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S&B Series on Municipal Bonds – Article One 
Why Community Banks Should Not Rely on Rating Agencies for Municipal Bonds 
 
Authored by Jay Brew, Co-Chairman, Seifried & Brew | April 28, 2011 
 
Reliance on the major rating agencies such as S&P and Moody’s has been precarious since the Financial 
Crisis.  The outrage of S&P placing the United States on negative credit watch after S&P’s involvement in 
perpetuating the Financial Crisis and the resulting government deficit-spending stimuli is just a fresh 
reminder that community bank boards and management teams must have the tools to assess risk that 
are not dependent on the rating agencies. 
 
In April of 2011, S&P downgraded DeKalb County, Georgia from AA- to BBB.  If a community bank 
became aware of this significant downgrade, what would its reaction be?  Would there be a knee-jerk 
response that would result in the sale of the security?  Or, would the bank consider an OTTI impairment 
and the resulting write-down of net income? 
 
To make matters more confusing, DeKalb County is now “split rated” as of this writing.  Moodys rates 
the credit AA3 with a negative outlook.  Which of these rating agencies now has the most accurate view 
of the credit?  This split rating certainly confuses the issue of whether to sell, hold, or impair the 
security.  Further, since split ratings are not uncommon the need for an independent, third-party rating 
is even more imperative. 
 
Seifried & Brew LLC (“S&B”) has developed a proprietary model to rate municipal securities called the 
S&B Municipal Bond Ratings.  As an independent, third party, S&B’s ratings provide a community bank 
with another level of due diligence which expands their level of due diligence beyond relying solely on 
the major rating agencies that have come under heavy criticism.  Having an independent source for 
municipal bond ratings provides community banks with a resource that addresses the particular concern 
of regulators that banks need additional due diligence in assessing their municipal bond portfolios. 
 
The methodology used under the S&B Municipal Bond Ratings was pioneered by Dell Stevens who 
developed a form of “depression-based” analysis from his decades of experience of observing how 
municipalities operate.  S&B utilizes its proprietary analysis by tracking trends in revenues and expenses 
and, where applicable, the rate of tax collections. 
 
The S&B Municipal Bond Ratings are delineated as S&B1, S&B2, S&B3, or S&B4. 
 
The S&B1 rating indicates that Seifried & Brew believes that a municipality will pay interest and principal 
as expected.  The S&B2 rating indicates that Seifried & Brew believes a municipality will pay interest and 
principal as expected, but the municipality’s financials are indicating a warning sign with some financial 
weakness.  For a typical community bank, both the S&B1 and S&B2 would most likely be graded a “2” 
loan credit. 
 
The S&B3 rating indicates continued weakness in a municipal credit.  If the credit is an essential purpose 
general obligation or an essential purpose revenue issuer, the S&B3 would most likely be graded a “3” 
loan credit. 
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If S&B were to rate a municipality an S&B4, there would be concern that a municipality may have 
problems paying principal and interest as expected. 
 
In the case of DeKalb, S&B would rate it an S&B2.  There are red flags with this credit, but not to the 
extent that S&P has portrayed in its rating.  DeKalb’s revenues have been in decline due primarily to the 
decline in property taxes.  This decline did create a deficit in 2009 and 2010.  On the other hand, the 
county’s budget has shown that DeKalb is seriously reducing expenses to eliminate the deficits.  Seifried 
& Brew believes this is significant to the creditworthiness of an issuer. 
 
With an S&B2 rating in hand, a community bank has an independent assessment that can monitor the 
municipal credit.  This also gives the bank due diligence in supporting investment portfolio decisions 
with accountants and regulators. 
 
Another hot topic in the municipal bond arena is the “AAA” rated insured bonds versus “non-rated” 
insured bonds.  S&B will delve further into this issue in an upcoming article in the S&B Series On 
Municipal Bonds.  During the Financial Crisis, municipal bond insurers lost their “AAA” ratings leading 
these bonds to be “non-rated” insured bonds causing a stir in the municipal bond markets.  With the 
issues with bond insurance, many community banks found their once AAA rated securities to be lower 
rated or even non-rated.  These securities have raised questions from both regulators and auditors.  The 
independent S&B Municipal Bond Ratings can provide a clearer picture of the credit worthiness of these 
securities.  For instance, King County School District in California was an insured bond but now is non-
rated.  To make matters worse, California, in general, is a dysfunctional market with little active trading.  
Many feel that the state problems will cause all forms of municipal governments in California to 
implode.  Based on S&B’s experience, however, the majority of California credits are operating with 
balanced budgets even with steep cuts in state contributions.  At this time, King County School District 
would be rated an S&B1 for maintaining revenues and even cutting expenses to create a surplus. 
 
On the other hand, S&B can be critical of a municipality.  Moody’s rates New Lenox Illinois general 
obligations an AA2.  This credit would receive an S&B 3 for continued deficit spending at a relatively high 
percentage of revenues. 
 
Due to the upheaval in the municipal securities markets and the unreliability of the rating agencies, 
community banks can gain more insight into their investment portfolios using an independent, third-
party rating, such as the S&B Municipal Bond Ratings, to provide the proper due diligence from an 
investment prospective as well as a regulatory perspective. 
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