Office of the City Auditor

Moody’s Investors Service Rating
Environmental, Social, and Governance

Why OCA did this project

Investors, regulators, and customers are increasingly interested in
environmental, social, and governance (ESG) strategy. Because the City of
Tulsa relies on investors to buy the bonds we use to finance capital
improvements, OCA wanted to learn more about the effects of ESG on our
credit rating.

Project Scope

ESG factors affecting City of Tulsa’s rating from Moody’s Investors Service
(“Moody’s)

How OCA did this project

Project procedures included:

Discussing with a Moody’s analyst how ESG risks were included in their
assessment

Learning how ESG factors impacted City of Tulsa’s credit rating through
analysis of Moody’s Credit Opinion, dated February 1, 2022

Researching impending changes related to ESG disclosures

Key observations

Moody’s ESG Credit Impact Score for the City of Tulsa was Neutral-to-Low

Finding accurate and relevant information to form an opinion about ESG is
challenging

Required ESG reporting will increase in the future
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What is ESG?

Environmental, social, and governance is a framework of factors that promote an
organization’s sustainability. Sustainability allows an organization to meet the needs of
its current customers without compromising the ability to meet customer needs in the
future. The ESG framework includes a set of nonfinancial performance indicators that
can be used to measure how well the organization is meeting its sustainability goals.
See Exhibit 1 for more information.

Why is ESG important?

Traditionally, potential investors have primarily relied on financial indicators for
investment choices. Today, investors have an interest in looking beyond financial
measures and have turned their interest to sustainability. Agencies that rate investment
opportunities have begun taking an interest in and including ESG factors in their rating
methods.

The City of Tulsa uses Moody’s Investors Service and Standard and Poor bond ratings
as operating indicators. Both these rating agencies now include ESG factors in rating
evaluations. This project took a deeper look at how Moody’s rated City of Tulsa ESG
factors.

Observation 1 — Moody’s ESG Credit Impact Score for the City of Tulsa was
Neutral-to-Low

The City’s annual FY22 consolidated financial report states:

“In their report dated July 21, 2022, Standard and Poor’s assigned and
affirmed an AA rating with a stable outlook to the City’s general obligation
bonds. Moody’s Investors Service assigned and affirmed the City an
Aa1 rating with a stable outlook in their report dated July 22, 2022.”

Moody's ratings range from Aaa to C, with Aaa being the highest quality and C the
lowest quality. Numerical modifiers range from 1-3, 1 being the highest quality. See
Exhibit 2 for additional information.

Moody’s ESG Credit Impact Score for the City of Tulsa was neutral-to-low. This means
the ESG score did not have a significant effect on City of Tulsa’s overall rating.
However, Moody’s attention to ESG measures will be increasing over time.



OCA interviewed a Moody’s analyst who addressed ESG scores in an email dated
October 7, 2021:

“The new scores are part of Moody’s on-going commitment to demonstrate
the systematic and transparent incorporation of material ESG issues into
credit ratings. Over time, Moody’s will be expanding ESG Investment Policy
Statements and Credit Impact scores to an increasing number of issuers
across sectors.”

Observation 2 - Finding accurate and relevant information to form an opinion
about ESG is challenging

Moody’s publication, General Principles for Assessing Environmental, Social and
Governance Risks Methodology states:

“The potential credit impact of many ESG considerations is challenging to
assess because it must often be inferred or estimated from multiple
sources based on reporting that generally is not standardized or
consistent.”

City of Tulsa has an opportunity to expand and improve the information it provides on
ESG topics. For example, a Tulsa Urban Data Pioneers report dated May 28, 2020
described an opportunity that City of Tulsa has missed. The American Council for an
Energy-Efficient Economy requests cities to complete its Clean City Energy Scorecard.
This scorecard allows cities to report their progress on energy, greenhouse gas
emissions, utilities, transportation, and beginning in 2019, metrics that measure
investments in and engagement with low-income communities and communities of
color.

The Urban Data Pioneers team learned City of Tulsa had not responded to the request
for scorecard information. All the information used for Tulsa’s scorecard was obtained
from publicly available websites. In the latest scorecard, Tulsa scored 11 out of a
possible 100 points, putting Tulsa near the bottom in the national ranking. See Exhibit 3
for additional information.

Observation 3 — Required ESG reporting will increase in the future
Activity by two key rule-making bodies indicate changes in ESG reporting.

City of Tulsa voluntarily complies with Government Finance Officers Association
reporting criteria and has continually earned its Certificate of Achievement for
Excellence in Financial Reporting. The GFOA recommends and describes in the
Best Practices: Voluntary Disclosure report that ESG risk factors should be
provided in official statements when municipal securities are being offered for sale.



The Securities and Exchange Commission issued a proposed rule, which is
currently open to public comment. The proposed rule would require certain
domestic and foreign registrants to include ESG information in financial reports.
The City of Tulsa is not required to follow SEC rules but should consider the
possibility of voluntary reporting. Many organizations have voluntarily included
ESG information in financial reports because of increased investor and customer
interest in this type of information.

City of Tulsa is becoming a data-driven organization. As our interest and capability
grows for using data in decision making, our thoughts should also include deciding what
ESG measures are best for us.



Environmental
Example factors

Energy efficiency
Waste reduction
Water management
Physical climate risks
Carbon transition risks
Natural capital
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Social
Example factors
o Fair pay
o Equal employment opportunity
o Workplace health and safety

e Human capital
» Affordable housing

o Community engagement
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Governance
Example factors

o Organizational structure

¢ Risk management

« Ethical business practices
» Compliance management
» Financial performance

e Transparency
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OCA compiled the example factors in this exhibit based on our research of ESG models.



Moody's long-term obligation ratings are opinions of the relative credit risk of fixed-
income obligations with an original maturity of one year or more. They address the pos-
sibility that a financial obligation will not be honored as promised. Such ratings reflect
both the likelihood of default and any financial loss suffered in the event of default.

Aaa Obligationsrated Aaaare judged to be of the highest quality, with minimal risk.

Aa Obligations rated Aa are judged to be of high quality and are subject to
very low credit risk.

A Obligations rated A are considered upper-medium-grade and are sub-
ject to low credit risk.

Baa Obligations rated Baa are subject to moderate credit risk. They are consid-
ered medium-grade and as such may possess speculative characteristics.

Ba Obligations rated Ba are judged to have speculative elements and are
subject to substantial credit risk.

B Obligations rated B are considered speculative and are subject to high
credit risk.

Caa Obligations rated Caa are judged to be of poor standing and are
subject to very high credit risk.

Ca Obligations rated Ca are highly speculative and are likely in, or very near,
default, with some prospect of recovery in principal and interest.

C Obligations rated C are the lowest-rated class of bonds and are typical-
ly in default, with little prospect for recovery of principal and interest.

Note: Moody's appends numerical modifiers 1, 2, and 3 to each generic rating classifica-
tion from Aa through Caa. The modifier 1 indicates that the obligation ranks in the higher
end of its generic rating category; the modifier 2 indicates a mid-range ranking; and the
modifier 3 indicates a ranking in the lower end of that generic rating category.

Source: https://www.moodysanalytics.com/-/media/products/Moodys-Rating-Symbols-and-Definitions.pdf
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RECOMMENDATIONS

= fdopt mare stringent building energy codes.
= fdopl location-efficient zoning codes that

apply to the entire city.

= Employ equitable community engagement
practices in planning cdean energy
Initiatives.

= Set and track community-wide goals for
GG emissions.

= Adopl polices and programs bo mitigate Lhe
urban heal island effect

= Adapt policies and programs targeling
energy elficlency in existing buildings,
such as retrocommitsioning and audit
requirements and incenlives, particularly
largeling low-income housing.

= Expand high-guality transit access for low-
Income residents.

COMBUNITY-WIDE [RITIATAES
0.5

()

[

|

15|

TRANSFORTATION POLRIES
[ EX

ED

EMETEY AMD WHTER WTILITIES
55

reta |

. MKINL M POINTS POSSSELE

2021 CITY CLEAN ENERGY SCORECARD

TULSA, OK

Tulsa has tew clean energy policies and substantial room for improvement scrocs all categories of the Seovecard, particularly
In hudldings palicies, local government operations, and community-wide initiatives. The cily can pursue loundational dean
energy policies that could serve as stepping-stones to a clean energy lulurs.

HOW DOES TULSA STACK UP TO PEER CITIES?

[ Community Wide iitiaties

T, " Baildings Policies
B Tramsportation Poficies
MEDIAN SCORES OF PEER CITIES B Enesmy and Wter Uit

[Modest-grawih cifies in mig-size metros) B Local Goversment Dperations

COMMUNITY-WIDE INITIATIVES (0.5 OF 15 POINTS)

Tulsa alms to Increase urban tree canopy coverage to 30°% by 20038, but the city has pursued few olber communily-wide
imitiatives. If has not adopted citywide climate and energy qoals of taken an equity-driven approach to chean enengy
planmning. Tulsa has nol supperted the creation af community solar or the Integration of emissions-reducing fechnodogy in
distributed anerqy systems within the community.

BUILDINGS POLICIES (0.5 OF 30 POINTS)

Tulsa has few initlatlves to reduce GHG emisshans and energy use In the bulldings sector. Okdaboma requires residential and
commercial buildings to camply with the 2075 Internalional Residential Code and 2006 Imlernational Energy Conservation
Code, respectively, and allows local junsdictions 1o adopt building energy codes; however, Tulsa has not done so. We could
ot lind information an whether the city has adopled solar ordinances or polices requiring buildings o inthede EV charging
Infrastructure or be EV ready. Tulsa does nod have programs commitied bo developing o dedicated energy efficiency or
renewabie energy workforce, and it does not hawve policies that incentivize or require energy eficiency in existing buildings.

TRANSPORTATION POLICIES (3.5 OF 30 POINTS)

{0 low-Incame households in Tulsa, 0% have access Lo high-guality transit. With 34.1 per 100,000 people, the cly bas a
moderate numbser of EV changing station ports available lor public use. Tubsa has nedther a sustainable freight Iransperiation
plan noe any policies (hat address fredght efficlency, mor has @ codilied WMT or transpartation-related GHG reduction targels.
Transportation entifles thal serve Tulsa have received rooghly $27.00 per capita om aversqe bn local transit funding anmually
betwaen 2015 and 2019, a very low funding lavel.

EMERGY AND WATER UTILITIES (5.5 OF 15 POINTS)

Compared to ather wlilities, Public Service Company of 0klahoma (P50 and Oklaboma Natural Gas chow low sasings as
apercentage of sales for both electric and natural gas efficdency programs. P30 ollers a portfalio of energy efficiency
programs lor low-income customers, incloding a camprehersive program; it slso offers & comgprebensive enengy efliclency
program for mulifamily properties. Tulsa does nol provide community-wide energy use information at the aggregate leved or
advocate for beter ratepayer access to utility data or establishing data-sharing agreements belween the city and its utiities.
We were unable 1o canfirm il the city participates in sctivities o stratagies 1o encourage more ulility-scale or distributed
reewable enargy generation from s Jocal electric wliity. American Electric Power, the parent company of P30, set a modast
company-wide goal 1o achieve ned-2ero emissions by 2050,

LOCAL GOVERNMENT OPERATIONS (1 OF 10 POINTS)

Tulsa requires the purchase of high-efficiency vehicles bor i feel buf has few ather iniliatives lo reduce GHG emissions

and energy use in local government operalicns, and has nol established GHE emissions redictions geals for municipal
operations. We wese unable to find information indicating that the city has an efficent outdoor lighting policy, instalied
renpwable energy systems an municipal facilities, established inclusive procurement policies, or developed a comprebensive
retrodil sirateqy.

Source: https://www.aceee.org/sites/default/files/pdfs/2021_CityScorecard_OnePagers/CS_2021_Tulsa.pdf




