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Understanding S&P Global’s Ratings

e Anissuer’s ability and willingness to pay debt in a timely manner
e Credit ratings are forward looking

e S&P Global ratings are opinions, not guarantees of credit quality or exact measures of

the probability that a particular issuer or particular debt issue will default

e The Ratings scale is relative and based on the creditworthiness of an issuer or credit quality of

an individual debt issue, from strongest to weakest, within a universe of credit risk

e Criteria provide the analytic framework to derive the rating opinion
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S&P Global’s Ratings Scale
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Investment-Grade

AAA  — Strongest

AA+
AA Very Strong

AA-

A+
A Strong

A-

BBB+
BBB } Adequate

BBB-

Speculative-Grade

BB+
BB } Least Speculative
BB-

B+
B } Speculative
B-

CCC Highly
CC Speculative

C

D — In Default

Short-term U.S. Public Finance note ratings: SP-1+,SP-1, SP-2 & SP-3



U.S. States: State Ratings Distribution
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The Analytical Framework

Framework for ratings U.S. governments

We determine the issuer
credit rating (ICR) by:

=

Institutional framework

1 | Assessing the Institutional
Framework (IF)

2 Establishing the individual

Individal credit profile (ICP) [ 2 ) .
credit profile (ICP)

Stand -alone Issuer
credit p rofile credit Combining IF and the ICP to
(SACP) rating establish the anchor

Econo my 20%

4 | When relevant, adjusting the
anchor for credit-specific

Financial pe rformance 20%

modifiers
Reser ves and liquidit y 20% _ Modifiers and Application of Application of and caps

caps, when rating above the issue criteria,

relevant sovereign, when when relevant When relevant, applying our
for rating U.S. governments

Holistic analysts, EI above the sovereign

(not subject to

caps)

4

S&P Global
Ratings



Institutional Framework

* The IF is the set of formal rules and laws,
practices, customs, and precedents
that shape the environment in which
governments operate.

* We assess the IF by state and
government type (i.e., states, counties,
municipalities, schools).

* When the legal or practical environment
for a specific local government differs
from the norm in its state (portfolio
assessment), we will assess accordingly.
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Predictability (25%)

The ability of a
government to forecast
its revenues and
expenditures

Revenue/expenditure balance
and system support (50%)

The ability of a government
to finance the services it
provides, and the degree of
ongoing and exceptional
support from a higher-level
government

Transparency and
accountability (25%)

The comparability of a
government's relevant
financial information



Framework For Establishing The
Individual Credit Profile (ICP)

Step 1: Establish initial assessment

Step 2: Apply qualitative adjustments

GSP--Gross state product. GCP--Gross county product. PCPI--Per capita personal income.
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Economy
20%

State

GSP per capita % of U.S

(50%)

State PCP| % of U.S.

(50%)
I

Local government

GCP per capita % of U.S.

(50%)

County PCPI % of U.S.

(50%)

Financial performance

20%

State

State budgetary
performance over
economic cycles

Local government

Three-year average
operating result (%)

Reserves and liquidity
20%

State

Budget-based
reserves

Local government

Available reserves
(%) of revenues

Management Debt and liabilities
20% 20%
State and State and
local government local government

Budgeting practices
(35%)

Long-term planning
(35%)

Policies
(30%)

Current cost for debt
service and liabilities
(50%)

Net direct debt
per capita
(25%)

Net pension
liabilities per capita
(25%)

l

l

l

l

Local economic profile

1

Economic volatility
and concentration

1

Economic growth
prospects

Under or overstated
operating resulis

3

Performance volatility

1

Projections suggest
different assessment

Under or overstated
reserves

1

Projections suggest
different assessment

1

Liguidity and contingent Risk management, credit
culture, and oversight

liability risks

Transparency and
reporting

1

Governance structure

J

Under or overstated
current costs

1

Under or overstated
long-term liabilities

1

Projections suggest

different assessment

v

v

\Z

\/

Final factor assessments

v




Management

Step 1: Establish initial assessment

Budgeting practices Budgets are forward-looking with Budgets are realistic with sufficient Budgets are limited in scope with Budgets are unrealistic and lack
robust monitoring monitoring informal monitoring monitoring

Long-term planning Robust culture of long-term planning  Some long-term planning Informal long-term planning No long-term planning

Policies Robust, well-defined policies with Basic policies with regular reporting Informal policies exist with little or no  No policies or policies not followed
thorough reporting reporting

Step 2: Qualitative adjustments

Transparency and reporting adjustment

Considers management's timely and effective disclosure of information

Governance structure adjustment

Considers whether the relationship between management and governing bodies or issues with the processes for making decisions or executing reforms could worsen initial assessment

Adjustment for risk management, credit culture, and oversight

Considers management’s risk tolerance, oversight, or track record in adequately planning and monitoring the government’s operations
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Debt And Liabilities

Step 1: Establish initial assessment

. | - | .« | s | s

State

Current cost for debt and liabilities <3 3-6 6-9 9-12 12-15 >15
Net direct debt per capita <500 500-1,500 1,500-2,500 2,500-3,500 3,000-4,500 >4,500
Net pension liabilities per capita <500 500-1,500 1,500-2,500 2,500-3,500 3,000-4,500 >4,500

Local government

Current cost for debt and liabilities <8 8-14 14-20 20-25 25-30 >30
Net direct debt per capita <500 500-1,500 1,500-2,500 2,500-3,500 3,000-4,500 >4,500
Net pension liabilities per capita <500 500-1,500 1,500-2,500 2,500-3,500 3,000-4,500 >4,500

Step 2: Qualitative adjustments

Adjustment for under- or overstated current costs

Considers if initial assessment should be adjusted because current costs for debt and liabilities are over- or understated and would align with a different initial assessment

Adjustment for under- or overstated long-term debt and liabilities

Considers if initial assessment should be adjusted because long-term debt and liabilities are over- or understated and would align with a different initial assessment

Adjustment for projections that suggest different assessment

Considers whether prospective changes to current costs and long-term debt and liabilities would result in a different initial assessment
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State medians by rating category

Rating

Median IF score

Median ICP score

G5SF per capita

State PCPI

Reserves as a % of budgeted revenue
Operating results as a % of revenue
Management assessment

Met direct debt per capita*

Met pension liability per capita*

MNet direct debt and pension liabilities per capita
State aggregate funded ratio (%)

Current costs as a % of revenue

65,087

11.35%

9.35%

531

499

1,258

a2

3.64%

Abd+

1.8

B1.874

67,377

12.05%

6.30%

1.33

1,621

8BS/,

[#]

2,406

f2

3.88%

Rating category

AL

2.12

24,348

BO,4&74

19.07%

6.50%

1.35

80

1,377

2,696

i2

5.24%

2.385

70,839

§1,243

15.93%

5.15%

1.68

1,704

1,377.5

3,081

-

6.19%

2.B65
65,673
BH, 766
11.42%
4.75%
1.83
1,587
3,401
9,438.5
48

11.25%

All states

1,008.5

247

2,159

£.10%

*Based on the 2023 annual comprehensive financial reports where available, when unavailble the ratings are based on 2022 data. IF--

Institutional framework. GSP--Gross state product. PCPI--Per capita personal income.
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Minnesota

2023*
AAA
1
1.45
66,804
71,819
29.9%
37.7%

1
1,292

421

1,713

82.3%

3.3%

Rating

IF Score

|CP score

GSP per capita
State PCPI
Reserves %
Op results %
Management
assessment
Net direct debt
Net pension
liability pc
Net debt &
pension pc
State
aggregate
Current cost
as %ofrev

*Qur last published data



Available reserves as a percentage of revenue (FY24)
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U.S. state current costs per capita (FY23)

000 M Debt current costs per
capita
2.500
OPEB current costs per
2 000 capita
M Pension current costs per
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U.S. States: What We’re Watching

A

Federal policy Labor costs Tax structures
Changing federal policies can Facing shortages in the past few States have been cutting
mewE o o e [ years, states succassfully taxes for years. As the

e BT attracted workers through economy decelerates, will
positive and negative. We're .
increased wages, These costs revenue forecasts hold?

watching Medicaid policy now need to be funded in
decisions closely. budgets.

AR
|

Demographics Event risks
An aging population, changing Cred '_t pressures from
migration patterns, and geopolitical events, cyber
immigration policies can drive attacks, and extreme weather
future revenue and state persist. Tackling affordability
service delivery changes. Social challenges and curbing the cost
costs might pressure other of insurance are now commaon
parts of the budget. budgetary challenges.

Source: S&P Global Ratings.
Copyright @ 2024 by Standard & Poor's Financial Services LLC. All rights reserved.
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Appendix

e Details on ICP components
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Economy

Step 1: Establish initial assessment

.. | - | . | s | e |

State
Real GSP % of U.S. >110 110-95 95-85 85-75 75-65 <65
State nominal PCPI % of U.S. >100 100-90 90-80 80-75 75-70 <70

Local government

Real GCP % of U.S. >110 110-95 95-85 85-75 75-65 <65

County nominal PCPI % of U.S. >100 100-90 90-80 80-75 75-70 <70

Step 2: Qualitative adjustments

Local economic profile adjustment

Considers local government demographics, wealth, and income characteristics influencing revenue-generating capacity or expenditure demands

Economic volatility and concentration adjustment

Considers the concentration and volatility of state or local government economies over cycles

Economic growth prospects adjustment

Considers the projected economic growth patterns and other economic circumstances that could affect future revenue-generating capacity
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Financial Performance

Step 1: Establish initial assessment

. : | .- | &

State
State budgetary performance over Surplus performance achieved Balanced operating results achieved  Balanced operating results may be Limited focus on structural budget
economic cycles during economic expansion and during economic expansion and achieved during economic expansion balance, regular deficits carried
budget balance during economic budget balance and budget balance during economic through into future fiscal years
decline will be less than 50% reliant  during economic decline may be decline may be more than 75%
on one-time measures more than 50% reliant on one-time  reliant on one-time measures
measures
Local government
Three-year average operating result (%) >3 3-0 0-(3) (3)

Step 2: Qualitative adjustments

Adjustment for under- or overstated operating results

Considers if financial performance is over- or understated and would align with a different initial assessment

Performance volatility adjustment

Considers if financial performance is subject to unpredictability and would align with a worse initial assessment

Adjustment for projections that suggest different assessment

Considers whether prospective changes to current financial performance would result in a better or worse initial assessment
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Reserves And Liquidity

Step 1: Establish initial assessment

Budget-based reserves There is a formal budget-based There is a formal budget-based There is a formal budget-based There is no formal budget reserve
reserve target relative to annual revenue  reserve target relative to annual revenue  reserve target relative to annual revenue  target, or reserves are funded at less
or spending that is or spending that is or spending that is between 1% and 4%. In than 1% over time, or there is no process
above 8%. In addition, there is a between 4% and 8%. In addition, there is a addition, there is a for accumulating reserves. No additional
demonstrated track record of restoring demonstrated track demonstrated track record of restoring reserve funds are identified or available
the reserve following record of restoring the reserve following  the reserve following depletion
depletion depletion

Available reserves % of revenues

Locl government I O O S I
>15 15-8 8-4 4-1 <1

Step 2: Qualitative adjustments

Adjustment for under- or overstated reserves

Considers if reserves are over- or understated and would align with a different initial assessment

Adjustment for projections that suggest a different assessment

Considers whether prospective changes to reserves would result in a better or worse initial assessment

Liquidity and contingent liability risks adjustment

Considers whether liquidity pressures could worsen initial assessment
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Arriving At An Issue Credit Rating

Institutional framework

Individal cedit profile (ICP)

Econo my 20%

Financial pe rformance 20%

Reser ves and liquidit y 20%

Management 20%

Debt and liabilities 20%
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Stand -alone Issuer Issue
credit p rofile credit credit

Modifiers and
caps,when
relevant

Holistic analysss,
when relevant
(not subject to
caps)

rating rating

Application of * Application of *
rating above the issue criteria,
sovereign, when when relevant
relevant

* There is no change to our existing criteria approach to

* “Ratings Above The Sovereign--Corporate And Government Ratings: Methodology
And Assumptions,”

* “Issue Credit Ratings Linked To U.S. Public Finance Obligors’ Creditworthiness,” and

* “Priority-Lien Tax Revenue Debt,” which remain unchanged.
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U.S. state current costs as a percentage of FY23 revenues
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* The 2023 annual comprehensive financial reports are unavailable for AZ, CA, IL, MS & NV, so 2022 data used.



U.S. States: By The Numbers

State debt per capita virtually
unchanged at around $1,000 for
past 15 years

$1,067 20z hienest
$984

15-yeaar average

Median net debt service as
a % of governmental expenditures
2.9% in 2023, down from 3.7% in 2019

3.7%

2019

Average available
reserve balance as %4
of revenues:

ol
19.7%

Aggregate state net
pension liability per
capita in 2023:

$1,165

w7
M,I

States with positive
outlooks

State with a negative
outlook

Medicaid enrollment as of August 2024:
791 million compared with 71.3 million in

July 2019

791
.3

ol Jul,
2019 A2A

Dowen from
March 2023
peak of 941
million, but
11.2%% above
February 2020
numbers

Sources: Centars for Medicara & Medicaid Services, Congrassional Budget Office, LLS, Department of Treasury, SEF Global Ratings.
Copyright @ 2024 by Standard & Poor’s Financial Services LLC, All rights reserved.
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No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in
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OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be
relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where
registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. Rating-related publications may be
published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its
sole discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business
units. S&P has established policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web
sites, (free of charge) and (subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information about our ratings fees is available at
Australia: S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the Corporations Act 2001. S&P Global Ratings' credit ratings and related research are not intended for and must not be distributed to any person in

Australia other than a wholesale client (as defined in Chapter 7 of the Corporations Act).

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.
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