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    2. Tax reform ripple effects on ratings? 
 

  

  
 

  

  
 

   
Key Takeaways 

 While Moody’s has already shown upgrade/downgrade triggers with and without 

repatriation tax liability (a topic previously covered in this distribution), agencies have 

increasingly commented on more specific impacts from tax reform. 

 Union Pacific’s recent downgrade threshold shift at Moody’s from 2.0x to 2.25x 

serves as relevant case study of potential future adjustments to come.  

In a recently published Moody’s piece, the agency explicitly discussed Union Pacific’s re-

evaluation of its capital structure in light of the U.S. Tax Cuts and Jobs Act. This re-

evaluation includes looking at the currently targeted threshold of leverage below 2.0x. Since 

Union Pacific has the majority of earnings generated in the U.S. and, as a railway company, 

is a highly capital intensive business, it stands to benefit considerably from tax reform. While 

the re-evaluation was done at the company, it is also notable that Moody’s reacted with the 
threshold shift based on what the company articulated.  

It is worth considering Union Pacific as a case study of how rating agencies may continue to 

shift their coverage and thought process behind ratings thresholds as companies re-evaluate 
capital allocation policy post tax reform. 
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Disclaimer: This material is not a product of the Research Departments of J.P. Morgan and is not a research report. 

Unless otherw ise specifically stated, any views or opinions expressed herein are solely those of Corporate Finance 

Advisory, and may differ from the view s and opinions expressed by J.P. Morgan's Research Departments or other 

departments or divisions of J.P. Morgan and its aff iliates. Distribution, copy, reprints, and/or forwarding of these 

materials to non-investment banking clients of J.P. Morgan is not permitted unless specif ically approved by 

J.P. Morgan. Information has been obtained from sources believed to be reliable but J.P. Morgan does not w arrant 

its completeness or accuracy. In no event shall J.P. Morgan be liable for any decision made or action taken in 

reliance upon the information contained herein. This material is not intended as an offer or solicitation for the 

purchase or sale of any f inancial instrument, and is a "solicitation" only as that term is used w ithin CFTC Rule 1.71 

and 23.605 promulgated under the U.S. Commodity Exchange Act. Questions regarding swap transactions or swap 

trading strategies should be directed to one of the Associated Persons of J.P. Morgan's Sw ap Dealers. 

JPMorgan Chase and its aff iliates do not provide tax, legal or accounting advice. You should consult your ow n tax, 

legal and accounting advisors before engaging in any transaction. 
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