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RATING OF MORAVIAN-SILESIAN REGION

In June 2008, Moody´s Investors Service updated its ratings for the Moravian 
Silesian Region („MSR“).
The A2 long term issuer rating with stable outlook for the MSR refl ects 
a Baseline Credit Assessment (BCA) of 7 on a scale of 1 - 21 (where 1 repre-
sents the lowest risk, 21 the highest). The BCA also refl ects our assessment of 
the moderate likelihood that the national government of the Czech Republic 
would act to prevent a default by the region.
MSR’s BCA of 7 refl ects a number of factors, including generally prudent 
budgetary management mirrored in a manageable debt stock and the re-
gion’s adequate operating performance and fi nancial performance. The rat-
ing also takes into account the current institutional framework, the main 
features of which are limited spending fl exibility and a heavy reliance on 
earmarked central government transfers. MSR’s BCA of 7 refl ects the fol-
lowing factors:

Operating environment

The operating environment for Czech RLGs refl ects that of OECD emerging 
market economies, with relatively high GDP per capita within the emerging 
markets universe, modest GDP volatility and relatively high ranking on the 
World Bank’s Government Effectiveness Index. The combination of these 
characteristics suggests a low level of systemic risk, as refl ected in the A1 
rating assigned to the debt issued by the national government.

Institutional Framework

The region, as part of the recently created (in 2001) layer of local govern-
ments in the Czech Republic, has experienced numerous changes in the size 
and composition of its budget. The fundamentals of the system related to 
the funding of regional responsibilities and their budget structure appear set-
tled for the near future. From 2008, regional revenues will be infl uenced by 
the coalition government’s reform programme, which involves a reduction in 
the overall tax burden in the Czech Republic, particularly with regard to low-
ering taxation rates for individuals and corporations. For 2008, the impact of 
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the tax reform is anticipated to be offset by higher proceeds from VAT and 
the growth of the national economy.

Financial Performance

Overall fi nancial results have been solid. The region has carried out its respon-
sibilities within available budgetary resources and, up to 2005, had not in-
curred any defi cit or contracted any debt. MSR’s budgetary results benefi ted 
from the fi nancial reform introduced in 2005, which increased the regional 
share in the basket of shared taxes in exchange for a decrease in intergov-
ernmental transfers. In 2007 the region’s GOB peaked at 9.7 % of operating 
revenues. However, supported by the track record of the region’s prudent 
budgetary policy based on conservative estimates of revenue and partial 
compensation by increased VAT, we retain our expectation that its operating 
margins should achieve at least current average levels in the medium term.

Debt Profi le and Cash

Although the region has resorted to debt in order to access EU funds, this 
is unlikely to create fi nancial pressure going forward. MSR’s stock of debt 
remains slightly below the regional average; current obligations should not 
represent a signifi cant burden on the region’s budget for the time being. In 
2005 - 2008 the Region concluded a long-term loan with the EIB for co-
fi nancing the capital expenses related to these projects. The maximum re-
payment period is 25 years, but the region intends to repay the debt within 
10 years. MSR has never had to resort to short term credit or overdraft facili-
ties, as a result of the predictability and evenness of both its revenues and 
its expenditures. A potential need for additional investment fi nancing in the 
form of bridge loans might occur beyond 2008. Moody’s believes that the 
eventual amounts of debt drawn will remain appropriate in relation to MSR’s 
rather limited debt repayment capacity.

Governance and Management Factors

The region has a good track record of meeting its budgetary targets, helped 
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by stabilised management and – in recent years sound national GDP growth. 
Prudent fi scal management is supported by comprehensive and transpar-
ent fi nancial reporting, including two-year budget forecasts. Regarding debt 
management, however, Moody’s considers MSR’s experience to be limited, 
given the simple structure and moderate level of its debt.

Economic Fundamentals

MSR accounted for about 10.5% of the Czech Republic’s GDP, making it 
the second largest contributor after Prague. On a GDP per capita basis, the 
region ranks seventh in the national average. This moderate productivity and 
above average unemployment rates still refl ect the historically industrial pro-
fi le of the region (metallurgy and coal mining) and the deep transition. How-
ever, the recently booming economy refl ects the ultimate impact on the local 
economy of the intense restructuring process. The automobile industry’s role 
has especially increased with the arrival of Korean automobile manufacturer 
Hyundai. The company is situated in the recently developed industrial park at 
Nosovice and is expected to start operating by the end of 2008.

The following table presents an overview of the strong and weak 
points of MSR.

Credit Strengths Credit Challenges

generally prudent budgetary 
management,

limited revenue fl exibility and 
capacity to generate independent 
sources of revenue combined with 
rigidity in operating expenditures 

constrains the region’s debt 
repayment and investment 

capacity,

adequate operating performance,

a likely increase in debt and 
depletion of existing cash 

reserves as a result of the need 
to co-fi nance a heavy investment 

programme supported by EU 
funds,
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Credit Strengths Credit Challenges

good fi nancial performance,
the potential impact on the 
revenue side of the recently 

implemented tax reform that will 
lower income taxes.

manageable debt stock.
 
From the point of view of the rating agency, the current rating could be en-
hanced by changes in the institutional framework, thereby enabling greater 
fl exibility in income and expenses. However, such a change is not likely in the 
short-term. By contrast, a steep rise in indebtedness along with worsening 
management operating results would have a negative infl uence on the rat-
ing results from the point of view of the rating agency.

Rating Outlook

According to the rating agency, a radical turn in existing MSK policy can-
not be expected, particularly regarding the attitude towards indebtedness 
and budget management. This also holds true with regard to the regional 
elections, which take place in October 2008, during the course of which a 
change in the distribution of political power in the region might occur simul-
taneously with the modifi cation of its strategic goals.
Over the medium term, the MSR’s budget will be infl uenced by recently 
implemented reforms, effective 1 January 2008, particularly with regard to 
lowering taxation rates for individuals and corporations. In 2008 and 2009, 
any revenue losses arising from lower income tax rates are expected to be 
offset by higher proceeds from increased VAT and the growth of the national 
economy, underpinning the stable outlook.
MSR’s fi nances will be signifi cantly infl uenced by a substantial volume of in-
vestment subsidies expected during the EU’s 2007 - 2013 programming pe-
riod. Although income from the EU funds covers the majority of total project 
costs, they are usually received after the completion of particular investment 
actions. Thus, bridge loans are likely to be needed going forward, at least 
temporarily increasing the region’s fi nancial exposure. This area will continue 
to be monitored by the rating agency.

4



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.6
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /CZE <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


