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FORWARD 

This MUnIcipal Credit Semmar \\as prepared as part of the UnIted States A.genq tor 
InternatIonal Development s MUnIcipal Fmance Program m the Czech RepublIc Through a Program 
AgreelTlent betnreen USAID MUFIS- a s ana me MInIStry ofFmance USAID a~~lstance In the 
Czech RepublIc has supported the emergmg mUnIcIpal credit finance Svstem b\ \\orkll1g \vlth 
prIvate commercial banks mterested m lendmg to mUnIcIpalIties \\ Ith mUnIcipalIties seekmg 
financmg for PrIOrIt" ll1vestment proJects, WIth Parhament and natIonal mmlstrIes and \\ Ith the 
Czech UnIon of Towns and CItIes ThiS assIstance has ll1cluded capItal assI~tance through U';AID s 
Housmg Guarantv Loan Program and short-term technIcal aSSIstance 

ThIS semmar prov Ides lenders \\ Ith an ov ervlev.- of methods for anal\ ZIng mUnIcipal credit 
ThiS semmar has been developed under contract WIth USAID bv the Urban Institute at \\ ashmgton 
D C and Urban Research of Prague 
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A Message to Participants 
m the MUDlclpal Credit Semmar 

We have enclosed copies of the materIals that we nlll be dlscussmg durmg our semmar 
The purpose of this semmar IS to prOVide participants with an opportulllh to discuss all of 
the factors that are Important m assessmg the nsks of lendmg to mUlllclpahtJes The tOpICS 
that n III be covered will focus on mformatlOn that IS Important m the mltlalloan decISIon as 
nell as mformatlOn necessalj to mOllltor changes m credit risk after a loan has been granted 
Accordmgly, our semmar will analvze a variety of Issues, mcludmg 

A The use of financial statements to measure the ablhh of a mUlllclpaht) to meet 
future debt service payments from future revenues, 

B The evaluatIOn of project feaslblhtv, 

C The rele, ance of economic and demographic mformatlOn on the mUlllclpahh, 

D The Importance of past loan pavments hlston and budget performance m 
assessmg a mUlllclpahty's wlllmgness to pay, 

E The U'ie of collateral as additIOnal secunty for loans, 

F Other contractual agreements or co,enants Important 10 mOllltonng rr'ih o,er 
time, 

G The risks of changes 10 the legal or regulaton em Iroment that m.l) Impdct 
mUlllclpal re' enues or e,\pendltures 

Semmar partIcipants will explore these Issues through the actIve dlscus~IOn dnd 10-

depth anah SIS of case studies The use of the case method IS deSigned to pro'ide reahstlc 
Situations for analvsls, and these cases are based on the actudl e'\pcrrences of a larger number 
of Czech m ulllClpahtIes To pro'ide each partiCipant \\ Ith d full opportumh to tOn trrbute to, 
dnd learn from, other participants, much of the dlscu~sIOn n III be 10 smdller group~, n Ith d 
U ~ pdrtlclpant Jommg each group Penodlcalh, the groups n III com ene tog(ther to 
summarize the ke\ Issues m the caseo; 

In .1 further ~eSSlOn, we ,\ III hal e a presentatIOn of a computer model for u~e 10 

dssessmg credit nSh, deHloped as part of the U~AID Mumclpdl Fmdnce Progrdm \\ e \\111 
dbo hd' e a general diSCUSSIOn of fadors, other than findnual statements, Import.wt to bdnh. 
lender<; mcludmg a diSCUSSIOn of legall<;<;ucs surroundmg mumclpdllendmg Fm.llh \\ t' "III 
hal e a dlscu~sIOn on the condltlOn<; and normal procedure" foIloned m \Il FI" mumclpdl 
mtra<;tructure (indnce progrdm 

\\ e h,n e enclosed 2 Cdse studies of Czech mUDlclpdhtJe<; The!>( (,l'oe." ,wd the 
mformatIOn that IS pro'ided. are deSigned to repre<;ent, broddh, the rdnge of uldlt 1.,.,Ul., 
that banI.. loan officers and mvestment banh.ers m,n fdCl VVl" III fir~t dl!>lU"!. (Ih.\ Our 
dnal\sl<; of thl!. cln \\111 focus on cash flon as a source of funds for repa\ ment L\!. d re .. ult, thl 
mformatlOn pro\lded excludes balance sheets \\'e "III then turn our attentIOn to Clh '\. For 
thiS cln, ne \\111 broaden our diSCUSSIOn to mclude consideratIOn of speCific 10dn term!. or 
restrictIOns, and collateral requirements that n e might Impose on the borro", er~ 
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Assessing MunIcipal Credit Risk: 
An OvervIew of the Major Factors 

Statement on Budget Performance of 
Muntclpalltles 

Our major focus dUring this seminar 
WIll be on the analysIs of municipal 

financial statements Our objective IS to 
measure and evaluate the net operating 
cash flow avatlable to meet debt service 

oblzgatwns We Will analyze the 
In/ormatIOn on revenues and expenses 
tltat IS generally reported In "Form Uc 
1-12" to derzve alternative measures of 

debt service coverage. 

FormUc1-12 

Revenues Own Budgetary 
Revenues 

Total SubSidy 

Purpose Means 
Provided DUring 
Year 

Other Revenues 
Total Revenues 
Expenses For Capital 

Investments of 
Budgetary 
OrganizatIOns 
For SubSidies to 
Contnbutory 
Organizations 
and State 
Enterpnses 
Current 
Expenditures of 
Budgetary 
Organizations 

Total Expenses 

Total EconomiC Result 
Surplus 
DefiCit 

I 

xxxxxxJ 

xxxxxxJ , 
xxxxxx 

xxxxxx 
xxxxxx 

xxxxxx 

xxxxxx 

xxxxxx 
xxxxxx 

xxxxxx 

---------
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Assessing Municipal Credit RIsk: 
The Overall Perspective 

Statement on Budget Performance of 
Municipalities 

Local Economic Base 
Factors 

• »-

Revenues 

Total Revenues 
Expenses 

Form Uc 1-12 

Own Budgetary 
Revenues xxx xxx 

Total Subsidy xxxxxx 

Purpose Means 
Provided DUring 
Year xxx xxx 

Other Revenues xxx xxx 
xxxxxx 

For Capital 
Investments of 
Budgetary 

I 

I 

Indicators: 
Organizations xxxxxxi 

Trends In employment in 
major businesses 

New construction 

New business formations 

Sources of Illfornlation ? 

Total Expenses 

Total Economic Result 

For SubSidies to 

I Contributory 
OrganizatIOns 
and State 
Enterpnses xxxxxx 
Current 
E xpen d ItU res of 
Budgetary 
Organizations xxx xxx 

xxxxxx 

Surplus xxxxxx 
DefiCit 
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Assessing Municipal Credit Risk­
The Overall Perspective 

Statement on Budget Performance of 
MunicipalitIes 

Demographic Factors 
Form Uc 1-12 

Indicators: 

Trends in population 

Personal Incomes 

Age Distribution 

Unemployment Rate 

Sources of Information? 

. :. 

Revenues 

Total Revenues 
Expenses 

Total Expenses 

Total Economic Result 

Own Budgetary 
Revenues xxxxxx 

Total Subsidy xxxxxx 

Purpose Means 
Provided During 
Year xxxxxx 

Other Revenues xxxxxx 
xxxxxx 

For Capital 
Investments of 
Budgetary 
Organizations xxxxxx 
For Subsidies to -I 
Contributory 
o rga n Iza tlo ns 
and State 
En terp rises xxxxxx 
Current 
Expenditures of 
Budgetary 
Organizations xxxxxx 

xxxxxx 

Surplus xxxxxx 
Deficit 



.-C 

Assessing MunIcipal Credit RI~I{' 
An Overview of the MaJor Factor, 

Statement on Budget Performance of 
MUnicipalities 

Form Uc 1-12 

Revenues Own Budgetary 
Revenues xxxxxx 

Total Subsidy xxxxxx 

Purpose Means 
Provided During 
Year xxxxxx 

Other Revenues xxx xxx 
Total Revenues xxx xxx 
Expenses For Capital 

Investments of 
Budgetary 
Organizations xxxxxx 
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 
Deficit 

-_.-

., 

Intcl go, crnmcntal FI\Cc:ll Rcl.:ltlOn'lhlps 

""III( • 

Fl"iCai COI1Jze(tlon~ wIth other levels of 
government (all Illtrodu( l' "po/itl(al 

rl"ik" alld add lInU!1 tailltl' to f(JI eea"it" 
of JIlUII/( {pal rel'l!IlUC\ and 

e'(pendltlll e\ 
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Assessing Municipal Credit Risk: 
An Overview of the Major Factors 

Statement on Budget Performance of 
MUnicipalities 

Form Uc 1-12 

Revenues 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 
Organizations xxx xxx 
For Subsidies to 
Contributory 
Organizations 
and State 
Enterprises xxx xxx 
Current 
Expenditures of 
Budgetary 
Organizations xxxxxx 

Total Expenses xxxxxx 

Total Economic Result 
Surplus xxx xxx 
Deficit 

-

Intergovernmental FIscal Relationships 

~ . 
Issues concerning shared national 
taxes 

Trends in subsidies 

,~ 
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Assessing Municipal Credit Risk: 
An Overview of the Major Factors 

AdminIstrative & ManagerIal 
Factors 

Statement on Budget Performance of 
MUniCIpalitIes 

• • 

The ablltty of management to meet 
operating budgets, adapt to 

unexpected changes in revenues 
andlor expenses, and to formulate 

reasonable long-range capItal 
budgets lend credibility to projected 

financial results. 

Form Uc 1-12 

Revenues Own BUdgetary 
Revenues 

Total Subsidy 

Purpose Means 
Provided DUring 
Year 

Other Revenues 
Total Revenues 
Expenses For Capital 

Investments of 
Budgetary 
Organizations 
For Subsidies to 
Contributory 
OrganizatIOns 
and State 
Enterprises 
Current 
Expenditures of 
Budgetary 
OrganizatIOns 

Total Expenses 

Total Economic Result 
Surplus 
Deficit ---.. --- -

xxxxxx 

xxxxxx 

xxxxxx 

xxxxxx 
xxx xxx 

xxxxxx 

xxxxxx 

xxxxxx 
xxxxxx 

xxxxxx 
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Assessing Municipal Credit Risk: 
An Overall PerspectIve 

Statement on Budget Performance of 
Municipalities 

Form Uc 1-12 

Revenues Own Budgetary 
Revenues xxxxxx 

Total Subsidy xxxxxx 

Purpose Means 
Provided During i 

Year xxxxxx\ 
, 

Other Revenues xxxxxx 
Total Revenues xxxxxx 
Expenses For Capital 

Investments of 
Budgetary 
Organizations xxx xxx 
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 

- L...---

-

~ 

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 rt~k 

• • 
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Assessing Municipal CredIt RIsk: 
The Overall Perspective 

Municipal Assets as 
Collateral 

if'P'" :i 
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Although loans are expected to be 
repmd With future cash flows from 

operations, collateral can serve as an 
added security. 

Statement on Budget Performance of 
Municipalities 

Form Uc 1-12 

Revenues Own Budgetary 
Revenues xxxxxx 

Total SubsIdy xxxxxx 

Purpose Means 
ProvIded During 
Year xxx xxx 

Other Revenues xxxxxx 
Total Revenues xxx xxx 
Expenses For CapItal 

Investments of 
Budgetary 
Organ Izatlons xxxxxx 
For SubsIdIes to 
Contributory 
OrganizatIOns 
and State 
Enterprises xxxxxx 
Current 
ExpendItures of 
Budgeta ry 

xxxxxxi OrganizatIons 
Total Expenses xxxxxxi 

Total EconomIC Result 
Surplus xxxxxx 
DefiCIt 

-
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Assessing MunIcipal Credit RIsk: 

An Overall Perspective 

Statement on Budget Performance of 

MUnicipalities 

Form Uc 1-12 

Revenues Own Budgetary 

Revenues xxxxxx 

Total Subsidy xxx xxx 

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 I 

Expenditures of 
I 

Budgetary 
I 

Organizations xxxxxx 

Total Expenses xxx xxx 

Total EconomIc Result 
Surplus xxxxxx 

DefiCit 
-

~ .. .. 

The Legal Status of 

MunIcIpal Debt 

The ability to ell/of( e IOUIl terlft~ 

l~ 111lportant III /au/rtatlIlK credit 

111arket accefjfj for 1Il1l11/( lpahtlcfi 

• 
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Assessing Municipal Credit Risk: 
An Overall Perspective 

Statement on Budget Performance of 
Municipalities 

Form Uc 1-12 

Revenues 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 
Organizations xxxxxx 
For Subsidies to 

I Contributory 
Organizations 

I and State 
Enterprises xxxxxxi 
Current 
Expenditures of 
Budgetary 
o rgaRlzatJons xxxxxx 

Total Expenses xxxxxx 

Total Economic Result 
Surplus xxxxxx 
Deficit 

-~ 

Legal Issues in 
Municipal Lending 

.. . 
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 
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Assessing Municipal Credit RIsk: 
The Overall Perspective 

Evaluating Future Cash 
Flows 

• • 

Although the analysIs of past and 
present financial performance is a 

necessary part of the credit 
evaluatIOn, debt service is paid 

from future cash flow. 

Statement on Budget Performance of 
M u mc Ipa "ties 

Form Uc 1-12 

Revenues Own Budgetary 
Revenues xxxxxx 

Total Subsidy xxxxxx 

Purpose Means 
Provided Durmg 
Year xxxxxx 

Other Revenues xxx xxx 
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 xxx xxx 

Total Expenses xxxxxx 

Total Economic Result 
Surplus xxxxxx 
Deficit 

-- --~- -

• • 
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Assessing Municipal Credit Risk: 
The Overall Perspective 

Statement on Budget Perform ance of 
MUnicipalities 

Monitoring Cbanges in Credit 
Condition 

. :. 

Credit analysIs does not end with the 
Initial loan decision. Ongoing 

monltonng can provide useful early 
warning signals of future credit 

problems. 

Form Uc 1-12 

Revenues Own Budgetary 
Revenues 

Total Subsidy 

Purpose Means 
Provided Durrng 
Year 

Other Revenues 
Total Revenues 
Expenses For Capital 

Investments of 
Budgetary 
Organlzatlo ns 
For SubSidies to 
Contributory 
Organizations 
and State 
Enterprises 
Current 
Expenditures of 
Budgetary 
Organizations 

Total Expenses 

Total Economic Result 
Surplus 
Deficit 

--------

xxxxxx 

xxxxxx 

xxx xxx 

xxxxxx 
xxxxxx 

xxx xxx 

xxxxxx 

xxx xxx 
xxxxxx 

xxxxxx 

I 
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DemographIc 
and Economic 
Base Factors 

• 

AdmInistratIve 
& ManagerIal 

Factors 

• • • .. • 

Assessing Municipal Credit RIsk: 

~ 

An Overall Perspective 

Municipal Assets as 
Collateral 

Financial Analysis: 
Statement of Budget 

Performance 

Form Uc 1-12 

Intergovernntental 
Fiscal Relationships 

The Legal Status of 
Municipal Debt 

/ ~I.L 

~ Debt Management 
Policies 

67f77s 
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Case Study InformatIOn for 

City A 
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Narrative 
City A 

City A IS applymg to your bank for a credit of 7 mllbon CK, to be repaid over 10 years 
at an mterest rate of 11 % The Cltv has no outstandmg debt The purpose of the loan IS to 
finance a major upgradmg of the City water supply The City water system provides an 
adequate volume of piped water to all City residents from 3 mUDlclpal wells However, testmg 
of water qualIty m 1994 revealed that 1 ofthe City'S wells was contammated by the seepage 
of sewage Therefore, m 1994, plannmg was completed on a new well, a water treatment plant, 
and connectIons to the Cltv water distributIon system ThiS project has been assigned a top 
prIOrity by the Cltv councIl The total cost of the project IS estImated at 9 millIon CK, and a 
state subSidy for 1 mIllIon CK was used for engmeermg and site development m 1994 An 
additIonal subsldv of 1 millIon CK IS expected from the state m 1995 CIt) A had a population 
of 3700 persons m 1994, and populatIon IS expected to remam stable m future vears 

Cltv A has provided, m Exhibit 1, a budget for 1995, along With actual financial results 
for 1992, 1993, and 1994 The 1995 budget mcludes mvestment expenditures of 6 mIllIon CK 
to complete the project As mdlcated by the Economic Results, Without thiS credit, the budget 
shows a defiCit of 5 986 mIllIon CK 

As part of your analvsls, you have prepared an amortIZatIOn schedule for the credit, 
\\ Ith annual pavments of prmclpal and mterest extendmg from 1995 to 2005 
ThiS analvsls IS mcluded m E).hlbIt 2 Further, vou have revised the budget for 1995 to 
mcluded the credit of 7 mIllIon CK as an Item of revenue, and you have adjusted npendltures 
to mclude the estImated 1995 payments of prmclpal and mterest ThiS revised budget IS m 
Exhibit 3 

Based on the mformatIon available, what do you see as the strengths and weaknesses 
of this mUDlclpaht)? Would you approve thiS credit? If so, what terms and conditIOns would 
\'ou propose? 
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EXHIBIT 1 
Fmanclallnfonnatlon for City A 

(Before Proposed Credit of 7 000 tiS Kc) 
(All amounts In thousands of Kc) 

REVENUES Actual Actual 
1992 1993 

Revenues from RO PO 3100 12810 
Total Tax Revenues 1440 5470 
~ncome Tax 01 natural person from dependent activity 1310 4260 
~ncome Tax 01 natural persons from business 0 0 
-Property Tax 90 890 
-Administrative Fees 40 320 
-Tax Corrections 0 0 

Total Local Fees & Other Revenues 4050 5750 
-Local Fees 0 0 
-Revenues from property sales 780 3880 
-Other and Random Revenues 3270 1870 
State SubSidies 10380 4370 
-Total General Subsidies 6170 1600 
-Extraordinary & special purpose subsidies 4210 2770 

Transfers from All Sources 1340 3480 
-Transfers from Reserves 0 0 
-Transfers from Joint Resources 0 0 
-Other Transfers 1340 3480 
Credits and municipal bonds 0 0 
-Accepted Credits 0 0 
MunICipal bonds 0 0 

Total Revenues 20310 31880 

EXPENDITURES Actual Actual 
1992 1993 

Operating Expenditures 01 BudgetaryOrganlzations 7710 28280 
-Salaries and other personnel expenses 610 2380 
-Other Expenditures 7100 25900 

Operating SubSidies to Contnbutory Organizations 
and State Firms 40 50 
Total Operating Expenditures 7750 28330 
Investment Expenditures of Budgetary Organizations 1850 30 
Investment SubSidies to Contnbutory Organizations 
and State Firms 0 0 
Total Investment Expenditures 1850 30 
-Payments of principal 0 0 
-Payments of Interest 0 0 

Total Debt Service 0 0 
Total Expenditures 9600 28360 

Economic Results 10710 3520 

ALJGA1 

Actual Budget 
1994 1995 

(Before New Credit) 
14460 17280 
8340 9680 
5320 6590 
1720 1800 

910 900 
390 390 

0 0 
4750 1880 

0 0 
1980 560 
2770 1320 
5470 7520 
1010 980 
4460 6540 
3000 3850 
2820 0 

18 0 
162 3850 

0 0 
0 0 
0 0 

36020 40210 

Actual Budget 
1994 1995 

(Before New Credit) 
31040 38916 

3370 4100 
27670 34816 

100 120 
31140 39036 

2280 7160 

0 0 
2280 7160 

0 0 
0 0 
0 0 

33420 46196 

2600 -5986 
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Year 

1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 

Principal 
Outstandmg, 

Begmnmg 
of Period 

6488 
5805 
5122 
4439 
3756 
3073 
2390 
1707 
1024 

341 

Exhibit 2 
Schedule of Debt Service on 

Proposed Credit of 7 000 tis Kc 
for City A 

(all amounts In thousands of Kc) 

New Scheduled Scheduled Scheduled 
Credits Prmclpal Interest Total 

Accepted Payments Payments Debt 
Service 

7000 512 492 1004 
0 683 685 1368 
0 683 610 1293 
0 683 535 1218 
0 683 460 1143 
0 683 385 1068 
0 683 310 993 
0 683 235 918 
0 683 160 843 
0 683 85 768 
0 341 14 355 

auga2 

Outstandmg 
Principal, 

End of 
Period 

6488 
5805 
5122 
4439 
3756 
3073 
2390 
1707 
1024 

341 
0 
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EXHIBIT 3 
Fmanclallnfonnatlon for City A 

(After Proposed Credit of 7000 tiS Kc) 
(All amounts In thousands of Kc) 

REVENUES Actual Actual 
1992 1993 

Revenues from RO, PO 3100 12810 
Total Tax Revenues 1440 5470 
-Income Tax of natural person from dependent activity 1310 4260 
-Income Tax of natural persons from bUsiness 0 0 
-Property Tax - 90 890 
-Administrative Fees 40 320 
Tax Corrections 0 0 

Total Local Fees & Other Revenues 4050 5750 
-I.ocal Fees 0 0 
-Revenues from property sales 760 3880 
-Other and Random Revenues 3270 1870 
State SubSidies 10380 4370 
-Total General Subsidies 6170 1600 
-Extraordinary & special subsidies 4210 2770 

Transfers from All Sources 1340 3480 
-Transfers from Reserves 0 0 
-TranSfers from JOint Resources 0 0 
-Other Transfers 1340 3480 

Credits and mUnicipal bonds 0 0 
-Accepted Credits 0 0 
-Munlclpat bonds 0 0 

Total Revenues 20310 31880 

EXPENDITURES Actual Actual 
1992 1993 

Operabng Expenditures of Budgetary Organizations 7710 28280 
-Salanes and other personnel expenses 610 2380 
-Other Expenditures 7100 25900 
Operating Subsidies to Contributory Organizations 
and State Firms 40 50 
Total Operating Expenditures 7750 28330 
Investment Expenditures of Budgetary Organlzabons 1850 30 
Investment SubSidies to Contnbutory Organizations 
and State Firms 0 0 
Total Investment Expenditures 1850 30 

Payments 01 prinCIpal 0 0 
-Pay_rnents of Interest 0 0 

Total Debt Service 0 0 
Total Expenditures 9600 28360 

Economic Results 10710 3520 

duga3 

Actual Budget 
1994 1995 

(After New Credit) 
14460 17280 
8340 9680 
5320 659Cl 
1720 1800 

910 900 
390 390 

0 0 
4750 1880 

0 0 
1980 560 
2770 1320 
5470 7520 
1010 980 
4460 6540 
3000 3850 
2820 0 

18 0 
162 3850 

0 7000 
0 7000 
0 0 

36020 47210 

Actual Budget 
1994 1995 

(Before New Credit) 
31040 38916 

3370 4100 
27670 34 816 

100 120 
31140 39036 

2280 7160 

0 0 
2280 7160 

0 512 
0 492 
0 1004 

33420 47200 

2600 16 
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14 

City A 
Worksheet #1 

Separating Recurring Revenue from Non-Recurnng Revenue 

Actual Actual Actual 
1992 1993 1994 

Recumng Revenues 

National Tax Revenues 
Income Tax of natural person from dependent activity 1 310 4260 5320 
Income Tax of natural persons from business a a 1 720 

Total National Tax Revenues (=1+2) 1310 4260 7040 

State Operatmg Subsidies 
Total General Subsidies 6170 1600 1 010 

Local Revenues 
Revenues from RO PO 3100 12810 14460 
Property Tax 90 890 910 
Administrative Fees 40 320 390 
Tax Corrections 0 0 0 
Local Fees 0 0 0 
Total Local Revenues (=5+6+7+8+9) 3230 14020 15760 

Total Recurrmg Revenues (=3+4+10) 10710 19880 23810 - -~--~- --

Non-Recumng Revenue 
Revenues from property sales 780 3880 1 980 
Other and Random Revenues 3270 1870 2770 
Extraordinary & special purpose subSidies 4210 2770 4460 

Transfers from All Sources 1340 3480 3000 
Total Non-Recurring Revenue (=11+12+13+14) 9600 12 000 12210 

AUGAWS1 

Budget 
1995 

(Before New Credit) 

6590 
1800 

8390 

980 

17280 
900 
390 

0 
0 

18570 
~ 

27940 

560 
1320 
6540 
3850 

12270 
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Recurring Revenues 
Total NatIonal Tax Revenues 
Total General SubsIdIes 
Total Local Revenues 

Total Recurring Revenues (=1+2+3) 
Less 
Operatmg ExpendItures 
Equals 
Net Operatmg Revenue (=4-5) 

• • • 

City A 
Worksheet #2 

• 

The Concept of Net Operatmg Income 

Actual Actual 
1992 1993 

1 310 4260 
6170 1600 
3230 14020 

10710 19880 

7750 28330 

2960 - 8 450 

AUGAWS2 

• • • 

Actual Budget 
1994 1995 

(Before New CredIt) 
7040 8390 
1 010 980 

15760 18570 

23810 27940 

31 140 39036 

- 7 330 - 11 096 
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Worksheet #3 
Summary Measures of City A Financial Performance 

Actual Actual Actual 
1992 1993 1994 

Key Revenue Indicators 
Recurrmg RevenueslTotal Revenues 52,7% 62,3% 66,1% 
National Tax Revenues/Recurrmg Revenues 12,2% 21,4% 29,6% 
Local Revenues/Recurring Revenues 30,2% 70,6% 66,2% 
Property SaleslTotal Revenues 3,8% 12,2% 5,5% 
Total State SubsldlesfTotal Revenues 51,1% 13,7% 15,2% 

Key Spendmg Indicators 
Total Expenditures per Capita 2595 7665 9032 
Total Operatmg Expenditures per Capita 2095 7657 8416 
Operatmg ExpendltureslTotal Expenditures 80,7% 99,9% 93,2% 
Total Investment SpendlngfTotal Expenditures 19,3% 0,1% 6,8% 

Overall Fmanclal Performance 
Operatmg Expenditures/Recurring Revenues 72,4% 142,6% 130,8% 

AUGAWS3 

Budget 
1995 

(Before New Credit) 
69,5% 
30,0% 
66,SOk 
1,4% 

18,7% 

12485 
10550 ! 

84,5%1 
15,5% 

139,7% 
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• Worksheet #4 
Summary Measures of Debt Service Coverage 

(All amounts In thousands of Kc) 

• 
Maximum Future Debt Service (1996) 1368 
Total Revenue, 1995 40210 
Debt Service as a Percent of Total Revenue 340% 

• Maximum Future Debt Service (1996) 1368 
1995 Reurrlng Revenues 27940 
Debt Service as a Percent of Recurring Revenues 490% 

Net Operatmg Revenue, 1995 -11 096 
Maximum Future Debt Service, 1996 1368 

• Debt Service Coverage Ratio (=NORlMFDS) - 811 

Target Debt Service Coverage Ratio 125 
Net Operatmg Revenue Required (=1 368*1 25) 1 710 
Increase m NOR from 1995 Level 12806 
Required Increase as a % of 1995 Recurring Revenues 4583% 

• 

• 

• 

• augdws4 
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1996 Debt Service as a Percent of Total Expenditures for a Sample of Czech Cities 
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8 
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11 

Benchmarks for Assessing Credit Quality 
Based on Key Indicators 

Indicator Benchmarks for All Cities 

of Sundar SIZe 
Strong Weak 

Net Operating Revenue as a Percent of Recurring Revenue >+7% <+2% 

Recurring Revenues as a Percent of Total Revenues >66% <50% 

National Tax Revenues as a Percent of Recurring Revenues <50% >75% 

Local Revenues as a Percent of Recurring Revenues >33% <25% 

Property Sales as a Percent of Total Revenue <2% >5% 

Total State Subsidies as a Percent of Total Revenue <33% >50% 

Total Expenditures Per Capita (Kc) <9130 >11159 

Total Operating expenditures Per Capita (Kc) <6012 >7349 

Debt Service as a Percent of Total Revenue <10% >20% 

Debt Service as a Percent of Recurring Revenues <5% >10% 

Net Operating Revenue I Debt Service >20 <11 
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An Overall Risk Assessment for City A 
Relative to Selected Benchmarks 

Indicator Value for City A Benchmarks for All Cities 
1994 1995 of Similar Size 

Strong Weak 

Net Operating Revenue as a Percent or Recurring Revenue -30,8% -39,1% >+1% <+2% 
Recurring Revenues as a Percent or Total Revenues 62,3% 66,10% >66% <50% 
National Tax Revenues as a Percent of Recurring Revenues 21,40% 29,60% <50% >15% 
Local Revenues as a Percent or Recurring Revenues 10,60% 66,20% >33% <25% 
Property Sales as a Percent or Total Revenue 12,20% 550% <2% >5% 
Total State Subsidies as a Percent of Total Revenue 13,10% 15,20% <33% >50% 
Total Expenditures Per Capita ( Kc) 1665 9032 <9130 >11159 
Total Operating Expenditures Per CapHa (Kc) 1651 8416 <6012 >1349 
Debt Service as a Percent of Total Revenue 0% 3,40% < 10"10 > 20"10 

Debt Service as a Percent of Recurring Revenues 0% 490"10 <5% >10"10 
Net Operating Revenue I Debt Service NIA -811 >20 <11 

• We use maximum Mure debt service and 1995 revenues for this calculation Legend 

Risk Assessment 
forCH~A 

Status Trend 
(19g.q 1.1995 V 199-4) 

W 0 

A I 

S 0 

S 0 

W I 

S S 

S 0 

W 0 
i 

S S· I 

I 
S S· 

N/A O· 

Status 
W Weak 
A Acceptable 
S Strong 

Trend 
0 Deteriorating 
S Stable 
I Improving 
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Status of 
Indicator: 
Weak 
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A Risk Assessment Matrix for City A 

Trend In Indicators 

Imprqvmg 

Trend m Indicators 

Deterloratmg 

~ A slgmficant trend 
(In'Provmg or deterwratmg) 
IS measured by a change zn 
an md,cator of more than 

2% from the prior year 

Status of 
Indicator: 
Strong 

I 
The status of the 

md,cator IS determzned 
by reference to the 

benchmarks 

• 



\N 

~ 

A Risk Assessment Matrix for City A 

Lendmg to cItIes m thIs 
quadrant moy requIre 

spec,al COl'enanls \ 

D 

Status of 
Indicator: 
\Veak 

/ 
(,tles that ranA 1ft thIs 

quadrant can be vIewed as 
the weakest credits 

D 

Trend In Indicators 

Imprqvmg 

Trend In Indicators 

Deteriorating 

D 

D 

(,tles that rank m thIs 
quadrant can be .'rewed as 

/ theslrongestcred,1s 

Status of 
Indicator: 
Strong 

~ 
(,t,es In thIs quadrant 

may need close 
mOnltormg 
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A Risk Assessment Matrix for City A 

Trend m Indicators 

Imprqvmg 

5 

2 
6 

7 
8 

3,4 

Trend m Indicators 

Detenoratmg 

• • 

Status of 
Indicator: 
Strong 

• 
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Case Study InformatIOn for 

City X 
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Narrative 
City X 

Cln X IS applvmg to your bank for a credit of CK 25,000,000, to be repaid 0\ er 10 
\-ears at an mterest rate of 12% The purpose of the loan IS to finance a gasificatIOn project 
The project will provide for a reconstructIOn of the central heat supph s\ stem for heatmg and 
domestic hot water supply m the CIt) The mam part of the reconstructIOn IS to build a ne\, 
gas bOiler house to replace the eXlstmg coal boiler house, and to construct ne" high, medIUm, 
and low pressure gas plpehnes \\ Ith control statIOns Total budget costs amount to 
CK 35,000,000, mcludmg VAT, and the City expects to contribute CK 5,000,000 from It !I o"n 
funds 

Cln X has a current populatIon of 4,100, which IS expected to remam stable m future 
vears The Cltv also supphes heat to a prison area "hlch takes 27% of the total heat from the 
central heat supplv system The present svstem IS bemg supplied from a faclhn ownd b, the 
cln which has 3 brown coal bOilers, and total system efficlencv IS approxlmateh 42% 
PollutIOn from the bOilers does not meet the requirements of Law No 309/1991 Coli, and the 
Cln IS facmg fines a CK 1 million per vear as well as penalties and the POsslblhn of a plant 
shutdown Two of the three eXisting boilers were overhauled m 1994, and the S\ stem has a 
residual value, Jfter depreclatton, of CK 9,500,000 

CIt) X has CK 12,813,000 m outstandmg prmclpal, from loans for earher 
mfrastructure projects, mcludmg the boiler 0\ erhaul Exhibit 2 provides a detailed statement 
of the remammg debt sen-Ice on these loans, "hlch "ere granted bz a different bank fhl Clt\ 
also received a state subsld, of CK 5,000,000 for this project 

As part of ItS apphcatlOn, Cltv X has submitted, m E:\hlblt 1, financial mformatlOn that 
mcludes actual re<;uits for 1994-1996, and the 1997 budget The 1997 budget mclude!l the 
gasificatIOn project as part of the Cln 's mvestment spendmg plans, but doe!l not mclude the 
requested credit of CK 25,000,000 Without this credit, the CIt) "III haH a shortfall m 
re\ enues of nearlz Ck. 20,000,000 

You ha\e prepared, m Exhibit 3, an amortization schedule for the propoo;ed credit 
l\loreoever, lOU haH also prepared, In E'\hlblt 4, a summan of o\Crall debt outo;tandmg dnd 
annual debt sen u .. e requirements mcludmg the propo~ed credit Fmallv" ou ha\ ClI<.o 
prepJred a revl!led 1997 budget that mcludes the propo!led credit of CK 25,000,000 a ... 1 

reHnue Item, and debt service on this loan has been added to e'\pendltures for 1997 .\ftu 
completmg these anahses, "ou subsequenth learn that the <;tate <;ubsld, of C,," 5 000,000 ,,, 
repa, able financial aid t\ccordmg to representatl\ e~ of Clt\ \., the repa, ment 'ichldull hd" 
not been finalized but the Clt\ '0; plannmg on 5 cqual annual m<;t'llm I.. nt'> begmnmg m I qqS 

Bd .. ed on the mformatlon a\ dllable \\ hat do \ ou see as the <;trengths and" cdhnC"'I.." 
of this mUOIclpaht\) \\ould \OU appro\c thll..redlt) If~o, nhat tl..rm" and conditIOn .. nould 
\ nu pr()po~e ) 
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EXHIBIT 1 
Financial Information for City X 

(Before Proposed Credit of 25000 tiS Kc) 
(All amounts In thousands of Kc) 

REVENUES Actual Actual 
1994 1995 

Revenues from RO PO 5328 7277 
Total Tax Revenues 20235 23662 
Tax of natural person from dependent activity 6316 8892 
Income Tax of natural persons from business 11401 10764 
Property Tax 2427 4002 

Corporate Income Tax 0 0 
Tax Corrections 91 4 

Total Local Fees & Other Revenues 10911 9713 
-Local Fees 118 185 

Administrative Fees 989 1334 
-Revenues from property sales 8662 5580 
-Other and Random Revenues 1142 2614 
State Subsidies 5634 9191 
-Total General SUbsidies 2940 3212 
-Extraordinary & special purpose subsidies 2694 5919 
Transfers from All Sources 9300 5300 
-Transfers from Reserves 9200 5000 
-Transfers from Joint Resources 100 300 
-Other Transfers 0 0 
Credits and municipal bonds 3500 10000 
-Accepted Credits 3500 10000 
-Municipal bonds 0 0 

Repayable State Funds 
Total Revenues 54 908 65143 

EXPENDITURES Actual Actual 
1994 1995 

Operatmg Expenditures of Budgetary Organizations 18612 24508 
-Salaries and other personnel expenses 3140 3606 
Other Expenditures 15412 20902 

Operating Subsidies to Contributory Organization!. 
and State Firms 469 471 
Total Operating Expenditures 19081 24979 
Investment Expenditures of Budgetary Organizations 29237 34075 
Investment Subsidies to Contributory Organizations 
and State Firms 1000 100 
Total Investment Expenditures 30231 34175 

Payments of pnncipal 438 1875 
-Payments of Interest 394 1408 

Total Debt Service 831 3283 
Total Expenditures 50149 62437 

Economic Results 4759 2707 

Note Operating Expenditures do not Include debt service 

97xe1 

Actual Budget 
1996 1997 

(Before New Credit) 
8274 9350 

27943 25740 
6993 6643 
9600 8832 
3089 3243 
8261 1022 

0 0 
9622 4005 

298 304 
2012 2052 
5679 0 
1633 1649 

2409 2272 
2272 2272 

137 0 
5500 1200 
5000 500 

500 700 
0 0 

5000 0 
5000 0 

0 0 
5000 

58148 41567 

Actual Budget 
1996 1991 

(Before New Credit) 
25634 26446 

4292 4464 
21342 21982 

894 900 
26528 27346 
26712 35000 

0 0 
26712 35000 
3375 3815 
1616 1255 
5051 5130 

58291 67476 

457 19909 



Year Prmclpal 
Outstandmg, 

Begmnmg 
of Period 

1994 0 
1995 3063 
1996 11 188 
1997 12813 
1998 8938 
1999 5500 
2000 2500 
2001 500 
2002 0 
2003 0 
2004 0 
2005 0 
2006 0 
2007 0 

Exhibit 2 
Schedule of Debt Service on 

Outstandmg Loans 
for City X 

(all amounts In thousands of Kc) 

New Scheduled Scheduled 
Credits Principal Interest 

Accepted Payments Payments 

3500 438 394 
10000 1875 1408 

5000 3375 1 676 
0 3875 1255 
0 3438 831 
0 3000 460 
0 2000 173 
0 500 29 
0 0 0 
0 0 0 
0 0 0 
0 0 0 
0 0 0 
0 0 0 

Note Schedule does not Include Repayable State AId 

97xe2 

Scheduled Outstandmg 
Total Principal, 
Debt End of 

Service Period 
831 3063 

3283 11188 
5051 12813 
5130 8938 
4269 5500 
3460 2500 
2173 500 

529 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
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Year Principal 
Outstanding, 

Beginning 
ofPenod 

1997 0 
1998 23750 
1999 21250 
2000 18750 
2001 16250 
2002 13750 
2003 11 250 
2004 8750 
2005 6250 
2006 3750 
2007 1250 

vJ 
~ 

• • • 

Exhibit 3 
Schedule of Debt Service on 

on Proposed Credit of 25 000 tiS Kc 
for City X 

(all amounts In thousands of Kc) 

New Scheduled Scheduled 
Credits Principal Interest 

Accepted Payments Payments 

25000 1250 2925 
0 2500 2700 
0 2500 2400 
0 2500 2100 
0 2500 1800 
0 2500 1500 
0 2500 1200 
0 2500 900 
0 2500 600 
0 2500 300 
0 1250 75 

97x3 

• • 

Scheduled Outstanding 
Total Principal, 
Debt End of 

Service Period 
4175 23750 
5200 21250 
4900 18750 
4600 16250 
4300 13750 
4000 11 250 
3700 8750 
3400 6250: 
3100 3750 
2800 1 250 
1325 0 
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Year 

1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 

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) 

Principal New Scheduled Scheduled Scheduled 
Outstanding, Credits Pnnclpal Interest Total 

Beginning Accepted Payments Payments Debt 
ofPenod Service 

12813 25000 5125 4180 9305 
32688 0 5938 3531 9469 
26750 0 5500 2860 8360 
21250 0 4500 2273 6773 
16750 0 3000 1829 4829 
13750 0 2500 1500 4000 
11250 0 2500 1200 3700 
8750 0 2500 900 3400 
6250 0 2500 600 3100 
3750 0 2500 300 2800 
1250 0 1250 75 1325 

Note Does not Include repayable state aId 

97x4 

Outstanding 
Principal, 

End of 
Period 

32688 
26750 
21250 
16750 
13750 
11250 

8750 
6250 
3750 
1250 

0 
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EXHIBIT 5 
FinancIal InformatIon for CIty X 

(After Proposed Credit of 25 000 tiS Kc) 
(All amounts In thousands of Kc) 

REVENUES Actual Actual 
1994 1995 

~ 
Revenues from ROt PO 5328 72n 
Total Tax Revenues 20235 23662 
Tax of natural person from dependent aCtivIty 6316 8892 
Income Tax of natural persons from business 11401 10764 
Property Tax 2427 4002 

Corporate Income Tax 0 0 
Tax Corrections 91 4 

Total Local Fees & Other Revenues 10911 9713 
Local Fees 118 185 

Administrative Fees 989 1334 
-Revenues from property sales 8662 5580 
-Other and Random Revenues 1142 2614 

State Subsidies 5634 9191 
-Total General Subsidies 2940 3212 
-extraordinary & spectal purpose subsIdies 2694 5979 

Transfers from All Sources 9300 5300 
-Transfers from Reserves 9200 5000 
-Transfers from JOint Resources 100 300 
-Other Transfers 0 0 

CredIts and municipal bonds 3500 10000 
-Accepted Credits 3500 10000 
MunICIpal bonds 0 0 

Repayable State Funds 
Total Revenues 54 908 65143 

EXPENDITURES Actual Actual 
1994 1995 

Operatmg Expenditures of Budgetary Organlzabons 18612 24508 
-Salaries and other personnel expenses 3140 3606 
-Other Expenditures 15412 20902 
Operating Subsidies to Contributory Organizations 
and State Firms 469 471 
Total Operating Expenditures 19081 24979 
Investment Exp~ndltures of Budgetary Organizations 29237 34 015 
Investment SubSIdies to Contributory Organizations 
and State Firms 1000 100 
Total Investment Expenditures 30237 34115 

Payments of pnnClpal 438 1875 
Payments of Interest 394 1408 

Total Debt Service 831 3283 
Total Expenditures 50149 62437 

Economic Results 4759 2707 

Note Operating Expendrt:ures do not Include debt seNlce 

97xe5 

Actual Budget 
1996 1997 

(After New Credit) 
8274 9350 

27943 25740 
6993 6643 
9600 8832 
3089 3243 
8261 7022 

0 0 
9622 4005 

298 304 
2012 2052 
5679 0 
1633 1649 

2409 2272 
2272 2272 

137 0 
5500 1200 
5000 500 

500 100 
0 0 

5000 25000 
5000 25000 

0 0 
5000 

58148 72561 

Actual Budget 
1996 1997 

(After New Credit) 
25634 26446 

4292 4464 
21342 21982 

894 900 
26528 27346 
26112 35000 

0 0 
26712 35 000 

3375 5125 
1616 4180 
5051 9305 

58291 71651 

457 916 
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City X 
Worksheet #1 

Separatmg Recurnng Revenue from Non-Recurring Revenue 

Actual Actual Actual 
1994 1995 1996 

Recurrmg Revenues 

National Tax Revenues 
Income Tax of natural person from dependent activity 6316 8892 6993 
Income Tax of natural persons from business 11401 10764 9600 
Corporate Income Tax 0 0 8261 
Tota' National Tax Revenues (=1+2+3) 17717 19656 24854 

State Operatmg Subsidies 
Total General Subsidies 2940 3212 2272 

local Revenues 
Revenues from RO PO 5328 7277 8274 
Property Tax 2427 4002 3089 
Administrative Fees 989 1 334 2012 
Local Fees 118 185 298 
Total loca' Revenues (=6+7+8+9) 8862 12798 13673 

Tota' Recurrmg Revenues 29519 35666 40799 

Non-Recurring Revenue 
Revenues from property sales 8662 5580 5679 
Other and Random Revenues 1 142 2614 1633 

Tax Corrections 91 4 0 
Extraordinary & special purpose SubSidIes 2694 5979 137 I 

Transfers from All Sources 9300 5300 5500 j 

Total Non-ReCUrring Revenue (=12+13+14+15+16) 21889 19477 12949 

97xws1 

Budget 
1997 

(Before New Credit) 

I 

i 
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City X 
Worksheet #2 

The Concept of Net Operating Income 

1 
2 
3 
4 

5 

6 

Recurnng Revenues 
Total National Tax Revenues 
rrotal Oenehlt '8ubildles 
~otalLocalRtvenues 
Total Recurnng Revenues (=1+2+3) 

Less 
Operatmg Expenditures * 

Equals 
Net Operatmg Revenue (=4-5) 

* Operatmg Expenditures exclude debt service 

Q7xws2 

1994 1995 

17 717 19 666 
2 940 3 212 
8 862 12 798 
29 519 35 666 

19 081 24 979 

10 438 10 687 

1996 1997 
Budget 

24 864 
2 272 

13 673 
40 799 

26 528 

14 271 
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WOI ksheet # 3 
City X 

Summary Measures of Debt Service Coverage 

1994 1995 
HISTORICAL DEBT SERVICE COVERAGE 

I 

Actual Debt Service 831 3283 
Total Revenue 54908 65143 
Ratio of Debt Service to Revenue 1,51% 5,04% 

Actual Debt Service 831 3283 
Recurring Revenue 

I 29519 35666 
Ratio of Actual DIS to Recurring Revenue 2,82% 9,20% 

Actual Debt Service (OS) 831 3283 
Net Operatmg Revenue (NOR) 10438 10687 
Debt Service Coverage Ratio ( NOR/OS] .. 12,6 3,3 

* Use the data from Exhibit #5 

97xws3 

1996 1997 
Budget * 

5 051 
58 748 
8,60% 

5 051 
40 799 
12,38% 

5 051 
14 271 

2,8 
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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 

1995 1998 of Similar Size 
Strong Weak 

I Net Operating Revenue as a Percent of Recurring Revenue 300% 350% > +7% <+2% 
2 1 Recurring Revenues as a Percent of Total Revenues 548% 69,4% >66% <50% 
3 I National Tax Revenues as a Percent of Recurring Revenues 551% 609% <50% >75% 
4 ~ local Revenues as a Percent of Recurring Revenues 35,9% 335% >33% <25% 
5 5 Property Sales as a Percent of Total Revenue 86% 97% <2% >5% 
6 ) Total State Subsidies as a Percent of Total Revenue 141% 41% <33% >50% 
7 Total Expenditures Per Capita ( Kc) 15 228 14 217 <9155 >11 189 
8 I Total Operating Expenditures Per Capita (Kc) 6 092 8 470 <5492 >6713 
9 • Debt Service as a Percent of Total Revenue 50% 86% <5% >10% 
J Debt Service as a Percent of Recurring Revenues 92% 124% <10% >20% 
I Net Operating Revenue I Debt Service 33 ___ 28 ___ 

-
>20 __ L_ <11 

legend 

Risk Assessment 
for City X 

status Trend 
1995 (1998v 1995) 

S I 

A I 

A 0 

S 0 

W S 

S I 
I 

W I 

A 0 

S 0 

S 0 

S 0 

Status 
W Weak 
A Acceptable 
S Strong 

Trend 
0 Deteriorating 
S Stable 

Improving 
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Worksheet #4a 
An Overall Risk Assessment for City X 

Relative to Selected Benchmarks 

Indicator Value for City X Benchmarks for All CIties 
1998 1997 of Similar Size 

Budget Strong Weak 
(ExhibitS) 

I Net Operating Revenue as a Percent of Recurring Revenue 350% >+7% < +2% 

Z Recurring Revenues as a Percent of Total Revenues 694% >66% <50% 

J National Tax Revenues as a Percent of Recurring Revenues 609% <50% >75% 

~ local Revenues as a Percent of Recurring Revenues 335% >33% <25% 

5 Property Sales as a Percent of Total Revenue 97% <2% >5% 

S Total State Subsidies as a Percent of Total Revenue 4,1% <33% >50% 

7 Total Expenditures Per Capita ( Kc) 14 217 <9155 >11189 

8 I Total Operating Expenditures Per Capita (Kc) 6 470 <5492 >6713 

9 ~ Debt Service as a Percent of Total Revenue 86% <5% >10% 

) Debt Service as a Percent of Recurring Revenues 124% <10% > 20% 

I Net Operating Revenue I Debt Service 28 >20 <11 
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Risk Assessment 
for City X 

Status Trend 
1996 (1997v 19981 

----

Status 
W Weak 
A Acceptable 
S Strong 

Trend 
D Deteriorating 
S Stable 

Improving 
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Status of 
Indicator 
Weak 

• • • • • 
A Risk Assessment Matrix for City X 

Trend In Indicators 

Imllrqvmg 

Trend In IndlcatOi (j 

Detenoratm~ 

Status of 
Indicator: 
Strong 
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MODEL. XLS 
Credit Finance Analysis 

• How much can a 
municipality borrow? 

• How much should a 
municipality borrow? 

i ~ 

• • I I 
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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 

\1\1/,1 
\\~I/ 
~I \~ 
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• 

\S\ 
o 

• • • • • • • 

Can municipality borrow? 

Recurring revenues 

Operating expenditures 

Surplus 
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How Much Can a Municipality 
Borrow? 

• Consistent net operating surplus - Lowest 
surplus 

• Loan term assumption: 

- interest rate 

- maturity 

• Total amount 
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Criterion of Recurring Revenues 

• Derive from an existing national law 

• Subtracting individual items from the 
financial statements 

• U c 1-12 Fin 1-12 , 



~ 

Recurring Revenues 

• National Tax Revenues 

- Personal Income Tax 

- Corporate Income Tax 

• Local Revenue 

- Revenues of RO and PO 

- Property Tax 

- Administrative and Local Fees 

• State Operating Subsidy 
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Non-recurring Revenues 
I 

• Proceeds from Borrowings 

• Proceeds from Property Sales 

• Proceeds from Gifts 

• Subsidies from State Funds 

• Subsidies from State Budget 

• Subsidies from District Office Budget 

~ 



Operating Budget Projection 

Model projection Own projection 

Model assumption for Own calculation of 

• revenues • revenues 

• expenditures • expenditures 

~\ 
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How much the municipality should 

borrow? 
\ I 

.... 

• Risk assessment 

• Sensitivity analysis 
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Sensitivity Analysis - impact on base 
case projection of small changes in revenue 

and expenditure assumption 

Base Case 

Best case Worst case 

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

• 
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Set of Financial Indicators • Revenue 

• Expenditure 
• Net Results 
• Actual to Budget Performance • Relative Growth 

• Liquidity 
• Outstanding Debt • Debt Service 

~ 

----
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Risk Assesment 

Indicators Assesment 

Status: weak 
acceptable 
stron 

Risk: high 
acceptable 
low 

eterioratlng 
stable 
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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 
reserves 
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Final Decision 

• Financial director 
- excellent analysis 
- good argument 

• Mayor 

• Financial Board 

• City Council 

• City Assembly 


