3/17/2020 [ Press Release ] Fitch Ratings: Coronavirus Effects for U.S. States and Locals Still Developing

FitchRatings

Fitch Ratings: Coronavirus Effects for U.S. States and Locals Still
Developing

Fitch Ratings-New York-12 March 2020: The vast majority of U.S. state and local governments are well-
positioned to absorb the near-term credit implications from the coronavirus outbreak, but the situation remains
uncertain and is evolving rapidly, according to Fitch Ratings.

Local government fund balances are generally robust and state governments typically benefit from exceptional
inherent budget flexibility. Some governments, as reflected in lower Issuer Default Ratings (IDRs), are more
vulnerable to budget strain from unexpected stress events such as the coronavirus pandemic. Ongoing market

declines could increase pension liabilities and contribution needs over time. Capital markets access is generally

not a concern given that states and locals typically amortize debt annually and use it primarily for deferrable
capital projects. Fitch is assessing whether specific governments face near-term credit risk in this evolving
situation. Fitch is reviewing economic and fiscal data, and is in regular touch with issuers.

The high IDRs for most states and locals reflect Fitch's view that they can absorb deterioration in the fiscal and
economic environment without immediate effects on credit quality. For cities, counties, and school districts,
Fitch's review of comprehensive annual financial reports finds that median available general fund balances
were between 20%-30% of fiscal 2018 spending, reflecting the long period of economic expansion most
governments have benefitted from.

Nearly all states have robust ability to adjust revenues and expenditures (including downloading costs to locals
which are generally positioned to absorb them as noted above), and can tap into various balances on at least a
short-term basis. States' median available governmental fund balance as a percentage of fiscal 2018 spending
was a solid 8%, as states have likewise benefitted from the long period of economic expansion and generally
rebuilt sizable budgetary reserves..

Coronavirus has led to increased spending by states and locals for prevention and treatment measures which
are likely to escalate, and it will reduce economic activity and government revenues. Their potential depth and
breadth will drive any rating changes. A severe downturn could pressure state and local governments'
resilience and trigger more widespread rating implications.

Most states and some locals are susceptible to sometimes meaningful revenue declines absent policy action in
the face of a significant financial market and/or economic downturn. States rely primarily on a mix of sales and
income taxes, while local governments rely primarily on property taxes and to a lesser extent sales or income
taxes. Governments most reliant on discretionary economic activity or directly engaged in healthcare delivery
are more at risk. Dedicated tax bonds with more narrow revenue pledges are also at higher risk, though ratings
incorporate an assessment of the resilience of these structures to deep historical declines, including through
the Great Recession.

Fitch anticipates focusing on several factors over the coming weeks and months including:
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--Tourism and visitor-related revenue such as hotel and lodging taxes;

--Sales and use taxes, or similar broad consumption levies such as general excise taxes;

--Severance taxes and other natural resource-related revenues, particularly for oil;

--Personal and corporate income taxes;

--The scope of direct government coronavirus spending;

--Labor market indicators including unemployment insurance filing claims, non-farm payrolls, and
unemployment rate;

--Scope of travel or movement restrictions that limit economic activity;

--Federal measures including healthcare funding, direct consumer stimulus or industry-specific support;
--Effects of market volatility on pension systems, including annual contributions and liability burdens.

Fitch has observed anecdotal instances of coronavirus beginning to affect state and local governments with a
small sample listed below. Fiscal effects are only just unfolding and Fitch anticipates more actions:

--Hawaii's Council on Revenues recently revised the general fund revenue forecast downward by approximately
$300 million over this fiscal year and next, primarily due to coronavirus effects;

--New York's governor recently requested the state comptroller "perform a risk analysis" of the state's revenue
forecast, accounting for economic implications of the coronavirus;

--Washington's Department of Health has requested $100 million in supplemental appropriations from the
legislature for coronavirus management;

--San Francisco's city controller recently reported sharp declines in hotel occupancy and airport traffic and he
estimated city revenue losses in the tens of millions of dollars.

Fitch considers announced measures within the capacity of state and local governments to absorb at current
rating levels. There will be additional measures from state and local governments including revenue forecast
updates, supplemental appropriations and draws on reserve funds. Many state and local governments are also
in the midst of the budget enactment process for the upcoming fiscal year and enacted budgets are likely to
account for coronavirus effects to the extent possible.

Plausible estimates as to the extent of the U.S. population ultimately to be afflicted with the coronavirus are
wide ranging. A macro and financial market shock can have significant knock-on events, and, depending on the
magnitude and duration, the effects on the housing market and other currently unanticipated factors that could
affect state and local government credit quality may need to be assessed. Fitch will continue to monitor state
and local governments in the context of the shifting and complex effects of the coronavirus.
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Additional information is available on www.fitchratings.com

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE
READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC
WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES
ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,
CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES
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HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY
CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2020 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY
10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in
whole or in part is prohibited except by permission. All rights reserved. In issuing and maintaining its ratings and
in making other reports (including forecast information), Fitch relies on factual information it receives from
issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains
reasonable verification of that information from independent sources, to the extent such sources are available
for a given security or in a given jurisdiction. The manner of Fitch's factual investigation and the scope of the
third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the
requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is
located, the availability and nature of relevant public information, access to the management of the issuer and
its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon
procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided
by third parties, the availability of independent and competent third- party verification sources with respect to
the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's
ratings and reports should understand that neither an enhanced factual investigation nor any third-party
verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be
accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings
and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial
statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and
other information are inherently forward-looking and embody assumptions and predictions about future events
that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and
forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast
was issued or affirmed.

The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch
does not represent or warrant that the report or any of its contents will meet any of the requirements of a
recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and
reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating
and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group
of individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to
risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of
any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in,
but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes
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only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities.
Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security.
Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor,
or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from
issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary
from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate
all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or
guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the
applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not
constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed
under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom,
or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial
services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only.
Credit ratings information published by Fitch is not intended to be used by persons who are retail clients within
the meaning of the Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized
Statistical Rating Organization (the "NRSRO"). While certain of the NRSRO's credit rating subsidiaries are
listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO
(see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO
(the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the
NRSRO. However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf
of the NRSRO.

Endorsement Policy

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.

Fitch Updates Terms of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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