green Bonds Assessment Scorecard
GB1

GB2

GB3

GB4

GB5

< 1.5

1.5 - 2.5

2.5 - 3.5

3.5 - 4.5

> 4.5

•

The numerical score for each factor is multiplied by the weight for that factor with
the results then summed to produce a composite weighted-factor score

•

The composite weighted factor score is then mapped back to an overall score
using the legend above

•

Due to its over-arching importance, scores of 4 and 5 in the Use of Proceeds
factor will cap the scorecard outcome and will generally cap the GBA grade at the
corresponding levels, i.e. GB4 and GB5.
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GBA Scorecard Illustration
Assessment
Factor
Org. structure
& decisions
Use of
proceeds

Weight

Green
Bond X

Green
Bond Y
Grade

15%
40%

1
1

2

1

Management
of proceeds

10%

3

1

Average
weighted score
Grade
Definition

20%

1

GB2

Green bond issuer has adopted a very good approach
to manage, administer, allocate proceeds to and report
on environmental projects financed with proceeds
derived from green bond offerings. Prospects for
achieving stated environmental objectives are very
good.

GB3

Green bond issuer has adopted a good approach to
manage, administer, allocate proceeds to and report
on environmental projects financed with proceeds
derived from green bond offerings. Prospects for
achieving stated environmental objectives are good.

GB4

Green bond issuer has adopted a fair approach to
manage, administer, allocate proceeds to and report
on environmental projects financed with proceeds
derived from green bond offerings. Prospects for
achieving stated environmental objectives are fair.

GB5

Green bond issuer has adopted a poor approach to
manage, administer, allocate proceeds to and report
on environmental projects financed with proceeds
derived from green bond offerings. Prospects for
achieving stated environmental objectives are poor.

1

1.4

1

GB1

GB5

Excellent

GB1

5

15%

Poor

Definitions
Green bond issuer has adopted an excellent approach
to manage, administer, allocate proceeds to and report
on environmental projects financed with proceeds
derived from green bond offerings. Prospects for
achieving stated environmental objectives are
excellent.

1

Disclosure on
use of
proceeds

Ongoing
reporting/discl.

Assessment Scale and Definitions
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Green Bonds Assessment Process
• Initial assessment: Relevant governing documentation, regulatory filings,
issuer reports and presentations, if any, as well as all other publicly available
information. Also, direct engagement and dialogue with the issuer.
• The combined inputs are used to evaluate the transaction, via a scorecard.
• GB grade will be assigned by Committee.
• GBA will be disseminated publicly via a press release distributed through
various newswire services.
• This is followed by the publication of a GBA Report that will also be available
to investors on Moodys.com.
• Assessment may be refreshed periodically to take into consideration the
application of proceeds, reported progress against the initial plans for
investments and their environmental impacts, and continuing issuer
disclosures.
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Assignment of GBA Assessments
Issuer

Use of Proceeds

GBA

Obvion GREEN STORM
2016 B.V.

Energy efficient residential
mortgage backed securities

GB1

TenneT Holding B.V.

Transmission of renewable
energy from offshore power
plants to the onshore
electricity grid in Germany

GB1

City of Gothenburg

Various environmental
projects. Examples:
GoBigGas, The Bicycle City
and sustainable housing

GB1

Upper Mohawk Valley
Regional Water Finance
Authority, NY

Sustainable water
management

GB1
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Largest 10 US PFG Issuers 2007 – 2016 1st Half
Issuer

Amount
Issued (USD
State
millions) Month of Issue

Central Puget Sound Regional Transit Authority

WA

793

Sep-15

MTA

NY

783

Feb-16

Massachusetts Water Resources Authority

MA

682

May-16

MTA

NY

588

May-16

California Infrastructure and Economic Development Bank

CA

411

Apr-16

New York State Environmental Facilities Corp.

NY

367

Aug-15

Commonwealth of Massachusetts

MA

350

Sep-14

District of Columbia Water and Sewer Authority

DC

350

Jul-14

City of Cleveland, OH

OHIO

324

Apr-16

Iowa Finance Authority

IOWA

322

Feb-15
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Moody’s Green Bonds Topic Page
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Virginia
Local Government Team
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Virginia Local Governments Ratings Team

Leonard Jones

Greg Lipitz

Managing Director
(212) 553-3806
leonard.jones@moodys.com

VP-Senior Credit Office/Manager
(212) 553-7782
gregory.lipitz@moodys.com

Edna Mariñelarena
Analyst
(212) 553-1383
edna.marinelarena@moodys.com

Dan Rempe
Associate Analyst
(212) 553-4750
daniel.rempe@moodys.com

Tiphany Lee-Allen
(State Lead)
AVPAnalyst
(212) 553-4772
tiphany.lee-allen@moodys.com

Evan Hess
Associate Analyst
(212) 553-3910
evan.hess@moodys.com
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QUESTIONS?
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consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK
or MSFJ (as applicable) for appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.
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