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RATING ACTION COMMENTARY

Fitch Af�rms St. Louis, MO's
IDR at 'A-' and Municipal
Finance Corp. RBs at 'BBB+';
Outlook Revised to Positive
Thu 27 May, 2021 - 3:57 PM ET

Fitch Ratings - New York - 27 May 2021: Fitch Ratings has af�rmed the City of St. Louis,

MO's Issuer Default Rating (IDR) at 'A-' and the rating of the city's lease revenue bonds

issued through the city's municipal �nance corporation at 'BBB+'.

The rating action affects the following securities:

--$112.6 million (Pension Funding Project) leasehold revenue refunding bonds (taxable),

Series 2007 at 'BBB+'.

The Rating Outlook has been revised to Positive from Stable.

SECURITY

Leasehold revenue improvement bonds issued by the St. Louis Municipal Finance

Corporation are rated one notch below the city's IDR, re�ecting an annual appropriation

pledge of general revenues to pay debt service.
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ANALYTICAL CONCLUSION

The revision of the Rating Outlook to Positive re�ects improved �nancial resilience as

evidenced by the increases in reserve levels over the past several years. Continued stability

in reserves as the city works through the economic uncertainty of the pandemic and

manages the infusion of one-time federal aid could support an upgrade.

Fitch's af�rmation of St. Louis's 'A-' Issuer Default Rating (IDR) and 'BBB+' lease revenue

bond rating, is driven by the city's adequate gap-closing capacity, particularly strengthened

available reserve balances, adequate spending controls and a moderate long-term liability

burden. Revenue growth prospects, in the absence of further voter-approved tax increases,

remain slow-to-stagnant.

ECONOMIC RESOURCE BASE

St. Louis is the hub of a regional economy extending westward into central Missouri and

across the Mississippi River into Illinois, with the city's downtown serving as the region's

largest employment center. Healthcare and higher education are the main growth drivers.

Resident wealth and income levels are below state and national averages, while the city's

poverty rate is high and more than double that of the surrounding county.

KEY RATING DRIVERS

Revenue Framework: 'bbb' 

Revenue growth prospects remain below the national rate of in�ation, consistent with

historical trends. The city's legal ability to raise revenues is constrained by state

constitutional provisions that require voter approval for most tax increases. Voters have

shown a tendency to approve most tax increases, including re-authorizing the earned

income tax every �ve years, particularly when matched with proposals to fund speci�c

services.

Expenditure Framework: 'a' 
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Spending growth is likely to outpace the natural rate of revenue expansion for the longer

term, making the structural balance dif�cult to sustain, despite a demonstrated ability to

control costs and a fairly �exible state labor framework. The city's carrying costs are

moderately high at roughly 21% of governmental funds spending.

Long-Term Liability Burden: 'aa'  

The city's long-term moderate liability burden of approximately 16% bene�ts from pension

changes enacted several years ago, and modest over-funding of actuarially-determined

contributions (ADCs) in recent years.

Operating Performance: 'bbb' 

St. Louis steadied its operating results in recent years after several de�cits during the last

economic expansion. Management's spending restraint and voter approval of tax increases

allowed the city to grow available reserves with annual deposits.

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to positive rating action/upgrade:

--Sustained reserves and liquidity at or near current levels;

--Fundamental changes in the city's economy that improve its tax revenue growth potential

and accelerate future economic and revenue growth prospects;

--Reductions in the city's long-term liability burden relative to personal income levels.

Factors that could, individually or collectively, lead to negative rating action/downgrade:

--Failure to maintain an adequate �scal reserve cushion, potentially due to a reliance on

American Rescue Plan (ARP) funds to balance the budget by paying for recurring expenses;

--Evidence of reduced expenditure �exibility due to rising �xed costs;
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--An unanticipated revenue shock that would occur if the city's earnings tax fails to be re-

approved in future re-authorization votes.

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Sovereigns, Public Finance and Infrastructure issuers

have a best-case rating upgrade scenario (de�ned as the 99th percentile of rating

transitions, measured in a positive direction) of three notches over a three-year rating

horizon; and a worst-case rating downgrade scenario (de�ned as the 99th percentile of

rating transitions, measured in a negative direction) of three notches over three years. The

complete span of best- and worst-case scenario credit ratings for all rating categories

ranges from 'AAA' to 'D'. Best- and worst-case scenario credit ratings are based on historical

performance. For more information about the methodology used to determine sector-

speci�c best- and worst-case scenario credit ratings, visit

https://www.�tchratings.com/site/re/10111579.

CURRENT DEVELOPMENTS

Coronavirus-Related Effects on St. Louis

St. Louis ended �scal 2020 (FYE June 30) with a surplus of over $10 million, increasing

available reserves to $101 million (19.5% of expenditures), inclusive of reserves in

nonmajor funds that are available for general operations. General fund revenue collections

were around $10 million over budget through the �rst three quarters of the �scal year prior

to the pandemic.

While revenue did fall in the fourth quarter (total �scal 2020 revenue was $7.4 million

below �scal 2019 revenue), the city was able to achieve a surplus due to expenditure

reductions, including delaying hiring and reductions in discretionary spending and $5

million transferred from the parking division fund to the general fund.

In �scal 2021, the city is seeing revenue declines, although not as severe as originally

projected. General fund revenue is currently estimated to be around $20 million below

�scal 2020 levels ($6.4 million higher than the original estimate), about a 4% decline, versus

a 7% decline in the enacted budget. The city was able to balance its budget through

reducing payroll, deferring capex, and reallocating special revenues. These budgeted cuts
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were about 9% below �scal 2020 expenditures and the total workforce was reduced by 75

positions (1%).

In �scal 2022, the city's preliminary budget anticipates an increase in revenue over �scal

2021 levels by around $6 million and a $23 million increase in expenditures. The budget is

balanced with the assumed use of $17.3 million of American Rescue Plan Act (ARPA) funds

to replace lost revenue. The city estimates that it will receive approximately $498 million

through ARPA but has not yet �nalized plans for how it will utilize those funds beyond the

$17.3 million in the �scal 2022 preliminary budget.

Fitch will also monitor the outcome and �nancial effects of litigation against the city that

may require the city to refund �scal 2021 earnings tax revenue to commuters who

telecommuted during the pandemic. Management states that any potential lost revenue

due to this litigation would be reimbursable by ARP funds.

CREDIT PROFILE

Policymakers are focused on revitalizing the city's tax base ($4.9 billion of taxable assessed

value as of �scal 2020). In recent years, their strategy has relied on a combination of tax

incentives, rezoning, and tax increment �nancing (TIF) to attract private investment. These

efforts have been partly successful; since 2010, private developers invested more than $3

billion in the city, mostly in the central business district. Projects included private housing,

residence halls for universities, and of�ce parks. These projects are having a modest impact

on population and income.

St. Louis's unemployment rate has historically trended higher than those of the U.S. and

Missouri. An improving local economy and a declining labor force, the latter which

correlates with continued population declines, have moderated the unemployment rate

since 2012. Despite a shrinking labor force, St. Louis bene�ts from being home to nine

Fortune 500 companies. Their presence testi�es to the city's favorable location at the

geographic center of the U.S. Institutional anchors such as Washington University and BJC

Healthcare act as economic stabilizers.

REVENUE FRAMEWORK
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St. Louis's revenue framework �ts into the 'bbb' category given a diverse but relatively

stagnant revenue base that has expanded below the rate of in�ation for the past decade,

and limited independent legal revenue-raising ability in the absence of voter-approved tax

increases. The local earnings tax is the largest general fund revenue source at around 35%

of �scal 2020 revenues, followed by the property (13%), franchise (9%), and sales taxes

(10%), as well as by service charges (10%), among other sources.

General fund revenues, as adjusted by Fitch to net out the effect of policy actions to raise

revenues, have historically grown at a rate below the national rate of in�ation. Fitch

believes this pattern of �at natural growth is likely to persist over the medium to longer-

term, with modest risk to the downside given a multi-decade pattern of population loss and

the fact that much new development has been spurred by tax incentives. It will take time

for the tax incentives to expire and for the developments associated with them to generate

new tax revenues in support of operations.

Management's ability to raise tax revenues is constrained by constitutional limitations that

apply to all Missouri municipalities. These limits (i.e. the 'Hancock Amendment') prohibit

municipalities from raising their annual property tax levy by an amount greater than the

lesser of 5% or the rate of in�ation without voter approval. The Hancock Amendment also

prohibits municipalities from raising non-property taxes (e.g. sales taxes) without voter

approval but these limits don't apply to �nes, fees or service charges.

Enactment of new taxes, which city leaders have campaigned successfully for in recent

years, requires a citywide vote. The city maintains a slender margin beneath its property

taxing limit but is able to raise fees and service charges to help close budget gaps. Tax

millage rates to fund speci�c services are assigned caps in Missouri but the rates are rolled

back as assessed values rise, allowing for incremental levying capacity.

The local earnings tax must be re-authorized every �ve years and would be phased out over

a 10-year period if voters fail to re-authorize. The last vote was in April 2021, when

residents voted in favor of retaining the tax by a margin of 79% to 21%. Fitch expects voters

will continue to re-authorize the tax in future elections due to the fact that the bulk of the

tax is paid by non-residents working in the city who do not vote in citywide elections.
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EXPENDITURE FRAMEWORK

Public safety is by far the city's largest spending responsibility, representing 57% of general

fund spending in �scal 2020, followed by judicial and general government spending.

Carrying costs were slightly elevated at just under 22% of governmental expenditures in

2020. Missouri statutes governing municipal-labor relations grant public employers

signi�cant leeway in controlling costs, as Missouri lacks binding arbitration. Service

delivery concerns are the primary constraint on the city's power to adjust the size of its

labor force.

Fitch expects the natural pace of spending growth to exceed the rate of revenue growth,

requiring proactive policy actions to align revenues and expenditures. The city's �nance

department projects structurally balanced budgets in the near term with imbalances

gradually growing and requiring greater corrective actions as a result of health care costs

outpacing revenue growth and an escalating debt service schedule. Management continues

to implement cost ef�ciencies to rein in the pace of spending, and is attempting to both

improve collection rates and raise fees and �nes (e.g. refuse collection) that have

historically grown slower than in�ation.

The �xed-cost burden is mildly elevated. Carrying costs made up almost 22% of

government spending in �scal 2020. Fitch expects carrying costs will remain relatively

stable given pension changes enacted to the �re�ghters' retirement system in 2013 that

stabilized annual pension contributions

The city's control over headcount, bene�ts and work rules is strong given Missouri's public

sector labor law, which prohibits strikes and binding arbitration. Set against a favorable

state labor framework is the city's practical need to maintain adequate services for a

resident population with elevated poverty and broad social service needs. Labor relations

are peaceful and contract terms �exible, allowing for periodic re-openers. Missouri

localities may impose contract terms unilaterally if they are unable to reach resolution

through a non-binding mediation process.
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LONG-TERM LIABILITY BURDEN

The city's long-term burden of debt and net pension liabilities of $2.5 billion constitutes a

moderate 16% of personal income, split roughly evenly across direct debt, overlapping debt

and pension liabilities. The two main securities under which the city issues debt are its GO

unlimited tax security, under which $72 million of bonds are outstanding, and the leasehold

revenue bond security, under which $353 million (issuance value of the city's capital

appreciation bonds) of debt is presently outstanding. Voter approval is not required for

leasehold revenue bonds, but city voters must approve new GO debt.

The city operates four de�ned bene�t pension plans for police, �re and general employees.

The legacy de�ned bene�t plan for �re�ghters, the Fire�ghters' Retirement System, was

closed to new members as of February 1, 2013, with all accrued bene�ts going forward to

be paid from the newly-created Fire�ghters' Retirement Plan.

The total pension liability of the four plans equals $2.2 billion, inclusive of $200 million in

liabilities related to city enterprises, with a reported net pension liability of $572 million in

2020. The plans had a reported assets/liabilities ratio of 74% in aggregate as of Sept. 30,

2019. The Fitch-adjusted net pension liability was $848 million, with an assets/liabilities

ratio of 66% assuming a 6% discount rate.

Positively, the city paid slightly more than its actuarially-determined pension contributions

in �scals 2015 through 2020, and management intends to continue over-funding its

payments in order to �rst stabilize, and then reduce, the net pension liability. Fitch believes

this practice will help to ensure that the unfunded liability remains manageable. The city

also has a fairly sizable OPEB liability equal to about 3.9% of personal income.

OPERATING PERFORMANCE

St. Louis's gap-closing capacity is adequate given improvements in the city's available

reserves, despite being limited by Missouri's restrictive revenue framework for localities.

The city's moderately elevated �xed costs combined with only moderate ability to raise

revenue result in limited budgetary �exibility for the city. Fitch's FAST model estimates that

city revenues would experience relatively low volatility in a moderate U.S. recession.

Unrestricted general fund balances totaled $73 million (14% of spending and transfers out)

for �scal 2020, which exceeded city's internal policy target of 5% of spending and transfers

out and more informal goal of 10%. Additional reserves of $28 million in several non-major

Fe
ed

b
ac

k



5/27/2021 Fitch Affirms St. Louis, MO's IDR at 'A-' and Municipal Finance Corp. RBs at 'BBB+'; Outlook Revised to Positive

https://www.fitchratings.com/research/us-public-finance/fitch-affirms-st-louis-mo-idr-at-a-municipal-finance-corp-rbs-at-bbb-outlook-revised-to-positive… 9/14

funds are also available to support general fund operations, bringing available reserves to

$101 million or almost 20% of spending for �scal 2020.

Budget management during the previous expansion had been uneven. The city restored

services cut during the last recession while working to address critical infrastructure needs

and improve pension funding. This took the city several years to rebuild general fund

reserves, and voter approved tax increases were ultimately necessary to bring fund

balances back to a healthy level.

Improvements in reserves were also partially due to transfers to the general fund by the

parking division due to a revenue sharing formula ($10 million in �scal 2019 and $5 million

in �scal 2020). Management does not anticipate that transfer to occur in �scal 2021.

In addition to the sources of information identi�ed in Fitch's applicable criteria speci�ed

below, this action was informed by information from Lumesis.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF
RATING

The principal sources of information used in the analysis are described in the Applicable

Criteria. 

ESG CONSIDERATIONS

Unless otherwise disclosed in this section, the highest level of Environmental, Social and

Corporate Governance (ESG) Credit Relevance is a Score of '3'. This means ESG issues are

credit-neutral or have only a minimal credit impact on the entity, either due to their nature

or the way in which they are being managed by the entity. For more information on Fitch's

ESG Relevance Scores, visit www.�tchratings.com/esg.

RATING ACTIONS
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•
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APPLICABLE CRITERIA

APPLICABLE MODELS

Numbers in parentheses accompanying applicable model(s) contain hyperlinks to criteria

providing description of model(s).

FAST Econometric API - Fitch Analytical Stress Test Model, v3.0.0 (1)

ADDITIONAL DISCLOSURES

Dodd-Frank Rating Information Disclosure Form

Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

DISCLAIMER

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, THE FOLLOWING HTTPS://WWW.FITCHRATINGS.COM/RATING-

DEFINITIONS-DOCUMENT DETAILS FITCH'S RATING DEFINITIONS FOR EACH RATING

SCALE AND RATING CATEGORIES, INCLUDING DEFINITIONS RELATING TO DEFAULT.

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

U.S. Public Finance Tax-Supported Rating Criteria (pub. 04 May 2021) (including rating

assumption sensitivity)

St. Louis Municipal Finance Corporation (MO) EU Endorsed, UK Endorsed
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AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION

OF THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE

AVAILABLE AT 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 WHICH THE LEAD ANALYST

IS BASED IN AN ESMA- OR FCA-REGISTERED FITCH RATINGS COMPANY (OR BRANCH

OF SUCH A COMPANY) CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS

ISSUER ON THE FITCH RATINGS WEBSITE.

READ LESS

COPYRIGHT

Copyright © 2021 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 veri�cation 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 veri�cation 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 veri�cations 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 veri�cation

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 veri�cation 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 �nancial statements and attorneys with

respect to legal and tax matters. Further, ratings and forecasts of �nancial and other

information are inherently forward-looking and embody assumptions and predictions
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about future events that by their nature cannot be veri�ed as facts. As a result, despite any

veri�cation 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 af�rmed.  

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 speci�cally

mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have

shared authorship. Individuals identi�ed in a Fitch report were involved in, but are not

solely responsible for, the opinions stated therein. The individuals are named for contact

purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for

the information assembled, veri�ed 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 �led 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 ef�ciency

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 �nancial 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
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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.�tchratings.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.

READ LESS

SOLICITATION STATUS

The ratings above were solicited and assigned or maintained by Fitch at the request of the

rated entity/issuer or a related third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch’s international credit ratings produced outside the EU or the UK, as the case may be,

are endorsed for use by regulated entities within the EU or the UK, respectively, for

regulatory purposes, pursuant to the terms of the EU CRA Regulation or the UK Credit

Rating Agencies (Amendment etc.) (EU Exit) Regulations 2019, as the case may be. Fitch’s

approach to endorsement in the EU and the UK can be found on Fitch’s Regulatory Affairs

page on Fitch’s website. The endorsement status of international credit ratings is provided

within the entity summary page for each rated entity and in the transaction detail pages for

structured �nance transactions on the Fitch website. These disclosures are updated on a

daily basis.
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