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As the COVID-19 pandemic wreaks havoc on revenue, S&P Global Ratings has observed that states
are grappling with how to manage cash flow. Early forecasts indicate that state revenue declines
will likely surpass the 11.6% drop during the Great Recession, exceeding the 8.0% median state
rainy day fund balance. Many states extended tax-filing deadlines to July from April to provide
taxpayer relief, exacerbating cash-flow pressures. At the same time, they are absorbing
significant unbudgeted pandemic-related costs. Although the Coronavirus Aid, Relief, and
Economic Security (CARES) Act funds help offset pandemic-related expenses, the federal
government has yet to provide support to offset lost tax revenue.

Drawing on reserves or slashing spending isn't always sufficient, timely, or the most prudent tool
states have to address cash shortfalls. Even in the best of times, states can experience cash
deficits because required disbursements occur evenly throughout the year but they receive a
majority of revenue later in the fiscal year. To manage the routine ebb and flow of cash balances,
some states might temporarily tap rainy day or other available funds or borrow internally. Some
maintain standing lines of credit with either banks or state investment pools, engage in direct
bank loans, or access capital markets to issue revenue anticipation notes (RANs).

S&P Global Ratings has seen a notable uptick in short-term borrowing and payment deferrals to
address sudden shortfalls, but a majority of states will likely have enough cash to weather fiscal
2020-2021 budget challenges. To date, states have had sufficient liquidity to meet priority
obligations given strong market access and a high degree of sovereignty over expenditures. If
additional federal aid does not materialize, we believe many states might need to increase deficit
borrowing.
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States Use Cash-Flow Management Tools During COVID-19 Recession
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States Borrow, Delay Payments During COVID-19 Recession

Short-term borrowing can make sense when states lack the internal cash resources to meet
current obligations and deficits are temporary. In this recession, many states view cash deficits as
temporary given the likely influx of receipts after July tax-filing dates and pending economic
recovery. Budget cuts often occur over the course of the fiscal year rather than as upfront savings,
and some states might opt to delay painful cuts if revenue is likely to recover or they anticipate
federal aid. For example, in June 2020, New York State (AA+/Stable) issued $3.5 billion of personal
income tax subordinate RANs. S&P Global Ratings doesn't view the debt as an indicator of fiscal
distress but rather as a means to buy time until New York receives delayed income tax receipts
and can effectuate planned budget cuts.

Given the current low interest rate environment, borrowing is a low-cost option for most states,
and we understand that the CARES Act considers interest and issuance costs as eligible
expenses. States with weaker credit quality, however, have less favorable market access. In May
2020, the Federal Reserve temporarily established the $500 billion Municipal Liquidity Facility
(MLF) as a lender of last resort to states and local governments. If faced with unfavorable market
conditions, the MLF will purchase state anticipation notes with maturities of up to three years at a
penalty rate. This option could be attractive for states expecting a longer recovery period, but most
legally prohibit cash-flow or deficit borrowing beyond a fiscal year. So far, only Illinois
(BBB-/Negative) has used the MLF for a $1.2 billion short-term borrowing that it will repay within a
year. If market conditions deteriorate, the MLF could become more critical.

The current downturn has inspired other novel borrowing approaches. As of June 2020, New
Jersey (A-/Negative) had fully drawn down a renegotiated external bank revolving credit facility for
$1.5 billion. New Jersey statutes prohibit the state from cash-flow borrowing across fiscal years.
To get around the statute, New Jersey extended its fiscal year three months to Sept. 30, which
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allowed it to renegotiate a cash-flow facility to extend past the former fiscal year-end.

Another less conventional cash management tool is to defer vendor payments or disbursements to
agencies or local governments. California's (AA-/Stable) budget proposal includes a large deferral
of school funding, which will improve the state's fiscal results, although it could result in school
districts needing to borrow or dip into savings to cover the delayed revenue. New Jersey's budget
proposal also defers appropriations normally occurring from September into October, which helps
its cash in the short term, but would likely compel it to access external debt markets for liquidity
purposes in October. While Illinois hasn't formalized upcoming payment deferrals, it maintains a
bill backlog to various vendors that will likely grow over the next year.

Cash Deficits As Harbingers Of Distress

Cash shortfalls signal fiscal stress when they become structural challenges. One factor S&P
Global Ratings considers is whether the state will have the capacity to repay the loan or make the
deferred payment without creating another structural budget gap. Examples include if a
temporary line of credit were to become an annual budget item or if the state were to issue
long-term bonds to repay short-term notes. We also look at the size of cash shortfalls relative to
the budget and the extent to which a state relies on capital markets to meet priority payments.
Signs of significant distress, or a noninvestment-grade rating, include if a state were to approach
the legal or practical limit of borrowing, or if market access is only available from nontraditional
lenders or at interest rates or terms that could further impair capacity or willingness to meet
financial commitments.

This report does not constitute a rating action.

www.spglobal.com/ratingsdirect

June 30, 2020

3



States Demonstrate Resilience As Cash Falls Short

Copyright © 2020 by Standard & Poor’s Financial Services LLC. All rights reserved.

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 a database or
retrieval system, without the prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The
Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers,
shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results
obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is”
basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL 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 acknowledgment 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 non-public 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,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com (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
www.standardandpoors.com/usratingsfees.

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

www.spglobal.com/ratingsdirect June 30, 2020



	Research:
	States Borrow, Delay Payments During COVID-19 Recession
	Cash Deficits As Harbingers Of Distress


