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Current infrastructure
funding environment

US infrastructure spending is below historical levels
 Nominal state and local infrastructure spending relative to GDP has steadily declined since 2009
 Keeping spending at 2.5% of GDP since 2009 would have meant $800 billion additional
investment in fixed assets
 Fixed assets include structures, roads, and equipment used for a year or more
S&L investment if maintained at 2009 levels (left axis)
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New money municipal bond issuance has been low relatively to recent past
New Money Municipal Bond Issuance
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While funding has declined, the need has risen
» American Society of Civil Engineers assigns a grade of “D” or “poor, at risk”
to US infrastructure assets
» US DOT estimates $836 billion backlog of unmet capital investment needs
for highways and bridges

» US EPA estimates water systems will need $473 billion and sewer systems
will need $270 billion over the next 20 years
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What issuer-specific
infrastructure data is
available?

Government audits provide some insight into
infrastructure asset condition
» Book value of capital assets held by the government, mostly consisting of
infrastructure, buildings and equipment
» Annual additions to capital, capital expenditures and depreciation expenses
» With this information, we can get a sense of whether the condition of existing
capital assets and infrastructure are improving or deteriorating
» What this data will not tell you is whether there is adequate investment in new
infrastructure or how the current infrastructure is actually performing
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Accounting data supports calculation of a few key
ratios
Capital Asset
Reinvestment Ratio

Remaining Useful Life
of Assets

Average Age of Assets

Capital Assets, Net of
Depreciation

Ratio of additions to capital
to current year depreciation
expense

Ratio of depreciable capital
assets to current year
depreciation expense

Ratio of accumulated
depreciation to current year
depreciation expense

Book value of capital assets

» Ratios at 1.0 suggest that
system-wide asset
condition remains
unchanged from year to
year

» A reduction estimated
remaining useful life can
indicate under-investment
in key capital assets

» An increase in estimated
average age of assets
can indicate that capital
assets are reaching the
end of their useful life

» Changes in the value of
capital assets can
indicate government’s
annual investment, or lack
thereof
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Moody’s methodologies assess infrastructure
condition
» Moody’s methodologies consider both quantitative assessments derived from accounting data, such as
remaining useful life of assets, along with qualitative assessments, such as adequacy of capital planning, to
compare infrastructure conditions across individual credits
From the Municipal Utility Revenue Debt Methodology:
“…Central to our analysis of capital adequacy is an assessment of how utilities “fund depreciation,” meaning make capital replacements and
repairs to address aging plant and equipment. The consequences of failing to fund depreciation can be costly. Implicit in this measure is the
concept of deferred capital investment. Utilities that delay investing in their systems, replacing aging plant and equipment, and modernizing
their facilities often find it more expensive to do so later. Capital investments are ordinarily more expensive when deferred. Further, systems
whose facilities deteriorate often run afoul of environmental regulations. The failure to fund depreciation, which will manifest as a declining
useful remaining life, can lead to sewage overflows, inflow and infiltration problems, or non-compliant wastewater discharges, resulting in civil
fines, litigation, or regulatory consent decrees. These are usually more expensive than funding depreciation through a prudent multi-year capital
plan that replaces assets as they deteriorate or break down.”
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Audited data does not tell the whole story
» Operational data can be extremely useful to supplement the financial audit data

» Examples:
– American Water Works Association introduced a methodology to measure
leakage across water utilities– high leakage levels indicate aging and
deteriorating pipelines
– US DOT and NTSB publishes trends in rail road incidents, from fires to
derailments on an annual basis
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3

A look ahead

Infrastructure is needed to support regional
economic growth
» Amazon’s HQ2 RFP focuses heavily on a region’s infrastructure assets

Source: Amazon HQ2 RFP
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Future Considerations
» More state and local funding likely needed, but may be difficult due to rising fixed
costs, including pensions
» Lack of adequate investment is a long term problem until it’s not
» In the short term, capital investment is a balance sheet and income statement
issue–fixed costs and debt affordability
» Over the long term, its an issue of the competitiveness and viability of a credit’s
economic base
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ENVIRONMENTAL SOCIAL GOVERNANCE (ESG)
RELEVANCE SCORES
Transparently displaying how ESG impacts every rating
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What is the ESG Relevance Score?

… and why are we doing it
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We Are Measuring Which ESG Risks Appear in Our Ratings
• ESG Relevance Scores provide greater transparency
on the intersection of ESG risks with rating decisions
under our existing rating criteria.
• Sector-specific ESG issues are scored on a scale of
1-5 based on the its relevance to the rating decision,
on an issuer-by-issuer basis.
• They are observational, so by definition, no existing
public finance rating will change as a result of
introducing the ESG Relevance Scores.
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We Are NOT Measuring ESG Risk Itself






• The ESG Relevance Scores do not make value
judgments on whether a government engages in good
or bad ESG practices.
• So they are not an assessment of its “greenness”,
“social responsibility” or a ranking of the quality of its
standards of “governance”.
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How Are We Defining Relevance?

Relevance Score

5
4
3
2
1

Definition

Highly relevant, a key rating driver that has a significant impact on the entity’s rating or
outlook on an individual basis.

Relevant to rating, but has an impact on the entity rating in combination with other
factors.
Minimally relevant to rating, either very low impact or actively managed in a way that
results in no impact on the entity rating.
Irrelevant to the entity rating, but relevant to the sector.
Irrelevant to the entity rating and irrelevant to the sector.
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How to Interpret ESG Relevance Scores

Relevance
Score

Interpretation

5

A 5 signifies that the issue has an impact on the rating on a stand-alone basis.

4

A score of 4 indicates that the ESG issue, in combination with other factors, has an impact on the credit rating.

3

A score of 3 is the most commonly assigned score. Our credit analysts assign a score of 3 for ESG issues
that are minimally relevant to the entity rating, either due to very low credit impact or because the entity is actively
managing the issue in a way that results in no material impact on the credit rating.

2
1

Scores of 2 are assigned where sector-specific issues are relevant to the sector but irrelevant to the specific entity’s credit
rating. Scores of 1 and 2 convey a pronounced individual absence of credit risk for that ESG issue within the entity’s
credit rating.
In cases where sector-specific issues are not applicable, generally all entities within that sector will receive a default
score of 1.
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2

How Will the ESG Relevance Score Work?

Breaking it Down

26

Introducing the ESG Relevance Navigator
• The ESG Relevance Scores
are displayed in a one-page
standalone Ratings Navigator
research product, which is
updated after each rating
review.

• The ESG Relevance
Navigator will appear with
other published research
tagged to the issuer.
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FAQ’s
1.

Does Fitch Expect the Relevance Scores to Change Over Time?
The ESG Relevance Scores reflect the relevance of an ESG element to a given rating
decision. As individual ratings are reviewed, the factors that influence those ratings
inevitably change over time. Those changes will be reflected in updated ESG Relevance
Scores and communicated via the Navigator section of our issuer reports.

2.

Will we review ESG Relevance Scores separately to credit ratings?
No. ESG Relevance Scores are observational on rating actions, so, after the first roll-out,
they will be reviewed at the same time.
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FAQ’s
3.

Will issuers be able to review their ESG Relevance Scores before we publish
them?
ESG Relevance Scores relate to our existing ratings. There is thus, strictly
speaking, no new rating information within them. However, Fitch will send
issuers 2 separate email notifications, roughly 2 weeks and 24-48 business
hours prior to the publication of the ESG Relevance Scores. The final email
notification will include a draft special report and an excel file with the ESG
Relevance Scores for all state and local government issuers.

4.

Can issuers 'appeal' any of their ESG Relevance Scores, or ask that we change
them?

ESG scores are a research product, therefore there is no appeal process. We do not
permit issuers to make editorial changes to our research reports, so it is unlikely that
a comment to change the ESG score or commentary would be acceptable. As always,
if something in our work is either factually inaccurate or confidential, we can accept
edits.
29

FAQ’s
5.

If an issuer is downgraded because of an ESG related factor, how long does that
factor remain at an elevated ESG score?
The '5' score would be retained on the ESG related factor until the next analytical review,
when it is deemed no longer the driver of the current action, but may nonetheless remain at
‘4’.

6.

Is all bad management (strategy and operational) a Governance issue for ESG
Relevance Score purposes?
Bad strategic management is not an ESG issue; bad operational management (fines related
to accidents, legal penalties, bribery or other illegal activity, or non-compliance with water drinking
standards, for example) is a Governance issue under ESG. If it is the deciding factor in a rating, it
can be ranked '5'.
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FAQ’s
7.

Is an issuer with a markedly "anti-environmental" stance, or which practices racial, gender or
other discrimination marked down on ESG Relevance Scores?
Pangea Oil lobbies in its public statements as an entity against global warming science, including
substantial donations to anti-warming advocates, none of which has affected its financial or
operating performance. Shortbread Craftware is managed by a CEO who has a vocal stance on a
variety of social issues. The company has been the subject of a number of boycotts, which have not
impacted financial or operating performance.
Neither Pangea nor Shortbread would attract a score higher than '3' (on ‘Hazardous Materials’
and ‘D&I’ respectively) as the positions they advocate do not impact the rating.
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3

Basic Questions
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Basic Questions
•

When is the roll-out date?
The ‘go-live’ date is scheduled for May 7.

•

Where Can I Find More Information?
https://www.fitchratings.com/site/esg

•

Who Do I Go To With Questions?
Sustainable Finance (SUF) Contacts:

-

Sara Anzinger, Director

(646) 582-4857

-

Savannah Irving, Associate Analyst

(646) 582-4460

-

Gabriel Rudansky, Associate Analyst

(646) 582-3464
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Fitch Ratings’ credit ratings rely on factual information received from issuers and
other sources.
Fitch Ratings cannot ensure that all such information will be accurate and complete.
Further, ratings are inherently forward-looking, embody assumptions and predictions
that by their nature cannot be verified as facts, and can be affected by future events
or conditions that were not anticipated at the time a rating was issued or affirmed.
The information in this presentation is provided “as is” without any representation or
warranty. A Fitch Ratings credit rating is an opinion as to the creditworthiness of a
security and does not address the risk of loss due to risks other than credit risk,

unless such risk is specifically mentioned. A Fitch Ratings report is not a substitute
for information provided to investors by the issuer and its agents in connection with a
sale of securities.
Ratings may be changed or withdrawn at any time for any reason in the sole
discretion of Fitch Ratings. The agency does not provide investment advice of any
sort. Ratings are not a recommendation to buy, sell, or hold any security.
ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS AND
THE TERMS OF USE OF SUCH RATINGS AT WWW.FITCHRATINGS.COM.
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Emerging Risk: Cybersecurity Events
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Credit Risks Facing Public Finance in 2019

PENSIONS

INFRASTRUCTURE

FISCAL SUSTAINABILITY

CYBER SECURITY

DISRUPTION

CREDIT CYCLE PEAK

ESG/GREEN BONDS

FEDERAL FISCAL
AND POLICY

37

Cybersecurity and Credit Ratings
Immediate Liquidity risk – Long-term Credit risk

Prevention

Risk
Assessments

Response

Transparency

Recovery

Costs

Infrastructure
Investments

Liquidity

Contingent
Liabilities

Employee
Training

Accountability

Constituent
Trust
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Cybersecurity and Credit Ratings
Questions for Issuers

These are meant to start a discussion and help S&P Global gauge management
preparedness. Should we find that an event has occurred, follow-up questions will be
needed.

Where do you see your greatest
exposure to cyber risks?

What type of planning have you
done for cyber mitigation or
cyber response?

What impact has cyber security
had on liquidity?

An open question to get info on
management preparedness

A question to gauge actions taken
to date

A question to see if issuers spent
money on preparation or on
ransom
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Cybersecurity and Credit Ratings
Select criteria sections – in all cases the entire criteria is applied

U.S. Local Governments General Obligation Ratings: Methodology And Assumptions, Sept.
12, 2013
• P35 – Structural imbalance in part driven by “unplanned fund balance drawdowns”

• P48 - Management -- “A government's ability to implement timely and sound financial and
operational decisions in response to economic and fiscal demands is a primary determinant of
near-term changes in credit quality.”
• P63 – Flexibility – “The criteria separately assess local political support for increases…”
• P65 – Performance – Negative qualitative adjustment for “Expected structural deterioration”

Private & Confidential
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S&P Research Cybersecurity Research on SPratings.com
•

“Through The ESG Lens: How Environmental, Social, And Governance Factors Are Incorporated Into U.S.
Public Finance Ratings,” Oct. 10, 2018

•

“For Many Muni Issuers, Technology Brings Financial Benefits, But Also Increasing Credit Risks,” Aug. 22,
2018

•

“Blockchain Is Coming To Muniland, And The Changes Could Be Significant,” Jul. 30, 2018

•

“Cyberattacks Pose A Real, If Varying, Credit Risk Across U.S. Public Finance Sectors,” Sept. 20, 2017

Nora Wittstruck
Director – Lead Analyst
Local Governments
T: 212.438.8589

nora.wittstruck@spglobal.com
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Australia
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