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FORWARD

This Municipal Credit Seminar was prepared as part of the United States Agency for
International Development s Municipal Finance Program in the Czech Republic Through a Program
Agreement betreen USAID MUFIS as ana the Mimstry of Finance USAID assistance in the
Czech Republic has supported the emerging municipal credit finance svstem by working with
private commercial banks interested in lending to municipalities with municipalities seeking
financing for prionitv investment projects, with Parliament and national ministries and with the
Czech Union of Towns and Cities This assistance has included capital assistance through USAID s
Housing Guarantv Loan Program and short-term technical assistance

This semunar provides lenders with an overview of methods for analy zing munictpal credit
This seminar has been developed under contract with USAID by the Urban Insutute of W ashington

D C and Urban Research of Prague



A Message to Participants
in the Municipal Credit Seminar

> We have enclosed copies of the materials that we will be discussing during our seminar
The purpose of this seminar s to provide participants with an opportunity to discuss all of
the factors that are important in assessing the risks of lending to municipahties The topics
that will be covered will focus on information that 1s important in the mitial loan decision as
well as information necessary to monitor changes in credit risk after a loan has been granted
Accordingly, our seminar will analyze a variety of 1ssues, including

A The use of financial statements to measure the ability of a mumcipahity to meet
future debt service payments from future revenues,

B The evaluation of project feasibihty,
C The relevance of economic and demographic information on the mumcipality,

D The mmportance of past loan payments history and budget performance in
assessing a municipality’s willingness to pay,

E The use of collateral as additional security for loans,

F Other contractual agreements or covenants important in momtoring rish over
time,

G The risks of changes in the legal or regulatory enviroment that may impact
municipal revenues or expenditures

Seminar participants will explore these 1ssues through the active discussion and mn-
depth analvsis of case studies The use of the case method 1s designed to provide realistic
situations for analysis, and these cases are based on the actual experiences of a larger number
of Czech municipalities To provide each participant with a full opportunity to contribute to,
and learn from, other participants, much of the discussion will be in smaller groups, with a
US participant joining each group Pertodically, the groups will convene togcther to
summarize the kev issues 1n the cases

In a further session, we will have a presentation of a computer model for use n
assessing credit rish, developed as part of the USAID Municipal Finance Program We will
also have a general discussion of factors, other than finanaal statements, important to bank
lenders mcluding a discussion of legal 1ssues surrounding municipal lending Finallyv we will
have a discussion on the conditions and normal procedures followed in MUFIS municipal
infrastructure finance program

We have enclosed 2 case studies of Czech municipalities Thesc cases, and the
iformation that 1s provided, are designed to represent, broadls, the range of crodit 1ssucs
that bank loan officers and investment banhers mav facc We will first discuss Cin A Qur
analvsis of this city will focus on cash flow as a source of funds for repayment As a result, the
mformation provided excludes balance sheets We will then turn our attention to Citv X For
this citv, we will broaden our discussion to include consideration of specific loan terms or
restrictions, and collateral requirements that we might impose on the borrowers



Assessing Municipal Credit Risk:
An Overall Perspective




Assessing Municipal Credit Risk:
An Overview of the Major Factors

H

Statement on Budget Performance of

Our mayjor focus during this semnar
will be on the analysis of municipal
financial statements QOur objective is to
measure and evaluate the net operating
cash flow available to meet debt service
obligations We will analyze the
information on revenues and expenses
that 1s generally reported in “Form Uc
1-12” to derwve alternative measures of
debt service coverage.

Municipahties

Form Uc 1-12

Revenues

Own Budgetary
Revenues

XXXXXX

Total Subsidy

AXXXXX

Purpose Means
Provided Durning
Year

XXXXXX

QOther Revenues

XXXXXX

Total Revenues

AAXXXX

Expenses

For Capital
Investments of
Budgetary
Organizations

XXXXXX

For Subsidies to
Contributory
Orgamzations
and State
Enterprises

XXXXXX

Current
Expenditures of
Budgetary
Orgamizations

XXXXXX

Total Expenses

AXXXXX

Total Economic Result

Surplus
Deficit

XXXXXX




Assessing Municipal Credit Rusk:

N

Local Economic Base
Factors

Indicators:

Trends 1n employment in
major businesses

New construction

New business formations

Sources of Information ?

The Overall Perspective

Statement on Budget Performance of

Municipalities

Form Uc 1-12

Revenues Own Budgetary
Revenues XXXXXX
Total Substdy XXXXXX
Purpose Means
Provided During
Year XXX XXX
Other Revenues XXXXXX
Total Revenues XXX XXX
Expenses For Capital
Investments of
Budgetary
Organizations XXXXXX
For Subsidies to
Contributory
Organizations
and State
Enterprises XAXXX X
Current
Expenditures of
Budgetary
Organizations XXXXXX
Total Expenses XXXXXX
Total Economic Result
Surplus XXX XXX
Deficit




Assessing Municipal Credit Risk:
The Overall Perspective
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Demographic Factors

Indicators:

Trends in population
Personal Incomes
Age Distribution

Unemployment Rate

Sources of Information ?

Statement on Budget Performance of

Municipalities

Form Uc 1-12

Revenues

Own Budgetary
Revenues

XXXAXXN

Total Subsidy

XXXXXX

Purpose Means
Provided During
Year

AAXAXXXX

Other Revenues

XXXXXX

Total Revenues

XXXXXX

Expenses

For Capital
Investments of
Budgetary
Organizations

XXXXXX

For Subsidies to
Contributory
Organizations
and State
Enterprises

AXXAXX

Current
Expenditures of
Budgetary

QOrganizations

XXXXXX

Total Expenses

XXXXXX

Total Economic Result

Surplus
Deficit

XXXAXXX




Assessing Mumcipal Credit Risk-
An Overview of the Major Factors
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Statement on Budget Performance of
Municipalities

Form Uc 1-12

Intergorernmental Fiscal Relationships

Revenues Own Budgetary

Revenues XXXXXX

Total Subsidy XXXXXX

Purpose Means
Provided During
Year XXXXXX

Other Revenues | XXXXXX
Total Revenues XXX XXX
Expenses For Capital -~ o

Investments of
Budgetary
Organizations XXXXXX
For Subsidies to
Contributory
Organizations
and State

Enterprises XXXXXX
Curront Fiscal connections with other levels of

Exponditures of government can mtroduce “political
Budgetary

Organizations | xxxxxx risk” and add uncertainty to forecasts
Total Expenses XXXXXX

of municipal revenues and
Total Economic Result L’\‘p(]ll(/lflll €S

Surplus XXXXXX
Deficit




Assessing Municipal Credit Risk:
An Overview of the Major Factors
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Statement on Budget Performance of
Municipahities

Form Uc 1-12

—
Revenues

Own Budgetary

Intergovernmental Fiscal Relationships

Deficit

Revenues XXXXXX

Total Subsidy XXXXXX

Purpose Means

Provided During

Year XXXXXX

Other Revenues | XXXxxx
[Total Revenues XXXXXX
Expenses For Capital

Investments of

Budgetary

Organizations XXXXXX

For Subsidies to

Contributory

Organizations

and State

Enterprises XXXXXX

Current

Expenditures of

Budgetary

Organizations XXXXXX
Total Expenses XXXXXX
Total Economic Result

Surplus XXXXXX

Issues concerning shared national
taxes

Trends in subsidies



Assessing Municipal Credit Risk:
An Overview of the Major Factors
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Admimstrative & Managenal
Factors

The ability of management to meet
operating budgets, adapt to
unexpected changes in revenues
and/or expenses, and to formulate
reasonable long-range capital
budgets lend credibility to projected
financial results.

Statement on Budget Performance of

Municipahties

Form Uc 1-12

—
Revenues

Revenues

Own Budgetary

XXXXXX

Total Subsidy

XXXXXX

Year

Purpose Means
Provided During

XXXXXX

Other Revenues

XXXXXX

[Total Revenues

XXXXXX

Expenses

For Cap1tal

Budgetary

Investments of

Organizations

XXXXXX

and State

For Subsidies to
Contributory
Organizations

Enterprises

XXXXXX

Current

Budgetary

Expenditures of

Organizations

XXXXXX

e
Total Expenses

XXXXXX

Total Economic Result

Surplus
Deficit

XXXXXAX




Assessing Municipal Credit Risk:
An Overall Perspective
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Statement on Budget Performance of

Municipalities

Form Uc 1-12

—
Revenues

Own Budgetary
Revenues

XXXXXX

Total Subsidy

XXXXXX

Purpose Means
Provided During
Year

AXXXXXX

Other Revenues

AXXXXX

;TotaliRevenues

XXXXXX

Expenses

For Capital
Investments of
Budgetary
Organizations

XXXXXX

For Subsidles to
Contributory
Organizations
and State
Enterprises

XXXXXX

Current
Expenditures of
Budgetary
Organizations

XXXXXX

Total Expenses

XXXXXX

Total Economic Result

Surplus
Deficit

XXXXXX

Debt Management Policies

The purposes for municipal borrowing,
the structure of debt obligations, and
the burden of debt service on
municipal budgets are important in
assessing credit risk



Assessing Municipal Credit Risk:
The Overall Perspective

¢l

Municipal Assets as
Collateral

Although loans are expected to be
repaid with future cash flows from
operations, collateral can serve as an
added security.

Statement on Budget Performance of

Municipahties

Form Uc 1-12

7

evenues

Own Budgetary

Revenues XXXXXX

Total Subsidy XXXXXX

Purpose Means

Provided During

Year XXXXXX

Other Revenues XXXXXX
Total Revenues XXXXXX
Expenses For Capital

Investments of

Budgetary

Organtzations XXXXXX

For Subsidies to

Contributory

Organizations

and State

Enterprises XXXXXX

Current

Expenditures of

Budgetary

Organizations XXXXXX
Total Expenses XXX XXX
Total Economic Result

Surplus XXX XXX

Deficit




Assessing Municipal Credit Rusk:
An Overall Perspective
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Statement on Budget Performance of
Municipalities

Form Uc 1-12

Revenues Own Budgetary The Legal Status Of
Revenues XXXXXX
Total Subsidy XXXXXX MunlClpal Debt
Purpose Means
Provided During
Year XXXXXX
Other Revenues XXXXXX
Igtal Revenues XXXXXX
Expenses For Capltal
Investments of
Budgsetary - 9
Qrganlzations XXXXXX
For Subsidies to
Contributory
Organizations
and State
Enterprises XXXXXX
Current
Expenditures of The ability to enforce loan terms
Budgetary
Orgamizations | xxxxxx is important in faciitating credit
Total Exponses XXXXXX market access for muniapalies

Total Economic Result

Surpius XXXXXX
Deficst




Assessing Municipal Credit Risk:
An Overall Perspective

Statement on Budget Performance of

Municipalities

Form Uc 1-12

Legal Issues in
Municipal Lending

Revenues Own Budgetary

Revenues XXXXXX

Total Subsidy XXXXXX

Purpose Means

Provided During

Year XXXXXX

Other Revenues XXXXXX
Total Revenues AXXXXXX
Expenses For Capital

Investments of

Budgetary

Organizations XXXXXX

For Subsidies to

Contributory

Organizations

and State

Enterprises AXXXXX

Current

Expenditures of

Budgetary

Organizations XXXXXX
[Total Expenses XXXXXX
Total Economic Resuit

Surplus XXXXXX

Deficit

Issues concerning the legal status of
municipal general revenue pledges

Issues concerning collateral

Issues concerning other loan terms
Senior/subordinated

Limits on indebtedness

Intercept mechanisms



Assessing Municipal Credit Risk:

Evaluating Future Cash
Flows

Although the analysis of past and
present financial performance is a
necessary part of the credit
evaluation, debt service is pard
from future cash flow.

The Overall Perspective

Statement on Budget Performance of

Munmicipalities

Form Uc 1-12

p—
Revenues

Own Budgetary

Deficit

Revenues XXXXXX

Total Subsidy XXXXXX

Purpose Means

Provided During

Year XXXXXX
F Other Revenues XXXXXX
Total Revenues XXX XXX
Expenses For Cap1tal

Investments of

Budgetary

Organizations XXX XXX

For Subsidies to

Contributory

Organizations

and State

Enterprises XXXXXX

Current

Expenditures of

Budgetary

Organizations XXX XXX
[Total Expenses XXXXXX
Total Economic Result

Surplus XXX XXX




Assessing Municipal Credit Risk:
The Overall Perspective

Statement on Budget Performance of
Municipahties

Monitoring Changes in Credit Form Uc 1-12
Cﬂndltlon Revenues Own Budgetary
Revenues XXXXXX
Total Subsidy XXX XXX

Purpose Means
Provided During

Year XXX XXX
Other Revenues XXXXXX
o ——> [Total Revenues XXXXXX
@xpenses For Capital
Investments of
Budgetary
Organizations XXXXXX

For Subsidies to
Contributory
Organizations

Credit analysis does not end with the and State
inttial loan decision. Ongoing Ehterprises XXXXXX
urren
monitoring can provide useful early Expenditures of
Budgetary
warning signals of future credit Organizations | xxxxxx
problems, Total Expenses XXXXXX
Total Economic Resulit
Surplus XXXXXX
Deficit




Assessing Municipal Credit Rusk:

Demographic
and Economic
Base Factors

adiatl—

Admimstrative
& Managerial
Factors

An Overall Perspective

Municipal Assets as
Collateral

Financial Analysis:
Statement of Budget

Performance

Form Uc 1-12

Intergovernmental
Fiscal Relationships

Yol

The Legal Status of
Municipal Debt

" e

\ Debt Management

Policies

_—
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Case Study Information for

City A
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Narrative

City A

City A 1s applying to your bank for a credit of 7 million CK, to be repaid over 10 years
at an interest rate of 11% The citv has no outstanding debt The purpose of the loan 1s to
finance a major upgrading of the city water supply The city water system provides an
adequate volume of piped water to all city residents from 3 mumicipal wells However, testing
of water quality 1n 1994 revealed that 1 of the city’s wells was contaminated by the seepage
of sewage Therefore, in 1994, planning was completed on a new well, a water treatment plant,
and connections to the city water distribution system This project has been assigned a top
priority by the city council The total cost of the project 1s estimated at 9 million CK, and a
state subsidy for 1 milion CK was used for engineering and site development 1in 1994 An
additional subsidv of 1 million CK 1s expected from the state in 1995 City A had a population
of 3700 persons 1in 1994, and population 1s expected to remain stable 1n future vears

City A has provided, in Exhibit 1, a budget for 1995, along with actual financial results
for 1992, 1993, and 1994 The 1995 budget includes investment expenditures of 6 million CK
to complete the project As indicated by the Economic Results, without this credit, the budget
shows a deficit of 5 986 milhon CK

As part of your analvsis, you have prepared an amortization schedule for the credit,
with annual pavments of principal and interest extending from 1995 to 2005
This analysis 1s included 1in Exhibit 2 Further, vou have revised the budget for 1995 to
included the credit of 7 milhion CK as an item of revenue, and you have adjusted expenditures

to include the estimated 1995 payments of principal and interest This revised budget 1s n
Exhibit 3

Based on the information available, what do you see as the strengths and weaknesses
of this mumicipality > Would you approve this credit? If so, what terms and conditions would
vou propose”

20



EXHIBIT 1

Financial Information for City A
(Before Proposed Credit of 7 000 tis Kc)
{All amounts in thousands of Kc)

REVENUES Actual Actual Actual Budget
1992 1993 1994 1995
(Before New Credit)
JRevenues from RO PO 3100 12 810 14 460 17 280}
Total Tax Revenues 1440 5470 8 340 9 680}
-income Tax of natural person from dependent activity 1310 4 260 5320 6 590
4ncome Tax of natural persons from business 0 0 1720 18
-Property Tax 90 890 910 800
-Administrative Fees 40 320 390 390
-Tax Corrections 0 0 0 0
Total L.ocai Fees & Other Revenues 4 050 5 750 4 750 1 880]
-Local Fees 0 0 0 0
-Revenues from property sales 780 3880 1980 560
-Other and Random Revenues 3 270 1870 2770 132
State Subsidies 10 380 4 370 5470 7 520]
-Total General Subsidies 6 170 1600 1010 98
-Extraordinary & speclal purpose subsidies 4 210 2770 4 480 6 54
Transfers from All Sources 1340 3 480 3 000 3 850
-Transfers from Reserves 0 0 2820 0
-Transfers from Joint Resources 0 0 18
-Other Transfers 1 340 3480 162 38
Credlts and municipal bonds 0 0 0 [
-Accepted Credits 0 0 0 OI
Municipal bonds 0 0 0 0]
Total Revenues 20 310 31 880 36 020 40 210]
EXPENDITURES Actual Actual Actual Budget
1992 1993 1994 1995
(Before New Credit)
[Operating Expenditures of Budgetary Organizations 7710 28 280 31040 38 916
-Salaries and other personnel expenses 610 2 380 3 370 41
-Other Expenditures 7 100 25 900 27 870 34 816
Operating Subsidies to Contributory Organizations
Iand State Firms 40 50 100 120
ITotal Operating Expenditures 7750 28 330 31 140 39036 |
Jinvestment Expenditures of Budgetary Organizations 1 850 30 2 280 7 160§
Investment Subsidies to Contnbutory Organizations
and State Firms 0 0 0 0
Totai Investment Expenditures 1850 30 2280 7 160]
-Payments of principal 0 1] 0 0
-Payments of Interest 0 0 0 0
Total Debt Service 0 0 0 0
Total Expenditures 9 600 28 380 33 420 46 196
JEconomic Results 10710 3 520 2 600 -5 986
AUGA1
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Exiibit 2

Schedule of Debt Service on
Proposed Credit of 7 000 tis Kc

forCity A

(all amounts in thousands of Kc)

Year Principal New Scheduied | Scheduled [ Scheduled Outstanding
Outstanding,| Credits Principal interest Total Principal,

Beginning | Accepted | Payments Payments Debt End of

of Period Service Period
1995 7 000 512 492 1004 6 488
1996 6 488 0 683 685 1368 5 805
1997 5 805 0 683 610 1293 5122
1998 5122 0 683 535 1218 4 439
1999 4439 0 683 460 1143 3 756
2000 3756 0 683 385 1 068 3 073
2001 3073 0 683 310 993 2 390
2002 2 390 0 683 235 918 1707
2003 1707 0 683 160 843 1024
2004 1024 0 683 85 768 341
2005 341 0 341 14 355

augaz2



EXHIBIT 3

Financial Information for City A
(After Proposed Credit of 7 000 tis Kc)
(All amounts in thousands of Kc)

REVENUES Actual Actual Actual Budget
1992 1993 1994 1995
(After New Credit)
Revenues from RO, PO 3100 12 810 14 460 17 280}
Total Tax Revenues 1 440 5470 8 340 9 680]
-income Tax of natural person from dependent activity 1310 4 260 §320 65
-income Tax of natural persons from business o 0 1720 1 800,
-Property Tax o 90 890 910 900
-Administrative Fees 40 320 390 380
Tax Corrections 0 0 0
[Total Local Fees & Other Revenues 4 050 5750 4750 1 880]
-Local Fees 0 0 0 0
-Revenues from property sales 780 3880 1980 560|
-Other and Random Revenues 3 270 1870 2770 1 320,
State Subsidies 10 380 4 370 5470 7520
-Total General Subsidies 6170 1600 1010 980
-Extraordinary & special purpose subsidies 4210 2770 4 460 6 5401
Transfers from All Sources 1340 3 480 3000 3 850]
~-Transfers from Reserves 0 0 2820
-Transfers from Joint Resources 0 0 18 0
-Other Transfers 1340 3480 162 3 850
Credits and municipal bonds 0 0 0 7 000}
-Accepted Credits 0 0 [1] 7 OOOI
-Municipai bonds 0 0 0 0
Total Revenues 20 310 31 880 36 020 47 210 §
EXPENDITURES Actual Actual Actual Budget
1992 1993 1994 1995
(Before New Credit)
Operating Expenditures of Budgetary Organizations 7710 28 280 31040 38 916
-Salanes and other personnel expenses 610 2380 3370 41
~Other Expenditures 7 100 25 900 27 670 34 816
Operating Subsidles to Contributory Organizations
Jand State Firms 40 50 100 120}
{Total Operating Expenditures 7750 28 330 31140 39036 |
linvestment Expenditures of Budgetary Qrganizations 1850 30 2 280 7 160}
Investment Subsidies to Contnbutory Organizations
and State Firms 0 0 0 0
Total iInvestment Expenditures 1 850 30 2 280 7 160
Payments of principal 1] (4] 0 512
-Payments of Interest 0 0 0 492
Total Debt Service 0 0 0 1004
Total Expenditures 9 600 28 360 33420 47 200
Economic Results 10 710 3520 2600 16
augald
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City A
Worksheet #1
Separating Recurring Revenue from Non-Recurring Revenue

Actual Actual Actual Budget
1992 1993 1994 1995
Recurning Revenues {Before New Credit)

INational Tax Revenues

Income Tax of natural person from dependent activity 1310 4 260 5 320 6 590
Income Tax of natural persons from business 0 0 1720 1 800
Total National Tax Revenues {=1+2) 1310 4 260 7 040 8 390
State Operating Subsidies

Total General Subsidies 6170 1 600 1010 980
Local Revenues

Revenues from RO PO 3100 12 810 14 460 17 280

Property Tax 90 890 910 900

Administrative Fees 40 320 390 390
Tax Corrections 0 0 0 0
L.ocal Fees 0 0 0 0
Totai Local Revenues (=5+6+7+8+9) 3230 14 020 15 760 18 570
Total Recurring Revenues (=3+4+10) 10 710 19 880 23 810 27 940 |

Non-Recurring Revenue

Revenues from property sales 780 3880 1980 560

Other and Random Revenues 3270 1 870 2770 1320

Extraordinary & special purpose subsidies 4210 2770 4 460 6 540
 Transfers from All Sources 1 340 3480 3000 3 850
Total Non-Recurnng Revenue (=11+12+13+14) 9 600 12 000 12 210 12 270

AUGAWS1



City A
Worksheet #2
The Concept of Net Operating Income
Actual Actual Actual Budget
1992 1993 1994 1995

Recurring Revenues (Before New Credit)
1]Total National Tax Revenues 1310 4 260 7 040 8 390
2|Total General Subsidies 6170 1600 1010 980
3]Total Local Revenues 3230 14 020 15 760 18 570
4JTotal Recurning Revenues (=1+2+3) 10 710 19 880 23 810 27 940

Less
5] Operating Expenditures 7750 28 330 31140 39 036

Equals
6fNet Operating Revenue (=4-5) 2960 - 8 450 -7 330 - 11 096

AUGAWS2




Worksheet #3
Summary Measures of City A Financial Performance

U B W N -

@© 00~ D

10

Actual Actual Actual Budget
1992 1993 1994 1995

Key Revenue indicators (Before New Credit)
Recurring Revenues/Total Revenues 52,7% 62,3% 66,1% 69,5%
National Tax Revenues/Recurring Revenues 12,2% 21,4% 29,6% 30,0%
Local Revenues/Recurring Revenues 30,2% 70,6% 66,2% 66,5%
Property Sales/Total Revenues 3,8% 12,2% 5,5% 1.4%
Total State Subsidies/Total Revenues 51,1% 13,7% 15,2% 18,7%
Key Spending Indicators
Total Expenditures per Capita 2 595 7 665 9032 12 485
Total Operating Expenditures per Capita 2095 7 657 8 416 10 550
Operating Expenditures/Total Expenditures 80,7% 99,9% 93,2% 84,5%
Total investment Spending/Total Expenditures 19,3% 0,1% 6,8% 15,5%
Overall Financial Performance
Operating ExpendlturesIRecumngr Revenues 72,4% 142,6% 130,8% 139,7%

AUGAWS3




Worksheet #4

Summary Measures of Debt Service Coverage

(All amounts 1n thousands of Kc)

Maximum Future Debt Service (1996)
Total Revenue, 1995
Debt Service as a Percent of Total Revenue

Maximum Future Debt Service (1996)
1995 Reurring Revenues
Debt Service as a Percent of Recurring Revenues

Net Operating Revenue, 1995
Maximum Future Debt Service, 1996
Debt Service Coverage Ratio (=NOR/MFDS)

Target Debt Service Coverage Ratio

Net Operating Revenue Required (=1 368*1 25)
increase in NOR from 1995 Level

Required increase as a % of 1995 Recurring Revenues

augaws4

1368
40 210
3 40%

1368
27 940
4 90%

-11 096
1368
-811

125
1710
12 806
45 83%



Debt Service as % of Total Expenditures
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1996 Debt Service as a Percent of Total Expenditures for a Sample of Czech Cities

For these cities, the average ratio of 1996
debt service to total expenditure was 10 3%
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Benchmarks for Assessing Credit Quality

Based on Key Indicators

Indicator Benchmarks for All Cities
of Smmilar Size
Strong Weak
1INet Operating Revenue as a Percent of Recurring Revenue >+7% <+2%
2]Recurring Revenues as a Percent of Total Revenues >66% <50%
3INational Tax Revenues as a Percent of Recurring Revenues <50% >75%
4]Local Revenues as a Percent of Recurring Revenues >33% <25%
5JProperty Sales as a Percent of Total Revenue <2% >5%
6} Total State Subsidies as a Percent of Total Revenue <33% >50%
7}Total Expenditures Per Capsta ( Kc) <9 130 >11 159
8]Total Operating Expenditures Per Caprta (Kc) <6 012 >7 349
9] Debt Service as a Percent of Total Revenue < 10% > 20%
10] Debt Service as a Percent of Recurring Revenues <5% >10%
11hNet OperatmgﬁRevenueI Debt Service >20 <11




.

An Overall Risk Assessment for City A

Relative to Selected Benchmarks

[y

N

ﬂlndlcator Valye for City A Benchmarks for All Citles Risk Assessment
1994 1995 of Simllar Size for City A
Strong Weak Status Trend
{1994) | (1995 V 1304)
Net Operating Revenue as a Percent of Recurring Revenue -30,8% -39,7% >+7% <+2% w D
Recurring Revenues as a Percent of Total Revenues 82,3% 66,10% >66% <50% A I
Natlonal Tax Revenues as a Percent of Recurring Revenues 21,40% 29,60% <50% >75% S D
4]Local Revenues as a Percent of Recurring Revenues 70,60% 66,20% >33% <25% S 2}
5]Property Sales as a Percent of Total Revenue 12,20% 5 50% <2% >5% w i
6Total State Subsldies as a Percent of Total Revenue 13,70% 15,20% <33% >50% S S
7]Total Expenditures Per Capita ( Ke) 7665 9032 <9130 >11 159 S D
8]Total Operating Expenditures Per Caplta {Kc) 7857 8 418 <6 012 >7 349 W D
9] Debt Service as a Percent of Total Revenue 0% 3,40% < 10% > 20% S s*
101Debt Service as a Percent of Recurring Revenues 0% 4 90% <5% >10% S s*
11] Net Operating Revenue / Debt Service N/IA 8,11 >20 <11 N/A D*
* We use maximum future debt service and 1995 revenues for this calcutation Legend Status
w Weak
A Acceptabie
S Strong
Trend
D Deterlorating
S Stable
| Improving
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A Risk Assessment Matrix for City A

Trend n Indicators

Improving A significant trend
(tmproving or deteriorating)

ts measured by a change in
an ndicator of more than
2% from the prior year

Status of
Indicator ; <
Weak

Status of
Indicator :
Strong

f

The status of the
indicator 1s determined
by reference to the
benchmarks

\j

Trend 1in Indicators

Deteriorating
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A Risk Assessment Matrix for City A

Trend in Indicators

Improvin
Lending to cities in this P g Cities that rank in this
quadrant may require quadrant can be viewed as
special covenants thestrongest credits

Status of - Status of
ln,dlcator : Indicator :
“ ca k Stro“g

Cities that rank n this v Cities in this quadrant

quadrant can be viewed as may need close
theweakest credits Trend n Indicators monitoring
Deteriorating
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A Risk Assessment Matrix for City A

Trend in Indicators

Improving
5
2
Status of 11 6 9.10 statusof
2
Indicator : < »  Indicator :
Weak Strong
7 34
8
1
\J

Trend m Indicators

Deteriorating
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Narrative
City X

City X 1s applving to your bank for a credit of CK 25,000,000, to be repaid over 10
years at an interest rate of 12% The purpose of the loan 1s to finance a gasification project
The project will provide for a reconstruction of the central heat suppl system for heating and
domestic hot water supply in the city The main part of the reconstruction 1s to build a new
gas boiler house to replace the existing coal boiler house, and to construct new high, medium,
and low pressure gas pipelines with control stations Total budget costs amount to
CK 35,000,000, including VAT, and the city expects to contribute CK 5,000,000 from 1ts own
funds

Citv X has a current population of 4,100, which 1s expected to remain stable in future
vears The citv also supplies heat to a prison area which takes 27% of the total heat from the
central heat supplv system The present svstem 1s being supplied from a facilitv ownd by the
city which has 3 brown coal boilers, and total system efficiency 1s approximately 42%
Pollution from the boilers does not meet the requirements of Law No 309/1991 Coll , and the
city 1s facing fines a CK 1 milhon per vear as well as penalties and the possibility of a plant
shutdown Two of the three existing boilers were overhauled in 1994, and the svstem has a
residual value, after depreciation, of CK 9,500,000

City X has CK 12,813,000 in outstanding principal, from loans for earlier
infrastructure projects, including the boiler overhaul Exhibit 2 provides a detailed statement
of the remaining debt service on these loans, which were granted bz a different bank Thc city
also recerved a state subsidv of CK 5,000,000 for this project

As part of its application, City X has submitted, in Exhibat 1, financial information that
includes actual results for 1994-1996, and the 1997 budget The 1997 budget includes the
gasification project as part of the citv’s investment spending plans, but does not include the
requested credit of CK 25,000,000 Without this credit, the city will have a shortfall in
revenues of nearlz Ck 20,000,000

You have prepared, in Exhibit 3, an amortization schedule for the proposed credit
Moreoever, vou have also prepared, in Exhibit 4, a summary of overall debt outstanding and
annual debt service requirements including the proposed credit Finallv, vou have 1o
prepared a revised 1997 budget that includes the proposed credit of CK 25,000,000 as 1
revenue item, and debt service on this loan has been added to expenditures for 1997 Atter
completing these analyses, vou subsequently learn that the state subsidy of CK 5 000,000 1
repavable financial aid According to representatives of City X, the repayment schedule has
not been finalized but the city 1s planning on 3 equal annual 1nstalments begmning in 1998

Based on the information available what do vou see as the strengths and weaknesses
of this mumcipality > Would vou approye the credit? If so, what terms and conditions would
vou propose’



EXHIBIT 1

Financial Information for City X
(Before Proposed Credit of 25 000 tis Kc)
(All amounts in thousands of Kc)

REVENUES Actual Actual Actual Budget
1994 1995 1996 1997
(Before New Credit)
Revenues from RO PO 5328 7277 8 274 9 350
Total Tax Revenues 20 235 23 662 27 943 25 740
Tax of natural person from dependent activity 6316 8 892 6 993 6 643
income Tax of natural persons from business 11 401 10764 9 600 8832
Property Tax 2427 4 002 3089 3243
Corporate iIncome Tax 0 0 8 261 7022
Tax Corrections 91 4 0 0
Total Local Fees & Other Revenues 10 911 9713 9 622 4 005
-Local Fees 118 185 208 304
Administrative Fees 989 1334 2012 2052
-Revenues from property sales 8 662 5 580 5679 0
-Other and Random Revenues 1142 2614 1633 1 649
State Subsidies 5634 9 191 2 409 2272
-Total General Subsidies 2940 3212 2272 2272
-Extraordinary & special purpose subsidies 2 694 5979 137 0
Transfers from All Sources 9 300 5 300 § 500 1200
-Transfers from Reserves 9 200 5000 § 000 500
-Transfers from Joint Resources 100 300 500 700
-Other Transfers 0 0 0 0
Credits and municipal bonds 3 500 10 000 5 000 0
-Accepted Credits 3500 10 000 5 000 0
-Municipal bonds 0 0 0 0
Repayable State Funds 5 000
Total Revenues 54 908 65 143 58 748 47 567
EXPENDITURES Actual Actual Actual Budget
1994 1995 1996 1997
{Before New Credit)
Operating Expenditures of Budgetary Orgamizations 18 612 24 508 25 634 26 446
-Salaries and other personnel expenses 3 140 3608 4292 4464
Other Expendifures 15 472 20 902 21 342 21982
Operating Subsidies to Contributory Organizations
and State Firms 469 471 894 900
Total Operating Expenditures 19 081 24 879 26 528 27 346
Investment Expenditures of Budgetary Organizations 29 237 34075 26712 35 000
Investment Subsidies to Contributory Organizations
and State Firms 1 000 100 0 0
Total Investment Expenditures 30 237 34 175 26712 35 000
Payments of pnncipat 438 1875 3375 3875
-Payments of interest 394 1408 1676 1255
Total Debt Service 831 3283 5 051 5130
Total Expenditures 50 149 62 437 58 291 67 476
Economic Results 4759 2707 457 19 909
Note Operating Expenditures do not include debt service
97xe1

26



Exhibit 2

Schedule of Debt Service on
Outstanding Loans

for City X
(all amounts in thousands of Kc)
Year Principal New Scheduled | Scheduled | Scheduled | Outstanding
Outstanding,| Credits Principal interest Total Principal,
Beginning | Accepted | Payments | Payments Debt End of
of Penod Service Penod
1894 0 3 500 438 394 831 3 063
1995 3063 10 000 1875 1408 3283 11 188
1996 11 188 5 000 3375 1676 5 051 12 813
1997 12 813 0 3 875 1 255 5130 8 938
1998 8 938 0 3438 831 4 269 5 500}
1999 5 500 0 3 000 460 3 460 2 500]
2000 2 500 0 2 000 173 2173 500}
2001 500 0 500 29 529 0
2002 0 0 0 0 0 0
2003 0 0 0 0 0 0
2004 0 0 0 0 0 0
2005 0 0 0 0 0 0
2006 0 0 0 0 0 0
2007 0 0 0 0 0 0

Note Schedule does not include Repayable State Aud

97xe2
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Exhibit 3
Schedule of Debt Service on
on Proposed Credit of 25 000 tis Kc
for City X
(all amounts in thousands of Kc)
Year Principal New Scheduled Scheduled Scheduled Outstanding
Outstanding, Credits Principal Interest Total Principal,
Beginning Accepted Payments Payments Debt End of
of Period Service Penod
1997 0 25 000 1250 2925 4175 23750
1998 23 750 0 2 500 2700 5 200 21 250]
1999 21 250 0 2 500 2 400 4 900 18 750]
2000 18 750 0 2 500 2100 4 600 16 250]
2001 16 250 0 2 500 1 800 4 300 13 750]
2002 13 750 0 2 500 1 500 4 000 11 250
2003 11 250 0 2 500 1200 3700 8 750
2004 8 750 0 2 500 900 3 400 6 250
2005 6 250 0 2 500 600 3100 3750
2006 3750 0 2 500 300 2800 1 250)
2007 1250 0 1250 75 1325 K |
97x3
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Exhibit 4

Schedule of Debt Service on
on Outstanding Debt and Proposed Credit of 25 000 tis Kc

for City X
(all amounts in thousands of Kc)
Year Principal New Scheduled Scheduled Scheduled Outstanding
Outstanding, Credits Principai Interest Total Principal,

Begmnning Accepted Payments Payments Debt End of

of Period Service Period
1997 12 813 25 000 5125 4 180 9 305 32 688
1998 32 688 0 5938 3531 9 469 26 750
1999 26 750 (1] 5 500 2 860 8 360 21 250
2000 21 250 0 4 500 2273 6773 16 750
2001 16 750 0 3 000 1829 4829 13 750
2002 13750 0 2 500 1 500 4 000 11 250
2003 11 250 0 2500 1200 3 700 8 750}
2004 8 750 0 2 500 900 3 400 6 250
2005 6 250 0 2 500 600 3100 3 750
2006 3750 0 2 500 300 2 800 1250
2007 1250 0 1250 75 1325 0]

Note Does not include repayable state aid
97x4



EXHIBIT 5

Financial Information for City X
(After Proposed Credit of 25 000 tis Kc)
(All amounts in thousands of Kc)

REVENUES Actuai Actual Actual Budget
1994 1995 1996 1997

| _(After New Credit)
Revenues from RO, PO 5328 7277 8274 9 350
Total Tax Revenues 20 235 23 662 27 943 25 740

Tax of natural person from dependent activity 6 316 8 892 6993 6 643
income Tax of natural persons from business 11 401 10764 9 600 8832
Property Tax 2427 4002 3089 3243
Corporate Income Tax 0 0 8 261 7022
Tax Cotrections 91 4 0 0
Total Local Fees & Other Revenues 10 911 9713 9 622 4 005

Local Fees 118 185 298 304
Administrative Fees 989 1334 2012 2052
-Revenues from property sales 8 662 5580 5679 0
-Other and Random Revenues 1142 2614 1633 1649
State Subsidies 5634 9191 2 408 2272

-Total General Subsidies 2940 3212 2272 2272
-Extraordinary & special purpose subsidies 2 694 5 979 137 0
Transfers from All Sources 9 300 5 300 5 500 1200

-Transfers from Reserves 9 200 5 000 5 000 500
-Transfers from Joint Resources 100 300 500 700
-Other Transfers 0 0 0 0
Credits and municipal bonds 3 500 10 000 5 000 25 000

-Accepted Credits 3 500 10 000 5000 25 000

Municipal bonds 0 0 0 0
Repayable State Funds 5 000
Total Revenues 54 908 65 143 58 748 72 567

EXPENDITURES Actual Actual Actual Budget
1994 1995 1996 1997
{After New Credit)

Operating Expenditures of Budgetary Organizations 18 612 24 508 25 634 26 446

-Salaries and other personnel expenses 3140 3606 4 292 4 4564
-Other Expenditures 15 472 20 902 21 342 21982
Operating Subsidies to Contributory Organizations
and State Firms 469 471 894 900
Total Operating Expenditures 19 081 24 979 26 528 27 346
Investment Expenditures of Budgetary Organizations 29 237 34 075 26712 35 000
Investment Subsidies to Contributory Organizations
and State Firms 1 000 100 0 0
Total Investment Expenditures 30 237 34 175 26712 35 000

Payments of principat 438 1875 3375 5125

Payments of Iinterest 394 1408 1676 4 180
Total Debt Service 831 3 283 5 051 9 305
Total Expenditures 50 149 62 437 58 291 71651
Economic Resuits 4759 2707 457 916

Note Operating Expenditures do not include debt service
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City X
Worksheet #1

Separating Recurring Revenue from Non-Recurring Revenue

Actual Actual Actual Budget
1994 1995 1996 1997
Recurnng Revenues {Before New Credit)
National Tax Revenues
1jincome Tax of natural person from dependent activity 6 316 8 892 6993
2]income Tax of natural persons from business 11 401 10 764 9600
3)Corporate Income Tax 0 0 8 261
41Total National Tax Revenues (=1+2+3) 17 717 19 656 24 854
State Operating Subsidies
S5§Total General Subsidies 2940 3212 2272
Local Revenues
6)Revenues from RO PO 5328 7277 8274
7} Property Tax 2 427 4002 3089
8f Administrative Fees 989 1334 2012
9fLocal Fees 118 185 298
10jTotal Local Revenues (=6+7+8+9) 8 862 12798 13673
11]Total Recurrmg Revenues 29 519 35 666 40 799
Non-Recurring Revenue
12] Revenues from property sales 8 662 5580 5679
13} Other and Random Revenues 1142 2614 1633
14]Tax Corrections 91 4 0
15| Extraordinary & special purpose subsidies 2694 5979 137
16]Transfers from All Sources 9 300 5300 5500
17[Total Non-Recurring Revenue (=12+13+14+1 5r+16) 21889 19477 12 949
97xws1




City X
Worksheet #2
The Concept of Net Operating iIncome

1994 1995 1996 1997
Budget
Recurning Revenues
1JTotal National Tax Revenues 17 717 19 656 24 854
2[Total General Subsidies 2 940 3 212 2 272
3Total Local Revenues 8 862 12 798 13 673
4]Total Recurring Revenues (=1+2+3) 29 519 35 666 40 799
Less
5f Operating Expenditures * 19 081 24 979 26 528
Equals
6]Net Operatlrg Revenue (=4-5) 10 438 10 687 14 271

* Operating Expenditures exclude debt service

97xws2



Worksheet # 3
City X
Summary Measures of Debt Service Coverage

1994 1995 1996 1997
HISTORICAL DEBT SERVICE COVERAGE Budget *
Actual Debt Service 831 3283 5 051
[Total Revenue "54908| 65143] 58 748
[Ratio of Debt Service to Revenue 1,51% 5,04% 8.60%
JActual Debt Service 831 3 283 5 051
P‘Eurrlnﬁeveﬁue _ _ | 29519 | 35666 ( 40 799
Ratio of Actual D/S to Recurnng Revenue 2,82% 9,20% 12,38%
{Actual Debt Service (DS) 831 3 283 5 051
jNet Operating Revenue (NOW 10 438 10 687| 14 271
[Debt Service Coverage Ratio ( NOR/DS) * 12,6 3,3 2,8

* Use the data from Exhibit #5
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Worksheet #4
An Overall Risk Assessment for City X
Relative to Selected Benchmarks
Indicator Value for City X Benchmarks for All Cities Risk Assessment
1995 1986 of Similar Size for City X
Strong Weak Status Trend
1995 (19968v 1995)
1fNet Operating Revenue as a Percent of Recurring Revenue 30 0% 350% > +7% <+2% S |
2JRecurring Revenues as a Percent of Total Revenues 54 8% 69,4% >66% <50% A 1
3]National Tax Revenues as a Percent of Recurring Revenues 55 1% 60 9% <50% >75% A D
4]Local Revenues as a Percent of Recurring Revenues 35,9% 33 5% >33% <25% S D
5}Property Sales as a Percent of Total Revenue 8 6% 97% <2% >5% w S
6]Total State Subsidies as a Percent of Total Revenue 14 1% 41% <33% >50% S 1
7fTotal Expenditures Per Capita ( Kc) 15 228 14 217 <9 155 >11 189 w |
8]Total Operating Expenditures Per Capita (Kc) 6 092 8 470 <5 492 >6 713 A D
9] Debt Service as a Percent of Total Revenue 50% 86% <5% >10% S D
10] Debt Service as a Percent of Recurring Revenues 92% 12 4% <10% > 20% S D
11]Net Operating Revenue / Debt Service 33 28 >20 <11 S D
Legend Status
W Weak
A Acceptable
S Strong
Trend
D Deteriorating
S Stable

Improving




Worksheet #4a

An Overall Risk Assessment for City X

Relative to Selected Benchmarks

4

5

~4

9

10

Indicator Value for Clty X Benchmarks for All Cltles Risk Assessment
1988 1997 of Similar Size for Clty X
Budget Strong Weak Status Trend
{Exhibit 5) 1996 (1997v 1998)
1]Net Operating Revenue as a Percent of Recurring Revenue 350% > +7% < +2%
2fRecurring Revenues as a Percent of Total Revenues 69 4% >66% <50%
3[National Tax Revenues as a Percent of Recurring Revenues 60 9% <50% >75%
Local Revenues as a Percent of Recurring Revenues 33 5% >33% <25%
Property Sales as a Percent of Total Revenue 97% <2% >5%
Total State Subsidies as a Percent of Total Revenue 4,1% <33% >50%
Total Expenditures Per Caplita { Kc) 14 217 <9 155 >11 189
Total Operating Expenditures Per Capita (Kc) 6 470 <5 492 >6 713
Debt Service as a Percent of Total Revenue 8 6% <5% >10%
Debt Service as a Percent of Recurring Revenues 12 4% <10% > 20%
11Lyet Operatly Revenue /! Debt Service 28 >20 <11
Legend Status
W Weak
A Acceptable
S Strong
Trend
D Deteriorating
S Stable

improving
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A Risk Assessment Matrix for City X

Trend i Indicators

Improving
Status of Status of
Indicator & Indicator :
Weak Strong
\j

Trend 1in Indicators

Deteriorating
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A Computer Model
Credit Finance Analysis




MODEL. XLS
Credit Finance Analysis

* How much can a
municipality borrow?

* How much should a
municipality borrow?
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Methodology

* Operating expenditures are paid
by recurring revenues

* Debt services are paid by net
operating surplus
* Investment expenditures are paid

by non-recurring revenues and
surplus from previous years



0%

Can municipality borrow?

Recurring revenues

- Operating expenditures

Surplus




How Much Can a Municipality

Borrow?
» Consistent net operating surplus - Lowest
surplus

* Loan term assumption:
- interest rate

- maturity

 Total amount



Criterion of Recurring Revenues

e Derive from an existing national law

 Subtracting individual items from the
financial statements

e Ut 1-12, Fin 1-12
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Recurring Revenues

* National Tax Revenues

- Personal Income Tax

- Corporate Income Tax
e Local Revenue

- Revenues of RO and PO

- Property Tax

- Administrative and Local Fees
* State Operating Subsidy
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Non-recurring Revenues

P ‘ *
Proceeds from Borrowings

Proceeds from Property Sales

Proceeds from Gifts

Su
Su
Su

DS1C
OS1d

ies from State Funds
ies from State Budget

hs1d

ies from District Office Budget



Operating Budget Projection

Model projection

Model assumption for

¢ revenuces

» expenditures

Own projection

Own calculation of

¢ 1révenucs

» expenditures




How much the Mmunicipaljty should
borrow?

* Risk assessment

. Sensitivity analysig
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Sensitivity Analysis - impact on base
case projection of small changes 1n revenue
and expenditure assumption

Base Case

T~

Best case Worst case

\/

Little change in net operating surplus = low sensitivity
Great change in net operating surplus = high sensitivity
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Risk Assesment

Indicators Assesment

/\.

Status: weak "Trend: deteriorafing
acceptable stable
strong improving
Risk:  high
acceptable
low
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How much the municipality should borrow?
Risk Assessment + Sensitivity Analysis

Low risk + low sensitivity =
borrow up to full amount
Low risk + hifg sensitivity =
borrow somewhat less
High risk + low sensitivity =
borrow even less and establish reserves
High risk + high sensitivity =

minimize use of credit and establish strong g
reserves




Final Decision

* Financial director
- excellent analysis
- good argument |

* Mayor

* Financial Board
* City Council
 City Assembly




