FY 2017 Recommended Budget
Budget Question
Board Question #: 102

BUDGET QUESTION: What is the difference in interest rates at A, AA, AAA ratings? Compare
the interest costs on a $1 million bond at each of these rating categories.
RESPONSE: The difference in interest rates from one bond rating grade to another is known
as the “spread.” The spread is dependent upon supply and demand in the bond market. To
answer this question, staff is using data provided by Davenport (the County’s financial
advisors) following our last transaction in the bond market. This data is from Davenport’s
September 22, 2015 presentation to the Board.
Interest Rate Spreads
Between A and AA
0.38%
Between AA and AAA
0.23%
Given the rates assumed for this summer’s bond issuances, the difference in total interest
costs for $1 million at A, AA and AAA are estimated as follows for a 20‐year bond assuming
level principal payout:

Rating
A
AA
AAA

Interest Costs for $1M Over 20‐Year Term
Assumed Interest Rate
Total 20‐yr Interest Costs
4.13%
$433,650
3.75%
$393,750
3.52%
$369,600

Staff realizes that the reduction of an estimated 0.23% in our interest rate if we were to be
upgraded to an AAA rating is a seemingly small percentage difference. However, that
difference in the interest rate amounts to $3.1 million over the term of the debt planned in
the CIP for issuance over the next five years. Of even greater magnitude would be the
continual savings on every bond issued after having received the AAA rating. At the time of
their report to the Board last fall, Davenport staff noted that a 0.23% reduction in interest
costs on the $293 million in debt outstanding at that time would have saved $7.4 million in
interest costs.
Staff is attaching Davenport’s September 22, 2015 as another source of information on the
importance of credit ratings and the key drivers to the ratings. Note slides 7 and 10 in
reference to what could make our ratings go up or down, and what our financial advisors
have advised us needs to occur as we continue working towards AAA.
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Review of 2015 Rating Agency Reports
Spotsylvania County, Virginia

September 22, 2015
Member NYSE|FINRA|SIPC

Credit Rating Evolution

Spotsylvania County
S&P

Moody's

Fitch

AAA

Aaa

AAA

AA+
AA
AAA+
A
ABBB+
BBB
BBB-

Aa1
Aa2
Aa3
A1
A2
A3
Baa1
Baa2
Baa3

AA+
AA
AAA+
A
ABBB+
BBB
BBB-

BB, B, CCC, CC, C, D

Top Tier "Highest
Possible Rating"
2nd Tier "Very Strong

3rd Tier "S trong"
4th Tier "Adequate
Capacity to Repay"
5th - 10th Tiers "Below
Investment Grade"

Current Rating

(Highest)
(Middle)
(Lowest)
(Highest)
(Middle)
(Lowest)
(Highest)
(Middle)
(Lowest)

Considered
Investment
Grade

Below
Investment
Grade

Initial Rating*

*Note: The County received its initial rating from S&P and Moody’s in 1978 and Fitch in 2005.
September 22, 2015
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Credit Rating History

Rating Agency

Current General
Obligation Ratings
"AA+" with a stable outlook

Fitch Ratings:
As of July 2015

Aa2 with posit ive outlook
Moody's Investors Service:
As of July 2015

"AA+" with a stable outlook
Standard and Poor's:
As of July 2015

September 22, 2015

Ratings History
2012:
2010:
2005:

AA+
AA
AA-

(Upgraded)
(Upgraded)
(Initial Rating)

2010:
2004:
1992:
1978:

Aa2
Aa3
A1
A3

(Upgraded)
(Upgraded)
(Upgraded)
(Initial Rating)

2010:
2004:
2001:
1992:
1978:

AA+
AA
AAA+
A

(Upgraded)
(Upgraded)
(Upgraded)
(Upgraded)
(Initial Rating)
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Why work toward AAA ratings?
 Access to the lowest interest rates available in the marketplace. Over time this would save the
County millions of dollars in interest costs.

 It places the County in an elite category of County’s nationwide. Less than 2% of the Counties
in the United States have AAA ratings from all three agencies.

 Economic Development prospects recognize AAA rated entities as having their act together in
many areas including superior schools, strong financials, and quality management teams to
deal with and generally show that the County is a well run community that would make a great
home for their business.

September 22, 2015
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Importance of a Strong Credit Rating
AAA-AA Credit Spread Since June 2003

September 15, 2008

0.50%
0.45%
0.40%
0.35%
0.30%
0.25%
0.20%
0.15%
0.10%
0.05%
0.00%

Average Spread June 2003 – September 2008:

AAA - AA

AA - A

0.10%

0.18%

Average Spread September 2008 – Present:

0.22%

0.52%

Current Spread:

0.23%

0.38%

Savings of 23 basis points of interest on the County’s current outstanding $293 million of
bonds would saved the County $7.4 million in interest costs.
September 22, 2015
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What are the Key Drivers to a Credit Rating?
1. Economic Base – The Foundation of an Entity’s Fiscal Health. [Moody’s = 30% / S&P = 30%]
–

Incorporation of local, regional and national economic factors;

–

Demographic characteristics including population trends, employment and wealth levels;

–

Tax base – size, structure and diversity;

–

Industry mix and composition of employment base; and,

–

Local and regional patterns of growth.

2. Financial Performance and Flexibility. [Moody’s = 30% / S&P = 30%]
–

Revenue and expenditure structure and patterns;

–

Annual operating and budgetary performance;

–

Financial leverage and fund balance position;

–

Budgeting and long-term financial planning; and,

–

Pension funding and insurance risk.

Note: %’s are from Moody’s updated methodology January 2014 / S&P updated methodology September 2013 / Fitch does not provide a breakout.
September 22, 2015
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What are the Key Drivers to a Credit Rating (cont.)
3. Debt Factors. [Moody’s = 20% / S&P = 10%]
–

Nature of pledged security and debt structure;

–

Balance between accelerated debt issuance and under-investment in capital facilities; and,

–

Debt burden measured against:
–

Tax base; and,

–

Total budget.

4. Management Factors. [Moody’s = 20% / S&P = 30%]
–

Institutional Framework;

–

Financial forecasting and management;

–

Periodic reporting of financial results to the elected officials;

–

Consistent and prudent budgeting practices; and,

–

Adherence to long-range financial planning and policies.

Note: %’s are from Moody’s updated methodology January 2014 / S&P updated methodology September 2013 / Fitch does not provide a breakout.
September 22, 2015
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2015 Rating Agency Key Movement Factors
What could make the Rating go up:
S&P - “If the County’s income and wealth levels were to improve as the County’s economy
continues to develop…we could raise the rating”
Moody’s – “Increase reserves to levels more in-line with medians for Aa1 –rated credit”
Moody’s – “Reduced debt burden”

What could make the Rating go down:
S&P – “If the County were to significantly and unexpectedly draw down reserves due to fiscal
imbalance”
Moody’s – “Ongoing decline in reserves limiting financial flexibility”
Moody’s – “Substantial contraction in tax base and wealth levels”
Moody’s – “Significant growth in debt burden”
Fitch – “Material weakening of the County’s financial flexibility”

September 22, 2015
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Fund Balance Comparison
Unassigned Fund Balance a s a Percent of General Fund Revenue

Total Fund Balance a s a Percent of General Fund Revenue

Spotsylvania

Spotsylvania

National Aaa

National Aaa

National Aa1

National Aa1

National Aa2

National Aa2

National Aa3

National Aa3
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Most Virginia Localities need roughly 8% of revenues in order to have sufficient cash flow to operate due to the timing
of revenue receivables and expenditures.
*Note: Graphs above are shown as a percentage of General Fund Revenues only.
The County’s Fiscal Stability Reserve Policy takes into account school fund expenditures.
Source: Moody’s Investor Services Municipal Financial Ratio Analysis.
September 22, 2015
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Debt Service as a Percentage of Expenditures
The ratio of debt services expenditures as a percent of
governmental fund expenditures should target 10% but not exceed 12%

Debt Service as a Percent of Expenditures

Debt Service vs. Expenditures
14.00%

Spotsylvania

12.00%
10.00%
8.00%
National Aaa

6.00%
4.00%

National Aa1

2.00%
0.00%

National Aa2

Existing Debt Service

Future CIP

County Target

County Maximum

National Aa3
0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

12.0%

Note: Expenditures assumed to grow beginning in Fiscal Year 2016.
Source: Moody’s Investor Services Municipal Financial Ratio Analysis.
September 22, 2015
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Conclusion
 In order to continue working toward AAA ratings:
– Increase reserves to levels of higher rated counties.
– Continue setting aside annual budgetary dollars toward capital thus reducing the
amount of borrowing necessary to continue capital investment.
– The County needs to increase the number of high paying jobs that will result in an
expanded tax base and greater opportunity for Spotsylvania citizens.

September 22, 2015

Richmond — Headquarters
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Courtney E. Rogers

One James Center
901 East Cary Street,
Suite 1100,
Richmond, Virginia 23219

crogers@investdavenport.com

Telephone:
(804) 780-2000

Douglas J. Gebhardt

Toll-Free:
(800) 846-6666

Senior Vice President
804-697-2902

Associate Vice President

E-Mail:
info@investdavenport.com

September 22, 2015

804-698-2651
dgebhardt@investdavenport.com
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Disclaimer
The U.S. Securities and Exchange Commission (the “SEC”) has clarified that a broker, dealer or municipal securities dealer engaging in municipal advisory activities outside the scope
of underwriting a particular issuance of municipal securities should be subject to municipal advisor registration. Davenport & Company LLC (“Davenport”) has registered as a
municipal advisor with the SEC. As a registered municipal advisor Davenport may provide advice to a municipal entity or obligated person. An obligated person is an entity other than a
municipal entity, such as a not for profit corporation, that has commenced an application or negotiation with an entity to issue municipal securities on its behalf and for which it will
provide support. If and when an issuer engages Davenport to provide financial advisory or consultant services with respect to the issuance of municipal securities, Davenport is
obligated to evidence such a financial advisory relationship with a written agreement.
When acting as a registered municipal advisor Davenport is a fiduciary required by federal law to act in the best interest of a municipal entity without regard to its own financial or
other interests. Davenport is not a fiduciary when it acts as a registered investment advisor, when advising an obligated person, or when acting as an underwriter, though it is required
to deal fairly with such persons,
This material was prepared by public finance, or other non-research personnel of Davenport. This material was not produced by a research analyst, although it may refer to a
Davenport research analyst or research report. Unless otherwise indicated, these views (if any) are the author’s and may differ from those of the Davenport fixed income or research
department or others in the firm. Davenport may perform or seek to perform financial advisory services for the issuers of the securities and instruments mentioned herein.
This material has been prepared for information purposes only and is not a solicitation of any offer to buy or sell any security/instrument or to participate in any trading strategy. Any
such offer would be made only after a prospective participant had completed its own independent investigation of the securities, instruments or transactions and received all
information it required to make its own investment decision, including, where applicable, a review of any offering circular or memorandum describing such security or instrument.
That information would contain material information not contained herein and to which prospective participants are referred. This material is based on public information as of the
specified date, and may be stale thereafter. We have no obligation to tell you when information herein may change. We make no representation or warranty with respect to the
completeness of this material. Davenport has no obligation to continue to publish information on the securities/instruments mentioned herein. Recipients are required to comply with
any legal or contractual restrictions on their purchase, holding, sale, exercise of rights or performance of obligations under any securities/instruments transaction.
The securities/instruments discussed in this material may not be suitable for all investors or issuers. Recipients should seek independent financial advice prior to making any
investment decision based on this material. This material does not provide individually tailored investment advice or offer tax, regulatory, accounting or legal advice. Prior to entering
into any proposed transaction, recipients should determine, in consultation with their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits, as
well as the legal, tax, regulatory and accounting characteristics and consequences, of the transaction. You should consider this material as only a single factor in making an
investment decision.
The value of and income from investments and the cost of borrowing may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates,
securities/instruments prices, market indexes, operational or financial conditions or companies or other factors. There may be time limitations on the exercise of options or other
rights in securities/instruments transactions. Past performance is not necessarily a guide to future performance and estimates of future performance are based on assumptions that
may not be realized. Actual events may differ from those assumed and changes to any assumptions may have a material impact on any projections or estimates. Other events not
taken into account may occur and may significantly affect the projections or estimates. Certain assumptions may have been made for modeling purposes or to simplify the
presentation and/or calculation of any projections or estimates, and Davenport does not represent that any such assumptions will reflect actual future events. Accordingly, there can
be no assurance that estimated returns or projections will be realized or that actual returns or performance results will not materially differ from those estimated herein. This material
may not be sold or redistributed without the prior written consent of Davenport.
Version 01/13/2014 DJG/CR
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