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Analysis of the
Creditworthiness of Local
Government-owned Companies
with a Credit Scoring Method

Summary: In this study, we analyse the creditworthiness of local government-owned companies by means of a modelled scoring
system, a scorecard-based credit scoring method adapted to local government-owned companies. The analysis that uses an objective
factor-based scoring system covers all the areas of operation of the companies, encompassing their management. The scoring
system is used to classify the examined companies into appropriate categories based on their key financial indicators. The analysis
covers the period between 2013 and 2016. The study gives us an overview of the credit rating of local government-owned companies,
which will be examined on a territorial dimension, as well, for the purpose of levelling. Based on the results of the research, the
creditworthiness of local government-owned companies changed in a hectic manner in the examined period, but the majority of the
public companies examined belong to the creditworthy category.

Kevworns: local government controlling, liquidity, profitability, creditworthiness
JEL-copes: H11, H40, H70, M41

INTRODUCTION

Local government-owned companies play
a key role in serving domestic population,
in performing the statutory tasks of local
governments, as they are responsible for public
duties locally. As far as rating is concerned, lo-
cal government-owned companies have special
characteristics because they can borrow from
banks subject to restriction and a government
licence. Furthermore, the extent to which
they can comply with the requirements of an
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independent and modelled creditworthiness
assessment conducted by a bank and their
solvency are attributes that reflect their
financial health and sustainable operation.
Our analysis deals with this topic within the
framework of empirical research.

REVIEW OF THE ACADEMIC LITERATURE

Findings of research conducted in
Hungary on the operation of local
government-owned companies
literature examined

Hungarian academic

several aspects of the operational risks of lo-



cal government-owned companies, covering
established

owner’s controls and their effects on local

indebtedness, inappropriately

governments as Owners.

In their study, Homolya and Szigel (2008)
compared the indebtedness of local govern-
ments with that of the local government-
owned companies. Based on their investiga-
tions, they established that no credit boom
occurred in the segment of local government-
owned companies as may be expected con-
sidering the owners, however, they predicted
the evolution of risks that they expected to
be mainly due to the deficiencies of the in-
formation system. In their analysis, the found
that by 2008 the loans disbursed to local
government-owned companies had reached
25-30 per cent of the debts of the whole lo-
cal government sector, which they estimated
had made up 0.6-0.8 per cent of the GDP of
the time. Based on their investigations con-
ducted on data from the court of registration
and statistics from the central bank, they es-
tablished that the concentration of borrow-
ing was very high, as 90 per cent of the loans
had been taken out by the first 100 compa-
nies with the highest amount of debt. At the
same time, the majority of borrowers made a
loss in 2006. The loans of local government-
owned companies were estimated to amount
to HUF 170-200 billion. This statement was
supported by the fact that such loans consti-
tuted almost 3—4 per cent of the corporate
loan portfolio of the banks, while loans dis-
bursed to local government-owned companies
made up about 20 per cent of their exposures
to local governments.

In their study published in 2012, Aczé/ and
Homolya estimated based on audits conducted
in 2011 that the amount of bank exposures
exceeded HUF 200 billion.

As a result of the amendment of Act LXVI
0f 2011 on the State Audit Office of Hungary,
the State Audit Office of Hungary was given
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the power to control local government-owned
companies. It can be established based on the
report of the State Audit Office of Hungary
that the indebtedness of local government-
owned companies increased between 2007
and 2010. Local authorities failed to pay
enough attention to the increase of the debts
of such companies, and to present the finan-
cial risks to town councils.

The report published by the SAO stated that
the balance sheet and off-balance-sheet liabili-
ties arising from contractual relationships be-
tween companies and their owner, as well as
liabilities to third parties are not directly and
fully available. The audit by the SAO regard-
ing the period 2007-2010 found that the role
of companies had grown in the fulfilment of
voluntary tasks, and the number of guarantees
and direct suretyships had quadrupled in the
case of towns with county rank (from HUF 9.4
billion in 2007 to HUF 40.3 billion in 2010).

Szabé (2012) examined how towns with
county rank performed their tasks and com-
pared the size of the budgetary and extra-
budgetary service-providing sectors. Based on
his analyses, he came to the conclusion that
the dominant players of asset management
carried out by local governments are local
government-owned companies.

Lentner (2013, 2014 and 2015) examined
and assessed the enforcement of the going
concern accounting principle in the case of lo-
cal government-owned companies, exploring
the analytical framework for the enforcement
of the principle.

Németh (2016) published his findings based
on the experience gained from audits con-
ducted at local government-owned compa-
nies, dealing with two sectors relevant to our
topic (waste management and district heating
service), as well as with public transportation
and non-profit theatres providing cultural
services. Between 2008 and 2012, the SAO
audited altogether 36 district heating com-
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panies and 9 waste management companies.
In contrast with our analysis, the sample did
not require town status, therefore companies
owned by villages, towns, towns with county
rank and the capital were audited. The find-
ings are summarised as follows:

*although no business plan is required
by the law, 23 out of 36 district heating
companies did not have one,

*in the study, two out of nine waste mana-
gement companies did not have a net cost
calculation policy, four companies did not
have well-founded tariff calculation owing
to inappropriate regulation, and the au-
dit found errors in the case of six district
heating providers,

* regarding the management of companies,
2009 was the best year,

eit is alarming that 8 district heating
companies and one waste management
company closed all the audited years with
positive results, while 18 companies made
a loss and 7 companies were subsidised by
the local government,

eregarding loss-making companies, the
registered capital of 11 companies fell
below 50 per cent, while the equity of 7
companies became negative in certain
years of the audit,

*based on the analysis, the receivables
increased drastically, however, the companies
did not make use of any statutory recovery
instruments to manage their receivables,

*local governments basically managed
to enforce ownership rights, to set up
supervisory committees and comply with the
rules in an appropriate way. However, only
two companies had rolling planning and
the preparation of a quarterly controlling
report prescribed, the lack of ownership
control at 2/3 of the companies indicates the
dysfunction of ownership control.

Horvdth (2016) examined the effects of

state price control, commonly known as util-
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ity cost reduction, on waste management and
district heating service. In their analysis, the
authors established that in the sectors affected
by the utility cost reduction, the value of li-
abilities peaked in 2012 when 40 per cent of
the audited companies had long-term liabili-
ties, while 60 per cent of the companies had
short-term liabilities. The latter mainly con-
sisted of trade payables. In the period exam-
ined, the aggregated balance sheet earnings of
HUEF 3.7 billion were positive. The companies
of smaller settlements made a loss.

In relation to the reform of state manage-
ment, based on SAO reports published be-
tween 2011 and 2015, Domeokos et al. (2016a
and 2016b) revealed several deficiencies re-
lated to the operation of local government-
owned companies, in particular the existence
of performance requirements, ownership and
management controls. In this context, they
put forward several recommendations for the
operation of local government-owned compa-
nies. These recommendations concerned the
role of the owners, the management of the
companies and the supervisory boards.

Credit scoring system

Based on the definition of the FHA, the cre-
dit scoring system is a statistically relevant,
empirically-calculated credit scoring system.
The definition above predestines that the
creditworthiness of a company cannot be
estimated completely accurately, therefore
the continuous development enables the
improvement of the method (Errington et al.,
1983).

According to Schreiner, this formula allo-
cates weights to the characteristics of the bor-
rower based on which the probability of the oc-
currence of certain events is estimated. Oravecz
(2007) believes that the aim of the method is to
provide information for the assessment of the



lending risk and define the relationship based
on historical data from databases.

In his study, Kiss (2003) presented the main
credit scoring procedure, the indices on which
it is based and the BACMIR procedure based
on which the model was calculated.

Srinivasan and Kim examined the accuracy
of credit scoring procedures by analysing the
accuracy of 8 indices.

Methods applied in credit scoring:

*linear probability models,

* probit and logit models,

* discriminant analysis,

*linear programming,

scorecard-based systems. Certain meth-
ods lead to a kind of scorecard system, giv-
ing a weighted or unweighted result (“score”),
which decides on creditworthiness (Oravecz,
2007). In our study, we used a method based
on the scorecard system.

Material and methodology

The aim of our analysis is to examine the
creditworthiness of local government-owned
companies, their degree of compliance with
a modelled scoring system used by banks
and the percentage of creditworthy and
uncreditworthy companies among them. As
a result of the regulatory environment, local
government-owned companies are allowed to
take out a limited amount of loans, as pursuant
to the amendment to the Stability Act of
2015, the borrowing of local government-
owned companies requires government li-
cence. Consequently, the aim is not to assess
whether a specific company complies with the
system of creditworthiness criteria in a model-
led situation, but to identify the operational
characteristics of the examined portfolio of a
local government-owned company.

As opposed to general banking practice,
the modelled scoring system presented in the
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theoretical analysis contains only objective
elements worth 90 scores. The length of the
analysis did not allow the examination of sub-
jective elements, but generally, it can be stated
that such factors have no significant effect on
the results of the analysis due to the positive
general opinion of local government-owned
companies.

The reason for this is that in subjective
analyses the management and the owners are
rated by banks as stable, as the banking sys-
tem has unbroken confidence in local govern-
ments, which was apparent at the time of the
issue of a considerable amount of bonds. On
the other hand, the customers’ side can also be
regarded as stable, as the clientele principally
consists of the citizens, whose net financial as-
sets have been increasing since 2011, based on
the statistics of the National Bank of Hungary
(MNB).

In view of the above, subjective factors were
not considered, and we focused on the results
based on objective elements instead. The cred-
itworthiness of companies was examined not
only in temporal dimensions, but also accord-
ing to territorial and municipal categories.

P The horizon of the analysis covers the fi-
nancial years 2013-2016. The source of the
data is the Amadeus database. This period was
chosen because the state regulation, which
had a tangible effect on the situation of public
utility companies, came into force as of 2013
(see: Table I).

P Territorial dimensions meant regional lo-
cation.

»The companies analysed included several
categories, such as companies owned by the
local governments of towns, villages, the capi-
tal and districts, as well as companies in the
possession of asset management holding com-
panies and companies of the local government
foundations.

PBased on the data available, a random
sample was taken from the companies in the
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Table 1

THE NUMBER OF COMPANIES INVOLVED IN THE ANALYSIS

2013 129
2014 134
2015 144
2016 132

Source: Own edition based on the Amadeus database

given year. In the year in question, 10 per cent
of the companies were selected.

Between 2013 and 2016, the aggregate asset
value of local government-owned companies
showed a rising tendency, as it increased by
23 per cent compared to 2013 (see: Table 2).
The aggregate value of revenue realised by lo-
cal government-owned companies reached its
peak in 2015. Despite the slight drop in 2016,
the aggregate revenue increased by 17 per cent
in the sector since 2013. In the period exam-
ined the aggregate result of local government-
owned companies was positive, as the value of
their equity grew year by year, calculating with
a basis ratio, it had an incremental value of 17
per cent compared to 2013.

The only negative trend was that the val-
ue of the equity of local government-owned
companies did not grow by such an extent

1,291
1,342
1,441
1,320

compared to the asset value. Their ratio fell to
32 per cent from 34 per cent in 2013.

Most companies deal with water supply
and waste management. In addition, a lot of
companies specialise in real estate manage-
ment (see: Figure 1). The latter is considered
to be a classic economic function of local
governments, as they manage the real estate
assets acquired during the change of regime.
The high number of companies dealing with
arts can be explained by the fact that local
authorities converted their companies, which
had operated as budgetary authorities before,
into non-profit limited liability companies
from 20006.

Table 3 shows the set of indices used. The
indicators reveal that banking practice uses
only a few indicators which are different
from those used in the course of the normal

Table 2
KEY DATA OF THE EXAMINED COMPANIES
(IN MILLION HUF)
Assets 2,070,477 2,353,682 2,484,957 2,564,401
Revenues 878,591 979,771 1,050,976 1,034,850
Equity 716,082 728,443 812,516 840,061

Source: Amadeus database, 2018
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Figure 1

SECTORIAL DISTRIBUTION OF THE EXAMINED COMPANIES
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Source: the authors’ own research, 2018

operation of companies, as the format of the
accounting report is the same as that in the
case of companies in the market. As opposed
to local government-owned companies in
Germany or Italy, such companies in Hun-
gary do not have a different organisational
form from companies in the market. In our
analysis, we detected three different variables
which indicate the special characteristics of
local government-owned companies: revenue
independence, net investment and the modi-
fied loan-to-value ratio. The selection of the
first index is justified by the fact that in many
cases, the operation of the companies is sub-
sidised by local governments, therefore this
indicator shows to what extent the company
is able to realise revenue independently. The
index of net investment shows to what extent
were the companies able to contribute to the

growth of the national assets, ignoring the
invested financial instruments. The value of
this indicator is favourable if it is positive. In
the course of establishing the scoring system,
we also considered the sector-specific features
of other revenues to calculate the loan-to-
value ratio.

On the top companies in the category
classification defined in 7able 4 are those
that belong to Category A. Their indices
are outstanding regarding all factors, as
they reached 81 out of the total score of 90.
Companies in Category B performed worse
in some respects, but the financing institu-
tion provided the loan to them uncondi-
tionally. Even companies in Category C can
obtain financing if they have powerful col-
lateral. Categories D and C were deemed to
be uncreditworthy.

Public Finance Quarterly m2018/2
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Table 3
THE SET OF INDICATORS EXAMINED

Analysis of the financial Equity ratio (equity/total resources) 8 0

situation Equity turnover (equity/net revenue 4 0
Reinvestment of after tax profit 4 0
Fixed assets coverage ratio (equity + long-term liabilities/ 4 0
fixed assets)

Examination of the financial L iquidity ratio 6 0

situation Acid-test ratio 6 0
Dynamic liquidity (revenue/short-term liabilities) 5 0
Buyer maturity 2 0
Net investment (change in the invested assets - 4 0
depreciation /value of invested assets)
Supplier maturity 4 0

Examination of the Revenue independence (other revenue/revenue) 4 -1

profitability situation ST 6 Al 5 -1
Return on equity ) =i
Speed of circulation of inventories 5 0

Debt service Debt ratio (long-term liabilities/equity) 6 0
Short-term indebtedness indicator (short-term liabilities/ 6 0
equity)
Debt service cover ratio 6 0
Loan-to-value indicator (net revenue + other revenue/short- 6 0
term liabilities)

Source: the authors’ own research, 2018

Table 4
FINDINGS BY CATEGORY

Category A Absolutely creditworthy

Category B Creditworthy

Category C Creditworthy in a limited way

Category D Uncreditworthy

Category E Uncreditworthy

Source: the authors’ own research, 2018
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Table 5

SUMMARY OF THE HYPOTHESES AND METHODS

Assessment of
creditworthiness between
2013 and 2016

Is there any relationship
between territorial
location and corporate
creditworthingss?

Is there an relationship
between the settlement
category and the

Hegeddis (2016)
Zéman (2017)
Domokos et al. (2016)
Németh (2016)
Horvéth (2016)

authors’ own assumption

authors’ own assumption

creditworthiness category?

Source: the authors’ own research, 2018

Descriptive Statistics

Variance analysis (post hoc:
Scheffé test)

Variance analysis (post hoc:
Scheffé test)

The features of the
creditworthiness of local
government-owned companies
deteriorated during the period
in question.

There is significant difference
between regional location and
corporate creditworthiness.

There is significant difference
between the settlement
category and corporate
creditworthiness.

Figure 2

CREDITWORTHINESS ASSESSMENT (BY CATEGORIES)

THE RESULTS OF THE ANALYSIS FOR THE YEAR 2013

T A

Source: the authors” own research, 2018
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The aims and methods defined in the course
of the research are summarised in 7zble 5.

As Figure 2 shows, no completely uncredit-
worthy companies (Category E) were involved
in the analysis. However, the percentage of
uncreditworthy companies in Category (D)
is high (42 per cent). Based on this, we can
conclude that a significant part of the sample
would not get any loan from the banks under
market conditions.

31 per cent of the companies belong to cat-
egories with good creditworthiness (categories
A and B), while the remaining 28 per cent be-
long to the grey zone. On the positive side,
despite their low number (no more than 5 per
cent), there were some companies which fully
complied with the creditworthiness criteria,
therefore they received the highest rating.

Regarding creditworthiness, the most pow-

erful companies operated in the capital, Pest
County and in the Central Transdanubian re-
gion. In the latter case, mainly in the seat of
Fejér County. As Figure 3 shows, companies
operating in the Central Hungarian and the
Western Transdanubian regions have credit-
worthiness characteristics belonging to Cate-
gory B. Classified by county, these companies
are also located in Fejér County. Companies
operating in the Northern Great Plain and
Southern Transdanubia had the worst features
in the year examined. Surprisingly, the num-
ber of such companies was high in the Central
Hungarian region, as well. From the central
region 9 companies, mainly from the capital,
belonged to this category. On the positive side,
every company in the Central Transdanubian
region complies with the minimum require-
ments for creditworthiness.

Figure 3

CREDITWORTHINESS CATEGORIES BY REGION, IN 2013
(THE CATEGORIES ARE INDICATED BY NUMBER)
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Based on the data analysed, all companies
in the capital fall into the creditworthy cat-
egory. By contrast, in the case of the compa-
nies in towns with county rank and towns,
uncreditworthy companies are in majority.
However, a high percentage of the compa-
nies operating the districts of the capital
are creditworthy (see: Figure 4). At the same
time, among social organisations and hold-
ings operated by local governments, credit-
worthy and uncreditworthy companies are
represented equally.

The assessment conducted in 2014 found
that the majority of the companies fell into
the mediocre category regarding creditworthi-
ness. Most companies are creditworthy, how-
ever, 25 per cent of the companied assessed
would not be creditworthy based on the data
of the method described (see: Figure 5). On
the negative side, some companies that were
given the best credit rating disappeared, and
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the average scores in Category B, which is still
considered a category with high rating, de-
creased, as well, by 2014. 46 per cent of the
companies had median index value (Category
C), while 28 per cent had appropriate indi-
ces (Category B). In relative terms, there was
some improvement compared to 2013. The
percentage of companies with mediocre char-
acteristics (Category C) increased by 68 per
cent compared to the first year examined.

As Figure 6 illustrates, in the case of the
assessment conducted for the year 2014, the
majority of the companies in the capital had
favourable creditworthiness features, however,
there were also some uncreditworthy organi-
sations among them. In the case of towns with
county rank, the situation improved slightly
compared to the previous year, because the
number of uncreditworthy companies had de-
creased. The ratio improved somewhat in the
case of towns. On the positive side, there were

Figure 4

COMPANY CATEGORIES BY SETTLEMENT
(THE CATEGORIES ARE INDICATED BY NUMBER)
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Figure 5
THE RESULTS OF THE CREDITWORTHINESS ASSESSMENT FOR THE YEAR 2014
(THE CATEGORIES ARE INDICATED BY NUMBER)
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Source: the authors’ own research, 2018
Figure 6

COMPANY CATEGORIES BY SETTLEMENT IN 2014
(THE CATEGORIES ARE INDICATED BY NUMBER)
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no uncreditworthy companies owned by the
capital in 2014.

As far as territorial location is concerned,
the data show that the percentage propor-
tion of creditworthy companies was higher
among companies operating in Central Hun-
gary or Western Hungary regions, especially
in Gyér-Moson-Sopron County. The situ-
ation improved a lot in the Southern Great
Plain region due to the values of companies in
Bécs-Kiskun County (see: Figure 7). Based on
the assessments conducted, the creditworthi-
ness related performance of local government-
owned companies deteriorated in Central
Transdanubia and Southern Transdanubia.
The situation in Northern Hungary slightly
improved.

The distribution of the results of the 2015
assessment was different from that of the as-
sessment conducted in 2014. At the same
time, the percentage of uncreditworthy com-
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panies was the same as in 2013 (36 per cent)
(see: Figure 8). The number of companies with
appropriate creditworthiness in Category B
significantly dropped, as their percentage was
just 17 per cent. Similarly to the assessments
conducted in 2013 and 2014, most compa-
nies (47 per cent) belonged to Category C or
the grey zone. This ratio equals the 2014 data.
In conclusion, it can be established that as op-
posed to the improvement in 2014, the cred-
itworthiness index of the companies slightly
declined and the percentage of uncreditwor-
thy companies increased in 2015. Another
negative factor is that no company belonged
to the best group (Category A) regarding cred-
itworthiness assessments.

Data concerning settlement categories
show that all companies operated by the capi-
tal itself were creditworthy, while the num-
ber of uncreditworthy companies owned by
the districts of the capital rose (see Figure 9).

Figure 7

CREDITWORTHINESS CATEGORIES BY REGION, IN 2014
(THE CATEGORIES ARE INDICATED BY NUMBER)
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Figure 8
THE RESULTS OF THE CREDITWORTHINESS ASSESSMENT FOR THE YEAR 2015
(THE CATEGORIES ARE INDICATED BY NUMBER)
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Source: the authors’ own research, 2018
Figure 9

COMPANY CATEGORIES BY SETTLEMENT IN 2015
(THE CATEGORIES ARE INDICATED BY NUMBER)
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A similar process is seen concerning towns
with county rank compared with 2013. the
percentage of uncreditworthy companies is
the highest among companies owned by local
governments of this status. The number and
percentage of uncreditworthy companies also
rose in towns compared to 2013 data. Un-
creditworthy companies appeared in the dis-
tricts of the capital, as well. Their number and
percentage increased compared to the previ-
ous year examined.

Data concerning regional distribution
show that the percentage of creditworthy lo-
cal government-owned companies was high
in the Central Hungarian region in 2015.
However, the percentage and number of
uncreditworthy companies significantly in-
creased, as well, compared to previous years
(see: Figure 10). In addition, the number of
companies in Category B is the highest in
Western Hungary, especially in Gyér-Moson-
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Sopron County. In other regions, companies
were only categorised into Category C. In
conclusion, the creditworthiness of local gov-
ernment-owned companies was appropriate
in the most developed counties. The situation
is bad regarding the local government-owned
companies in the Southern Transdanubia and
Northern Great Plain regions. Most uncred-
itworthy public service providers operate in
the Northern Great Plain, Central Hungary,
Southern Transdanubia and Southern Great
Plain regions.

The results of the assessment
for the year 2016

the of 2016, it

was welcome news that the number of

Based on assessment

uncreditworthy ~ companies  significantly

decreased. It was the lowest during the four-

Figure 10

CREDITWORTHINESS CATEGORIES BY REGION, IN 2014
(THE CATEGORIES ARE INDICATED BY NUMBER)
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Figure 11

CREDITWORTHINESS ASSESSMENT FOR THE YEAR 2016
(THE CATEGORIES ARE INDICATED BY NUMBER)

72

| R

Source: the authors’ own research, 2018

year-long period examined (see: Figure 11). As
far as their proportion and value is concerned,
the number of the companies in the more
favourable Category B increased the most
following the last year examined, resulting in
a percentage that is the second highest value.
A large percentage of companies belong to
the mediocre, grey zone, similarly to previous
years. No company belongs to Category A.

By 2016, the regional classification sig-
nificantly changed. In particular, the perfor-
mance of companies from well-performing
regions deteriorated, but, surprisingly, despite
the fact that companies in Western Hungary
performed better, the uncreditworthy com-
panies were located also in these regions (see:
Figure 12).

Based on Figure 13, we have concluded that
most creditworthy companies work in towns,
towns with county rank, while the most un-
creditworthy companies are managed by the
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asset management holdings of local govern-
ments. Fundamentally, the management of
such companies would not be the responsi-
bility of local governments, but that of the
manager of the holding company, therefore
this trend might lead to the evolvement of an
unfavourable process.

It can be established that there is a significant
difference in territorial location in the exam-
ined period. The two examined variables, the
territorial location and the level of significance
are below the 5 per cent value in all cases (see:
1able 6). It has been proven by post-hoc tests
that the data from Central Hungary, Northern
Great Plain, Southern Transdanubia, Central
Transdanubia and Western Transdanubia were
significantly differed for each year.

When we looked at settlement categories,
the variance analysis did not reveal any sig-
nificant difference in any of these years. Con-
sequently, the settlement category does not
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Figure 12
CREDITWORTHINESS ASSESSMENT BY REGION, FOR THE YEAR 2016
(THE CATEGORIES ARE INDICATED BY NUMBER)
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Figure 13

CREDITWORTHINESS ASSESSMENT BY SETTLEMENT FOR THE YEAR 2016
(THE CATEGORIES ARE INDICATED BY NUMBER)
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Table 6
VARIANCE ANALYSIS FOR THE EXAMINED VARIABLES

Pont 2016 0.557 0.046 Pont 2016 0.953 0.436
Pont 2015 2.631 0.037 Pont 2015 0.897 0.478
Pont 2014 1.598 0.019 Pont 2014 0.826 0.542
Pont 2013 1.675 0.020 Pont 2013 0.746 0.452
Source: the authors’ own research, 2018

Table 7

ANALYSIS OF THE PANEL SURVEY

A 1 0 0 0
B 10 9 6 8
© 10 8 11 14
D 9 13 13 8

Source: the authors’ own research, 2018

lead to considerable difference in relation to
creditworthiness scores.

In the panel survey, there were 30 compa-
nies with a valid value for every year, there-
fore the direction of the change could be eval-
uated on the basis of their data (see: Table 7).
As it is obvious based on previous analyses,
the sample analysed included no companies
rated with the highest creditworthiness value
since 2013. The number of companies in the
second best category (Category B) decreased
until 2015, but then slightly increased by
2016, which is considered to be positive.
The number of companies in the mediocre
category grew by the last year, owing to the
fact that less companies fell into the worst
category. Similarly to the trend outlined by
means of annual assessments, it is apparent
that the creditworthiness characteristics of lo-

Public Finance Quarterly m2018/2

cal government-owned companies improved
by 2016. Based on the panel survey, the worst
years were 2014 and 2015. The fact above
contradicts to the analysis conducted on the
whole sample, where the worst years were
2013 and 2015. An upward trend was visible
in even years.

Based on territorial location, it can be
stated that the processes were similar to those
outlined in the analysis of the sample, which
means that the creditworthiness of the compa-
nies in Central Hungary, Western and Central
Transdanubia was the most appropriate, as
none of these companies fell into the uncred-
itworthy category. Uncreditworthy companies
concentrated in the Southern Transdanubia,
Southern Great Plain and Northern Great
Plain regions.

In the course of the panel survey, it is worth
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Table 8

CONCLUSION OF THE RESEARCH

The features of the creditworthiness of local government-
owned companies deteriorated during the period in question.

There is significant difference between regional location and
corporate creditworthiness.

There is significant difference between the settlement category
and corporate creditworthiness.

Source: the authors” own research, 2018

considering sectorial classification, as well.
Based on this, it can be concluded that water
companies and district heating providers fell
into the same creditworthy category each year.
Out of the 5 company types, they were classi-
fied into Category B each year. Uncreditworthy
companies primarily dealt with real estate man-
agement and arts in the period in question.

CONCLUSIONS

The first hypothesis has been dismissed as the
deterioration of creditworthiness could not be
evaluated due to the fluctuating results of the
assessments. 2014 and 2016 were considered

Dismissed

Proven

Dismissed

to be better years, while the number and
percentage of uncreditworthy companies
sharply increased in odd years (see: Table 8).
Not even the findings of the panel survey
prove the evolvement of a clearly deteriorating
tendency, as the year 2016 changed the trend
seen in 2014-2015.

The second hypothesis has been proven as
the variance analysis was significant each year.
Furthermore, the post-hoc tests revealed some
differences between better and worse perform-
ing regions.

The third hypothesis has been dismissed as
the owners were the same each and every year
examined, therefore it could not be substanti-
ated.
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