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S&P Criteria Changes Could Trigger a
Wave of Upgrades
S&P has proposed a methodology change in the way it rates general credit ratings (general
obligation pledges or issuer credit ratings) of local government issuers in the United States.
The change would affect issuers that are not states and are not special purpose districts,
and would include: cities, counties, towns, villages, townships, and boroughs and other
local governments. The change specifically excludes states and state agency ratings and
ratings on special purpose districts such as school districts, park districts, special taxing
districts and other such issuers.
The purpose of S&P’s proposed methodology change is to introduce into U.S. local issuer
ratings “use of the same major elements as [S&P’s] criteria for rating local and regional
governments outside the U.S. Specifically, the proposed criteria assign ratings based on
the assessment of the government’s institutional framework, economy, management,
budgetary flexibility, budgetary performance, liquidity, and debt and contingent liability
scores.” In practice, S&P’s proposed new methodology is designed to introduce more
transparency into the ratings process.
S&P issued its proposed methodology criteria and requested comments from market
participants by early June. S&P intends to incorporate feedback from market participants
into its final criteria. Our expectation would be that there would be no finalization of the
new criteria until late 2012 at the earliest. Therefore, we would not expect to see any rating
changes from the final revised local government rating criteria until at least early 2013, and
possibly considerably longer.

Impacts of the Methodology Change
S&P’s initial testing of its proposed methodology suggests that 32% of outstanding local
government ratings would increase as a result of the new approach. Approximately 65%
of ratings would remain the same, while roughly 3% of ratings would decrease. S&P
estimates that rating changes (up or down) would generally be one notch (e.g., an upgrade
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to AA- from A+). S&P states that it maintains ratings for more than 3,800 governments that
would be affected by the new methodology, suggesting that at implementation S&P would
upgrade more than 1,200 local issuers’ G.O. ratings.
The impacts of the proposed changes would reach farther than just local government G.O.
ratings. S&P also rates thousands of additional issues that are secured by appropriation
pledges or credit support agreements of various types from local issuers. These include
structures such as lease revenue bonds, certificates of participation (COPs), debt service
reserve guarantees, special assessment support agreements, and many other individual
structures. Any changes to a local issuer’s general credit ratings would be expected to
also affect other bonds secured by payments from that issuer. For example, City A with a
G.O. rating of AA- might have lease revenue bonds outstanding that are rated A+ based
on the City A’s pledge to appropriate payments annually. It might also have issued COPs for
a project that are rated A based on the structure of the transaction and the city appropriated
funds that flow through to make debt service payments. Absent any changes to the way
S&P rates the relationships between local issuers and their appropriation obligations, we
would expect that an upgrade of City A’s general credit rating under the new criteria to
AA from AA- would also raise the ratings on the lease revenue bonds and on the COPs, to
AA- and A+, respectively. Therefore, the potential universe of rating changes resulting from
the new methodology could be many multiples of the approximately 1,300 issuers that S&P
expects would be upgraded or downgraded.
We have begun to review the details of S&P proposed criteria changes, and we will continue
to monitor and comment on the impacts we expect for municipal investors.

Brian Tournier
Director of Research
Ascent Investment Partners
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Disclosure: This newsletter is limited to the dissemination of general information pertaining to
Ascent Investment Partners, LLC’s (“Ascent Investment Partners”) investment advisory services
and general economic market conditions. The information contained herein should not be
construed as personalized investment advice, and should not be considered as a solicitation
to buy or sell any security or engage in a particular investment strategy. There is no guarantee
that the views and opinions expressed in this newsletter will come to pass.
Ascent Investment Partners is an SEC registered investment adviser with its principal place
of business in the State of Missouri. Ascent Investment Partners and its representatives are
in compliance with the current registration and notice filing requirements imposed upon
registered investment advisers by those states in which such registration or notice filing is
required. Ascent Investment Partners may only transact business in those states in which
it is noticed filed, or qualifies for an exemption or exclusion from notice filing requirements.
Any subsequent, direct communication by Ascent Investment Partners with a prospective
client shall be conducted by a representative that is either registered or qualifies for an
exemption or exclusion from registration in the state where the prospective client resides. For
information pertaining to the registration status of Ascent Investment Partners, please contact
Ascent Investment Partners or refer to the Investment Adviser Public Disclosure web site
(www.adviserinfo.sec.gov). For additional information about Ascent Investment Partners, including
fees and services, send for our Disclosure Brochure using the contact information herein.
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