






Top 10 Management Characteristics Of Highly Rated Credits In U.S. Public Finance

economic development (contributing infrastructure to a developer or industry) or quality of life (stadiums). These

projects come with an upfront budget cost, but can have multiyear budget impacts. Projects can be sold as

self-supporting, but may potentially be a drain on taxing resources.

s. Long-term planning for all liabilities of a government, including pension obligations, other post
employment benefits and other contingent obligations would be optimal and allow for comprehensive
assessment of future budgetary risks
This area of analysis should be comprehensive and include the "whole of government" approach. The nature of

government services can create unexpected contingent obligations, or "off balance sheet" liabilities that could

ultimately affect taxing resources. Unfunded pension liabilities have been disclosed in detail for years and this

disclosure has enhanced the transparency of funding obligations in both the current year, and future years.

Disclosure of this liability has also focused attention and planning on ways to improve funding levels. The new

GASB Statement 45 requiring disclosure of liabilities associated with other post employment benefits (OPEB) will

highlight some significant future liabilities for many governments. Given the rate of growth in health insurance costs

and current demographic trends, greater transparency in this area will allow for advance development of funding

and management solutions. Other areas of government operations and services have also resulted in budget pressure

that may fall out of the traditional general fund focus. Hospital and nursing home operations, as well as various

other enterprise operations have caused funding challenges at the local level, even when there is no clear legal

responsibility for the government to provide funding. At the state level, local government fiscal difficulties can

increase and become a funding challenge for the state.

6. A debt affordability model in place to evaluate future debt profile
Recently, state and local governments have developed debt affordability models. The impact of these models on a

long-term credit rating will be dependent on how the model is established and used by the government, and the

track record in adhering to the affordability parameters established in the model. There is no question that the

process enhances the capital budgeting and related policy decisions regarding debt issuance and amortization.

7. A pay-as-you-go financing strategy as part of the operating and capital budget.
Pay-as-you-go financing can be a sound financing policy. Not only does it lower debt service costs, but also it

provides operating budget flexibility when the economy or revenue growth slows. This is a more significant

financing option when tax revenue growth in many areas can be considered extraordinary. A better match can be

achieved between non-recurring revenues and non-recurring expenditures if this type of financing is used.

8. A multiyear financial plan in place that considers the affordability of actions or plans before they are
part of the annual budget.
It is important that this plan is comprehensive. During a sustained economic recovery, program enhancements and

tax reductions are natural. Pension funds that performed at record levels can provide incentive to expand or enhance

.benefits. As these program enhancements and tax reduction programs are incorporated on a long-term basis, it is

important that management and elected officials understand the implications of any funding change. Elected officials

will be ultimately responsible for the decisions necessary to restore out-year budget balance. Multiyear planning can

be an important part of this process. The reality of government finance today is that even when there is legal

authority to raise taxes, there may not be a practical ability to do so because it is politically unpopular. Standard &

Poor's realizes that the out-years of a multiyear plan are subject to significant change. They provide a model to

evaluate how various budget initiatives affect out-year revenues, spending and reserve levels. These plans will often

have out-year gaps projected, which allows governments to work out, in advance, the optimal method of restoring
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fiscal balance.

9. Effective management and information systems
Investing in systems that improve the efficiency and effectiveness of a government unit and enhance overall service

delivery is a positive financial management tool. Investment in financial management and information technology

infrastructure has been significant during the past decade. To the extent that these changes improve financial

reporting and monitoring capabilities, they enhance transparency and are viewed as a positive credit factor.

10. A well-defined and coordinated economic development strategy
Economic development programs have expanded rapidly over the last 20 years. The question for state and local

governments now is not whether there should be a formal economic development program, but rather how

significant a resource commitment should be dedicated to running these programs and offering incentives. These are

clearly government policy decisions involving cost benefit analysis that are generally outside the credit rating

process. However, if these economic development programs and strategies create employment, enhance

diversification, and generate solid income growth, they could have a positive effect on a government credit rating

over the long-term. To the extent that there is a net revenue benefit to a government, it could also be a positive

credit factor. Economic development strategies have increasingly become regional in nature and there has been a

more coordinated approach between state and local governments.
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