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Approximately $294 million in lease revenue debt affected

SAN DIEGO (CITY OF) CA
Cities (including Towns, Villages and Townships)
CA

Opinion

NEW YORK, November 12, 2014 --Moody's Investors Service has upgraded the City of San Diego's Issuer
Rating to Aa2 from Aa3 and upgraded the city's outstanding Lease Revenue Bonds to A1 from A2. The outlook on
the ratings is stable.

RATING RATIONALE

The rating upgrade reflects the city's improved financial position, marked by growing cash and reserves over the
past five fiscal years; a growing local economy with sound long-term prospects; new, stronger financial policies;
and the city's continued commitment to addressing its pension and OPEB liabilities. The rating also incorporates
the city's strong fiscal management that maintained a stable, albeit limited reserve position through the economic
downturn with aggressive expenditure controls. The city's robust financial management has strengthened financial
policies and increased reserve targets since the economic turnaround and is on pace to achieve these goals as a
result of healthy growth in top revenue sources. Additionally factored in the rating is the large and diverse
economy which has shown positive trends in key economic indicators including declining unemployment and
improved socio-economic income and wealth measures. The city's debt burden is low and composed solely of
fixed rate debt.

The Issuer Rating is equivalent to what the city's general obligation bond rating would be if it had any such debt.
The difference between the city's Issuer Rating and its lease rating is based on the relative weakness of the
pledge on the leases compared to the city's theoretical general obligation promise as reflected by the Issuer
Rating. The city's pledge to repay its lease debt is a contractual obligation, on parity with the city's other
unsecured obligations. This promise is notably in contrast to the stronger, voter approved general obligation pledge
that provides a baseline for our estimate of the credit quality of lease pledges. Under California law, an issuer's
GO pledge is an unlimited ad valorem property tax pledge. The city must raise property taxes by whatever amount
necessary to repay the obligation, irrespective of the city's general financial position.

Key credit Strengths

-Growth in top revenue sources resulting in improved cash and reserve position
-Strong fiscal management with closely monitored budgets

-Reasonable and improving five year financial outlook

-Large and diverse local economy

-Above average wealth and income levels for a large city

-Pension reform enacted

Credit Challenges

-Significant portion of budget attributed to fixed costs



-Exposure to economically sensitive revenue sources
-While reserves have improved, overall reserve position falls below the median for the current rating category
DETAILED CREDIT DISCUSSION

GROWTH IN TOP REVENUE SOURCES AND STRONG FINANCIAL MANAGEMENT HAVE IMPROVED
OVERALL FINANCIAL POSITION; HOWEVER, RESERVES STILL FALL BELOW NATIONWIDE MEDIANS

The city has grown General Fund net cash and reserves in three of the last four fiscal years and is expected to
post additional growth according to unaudited FY 2014 results. Dynamic growth in city revenues as the economy
emerged from the Great Recession combined with the city's continued expenditure controls has driven this
increase in cash and reserves. The city has strong management that exercised aggressive expenditure controls
in the depths of the recession, and these were carried through to subsequent years.

General Fund reserves grew to a total of $222 million or 18.4% of revenues in FY 2013 and cash grew to $242
million or 20% of revenues in the same year. The augmentation of reserves and cash were fueled by significant
growth in the city's top revenue sources, of property taxes, sales taxes and transient occupancy taxes (TOT).
Property taxes, which comprise a significant 34% of GF revenues, grew at an average rate of 2.12% annually to
$408.8 million in FY 2014, and city management reports better than the 4.8% budgeted growth is expected in the
current fiscal year. Sales tax revenues, which make up 20% of revenues, grew at an average annual rate of 7.2%
from 2010 to 2014 and are reported to be on track to exceed the budgeted 4.5% growth in the current year. Lastly,
TOT grew an average 8.4% annually over the same time frame and comprises 7% of GF revenues. While city
reserves have steadily grown over the past six years, it is important to note that the total GF reserve position is
relatively weakness as it falls below the national median level of 32% for Aa2 rated cities in the US.

Fixed costs comprise a significant portion of the city's budget, with lease payments, pension and other post
employee benefit (OPEB) contributions making up 25% of expenditures in FY 2013 and increasing to 29.8% of
expenditures in FY 2014. While these costs make up a significant portion of the city's budget and limit financial
flexibility, it is of positive note that part of the increase is due to the city's aggressive approach to address its long
term pension and OPEB liabilities. The city's pension annually required contribution (ARC) increased to $277
million in FY 2014 from $231 million in FY 2013, however, $27 million of this increase is due to the city's paying
down the closed, defined benefit portion of the pension program over a shorter 15 year amortization schedule.

Pension reform was enacted with the voter approval of Proposition B in 2012, which closed the city's defined
benefit program to new hires, excluding police, after June of 2012. The reform additionally required the city to
negotiate non-pensionable pay increases with labor groups. The bulk of these reforms reduced the long term
unfunded pension liability by $194.9 million (on a $2.2 billion liability) in 2013. While Proposition B and the resulting
pension reform is currently the subject of litigation, Moody's believes that the city has garnered some financial
flexibility in the current and future budgets to address an unfavorable outcome.

Strong fiscal management has been exercised by the city and enabled it to preserve its financial position through
significant cost reductions including staff reductions, and reductions to overall pension and OPEB benefits. The
strength of fiscal management has also been exemplified through the recent turnaround and growth years where
management has increased its comprehensive reserve target to 14% of General Fund from 8%. The improvement
to the city's reserve target was made in 2014 and according to unaudited results this target was achieved at the
end of FY 2014.

LARGE AND DIVERSE LOCAL ECONOMY WITH ABOVE AVERAGE INCOME LEVELS FOR CITY OF ITS
SIZE

The city's economy is highly diverse with tourism, the military, higher education, trade and biotechnology playing
important roles. The population benefiting from this economy has historically boasted above average wealth and
income levels and Census 2010 income indicators show further income gains with a per capita income at 119% of
the nation and median family income at 120% compared to 109% and 106%, respectively in 2000. The
unemployment rate for the city has also improved from its high of 12.4% in 2010, when unemployment exceeded
national levels by nearly 3%. In 2013 unemployment levels declined and started to approximate national levels.
The unemployment level was 6.2% as of August 2014, compared a 7.4% state rate and 6.3% for the US.

Assessed value in 2014 reached $166 billion and exceeded the pre-recession high of $163.7 billion in 2009. The
city's 5 year average annual growth in assessed value was 0.3% in 2014. Assessed value per capita is strong at
$125,466 and comfortably exceeds the $110,939 US median for Aa2 rated cities. Recent home price data also



suggest that among large cities throughout the country the city's home values are recovering from their lowest
values in 2009 at a greater pace than their large city peers.

FAVORABLE DEBT POSITION

The city's direct and overall debt ratios of 0.4% and 4.1%, respectively, are in line with other cities in the state, and
compare to most large cities in the country. The city's $533 million of direct debt is composed of lease supported
obligations. The resulting lease burden of approximately $50 million represents a manageable 4.1% of 2013 GF
revenues. The city expects to issue approximately $120 million in lease obligation debt in the near term for capital
upgrades. All of the city's outstanding debt is fixed rate.

Moody's adjusted net pension liability (ANPL) for the city, under our methodology for adjusting reported pension
data, is a high 3.11 times operating revenues, compared to less than 1 times on average in the sector as of 2011.
Moody's ANPL reflects certain adjustments we make to improve comparability of reported pension liabilities. The
adjustments are not intended to replace the city's reported liability information, but to improve comparability with
other rated entities.

WHAT COULD CAUSE THE RATING TO GO UP

-Significant growth in city reserve position

-Significant growth in overall wealth and income levels

WHAT COULD CAUSE THE RATING TO GO DOWN

-Depletion of city reserve position or material challenges to the city's ability to generate structurally balanced
budgets

-Significant contraction in the property tax base or overall economy
Outlook

The outlook on the ratings is stable. Moody's expects the city will continue to operate with strong fiscal discipline
resulting in a stable financial position and reserves. We also expect continued improvement in the city and regional
economy contributing to growth in the city's important revenue sources.

KEY STATISTICS

Assessed value, 2014: $166.4 billion

A.V. per capita: $ 125,466

Estimated Median family income, 120.1% of national median

General Fund balance, FY 2013: 18.4% of total General Fund revenues
Net General Fund Cash balance, FY 2013: 20.9% of total General Fund revenues
Institutional framework: A

5 -year average operating revenues/operating expenditures: 1.0x

Net direct debt/full value: 0.4%

Net direct debt/ operating revenue: 0.5x

3-year average adjusted net pensions liability/full value: 2.52%%

3-year average adjusted net pensions liability/operating revenues: 3.26x

The principal methodology used in the issuer rating was US Local Government General Obligation Debt published
in January 2014. The principal methodology used in the lease rating was The Fundamentals of Credit Analysis for
Lease-Backed Municipal Obligations published in December 2011. Please see the Credit Policy page on
www.moodys.com for a copy of these methodologies.



REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class
of debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance
with Moody's rating practices. For ratings issued on a support provider, this announcement provides certain
regulatory disclosures in relation to the rating action on the support provider and in relation to each particular rating
action for securities that derive their credit ratings from the support provider's credit rating. For provisional ratings,
this announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in
relation to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where
the transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner
that would have affected the rating. For further information please see the ratings tab on the issuer/entity page for
the respective issuer on www.moodys.com.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related rating
outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures for
each credit rating.
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CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN
ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO
INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR
COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH
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MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
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COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
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WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable.
Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be
reliable including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process or in preparing
the Moody’s Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or incidental losses or
damages whatsoever arising from or in connection with the information contained herein or the use of or inability to
use any such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives,
licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited
to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial
instrument is not the subject of a particular credit rating assigned by MOODY'S.



To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
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arising from or in connection with the information contained herein or the use of or inability to use any such
information.
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MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually
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Summary

During and in the wake of the US recession, many large local governments in the country have
proven just how resilient their credit quality has been to the systemic economic downturn and
other challenges such as pension underfunding. In fact, 34 of the 50 largest US cities have
either improved or maintained their credit quality, as measured by our general obligation and
issuer ratings, since the onset of the Great Recession. In the context of this report we refer to
these 34 as “successful cities.”

The inherent economic strength and effective financial management of these successful cities
supported their resiliency since 2008.

»  Successful cities benefitted from atypically healthy tax base growth despite the
overarching challenges in the broader economy, financial sector and housing market.
The taxable property bases of these successful cities experienced a median 6.6% increase
since 2008, significantly outperforming the aggregate decline of 3.6% seen by large cities
nationally.

»  Successful cities’ strong financial management supported revenue growth and
improved reserve positions. Driven primarily by tax base growth, revenues grew by
7.7%, exceeding expenditure growth of 7.0%, resulting in healthy reserves that were a
median 18.6% of operating revenues in fiscal 2013. These cities balanced their budgets,
even as many other municipalities fell into deficits amidst falling property tax revenues
and state aid. Furthermore, their fixed costs, including debt service, pensions and retiree

health benefits remained relatively manageable, providing these successful cities with

budgetary flexibility.
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Majority of large US cities maintained or improved credit quality since 2008

The ratings of 34 of the 50 largest US cities have improved or remained the same since the Great
Recession began in 2008 (see Appendix). Some 32 of the 34 successful cities were able to maintain their

ratings through the economic downturn, while two experienced rating upgrades. Overall, these successful

cities maintain a median rating of Aal (see Exhibit 1), two notches above the sector median of Aa3.

EXHIBIT 1

Since 2008, Ratings of 34 of the 50 Largest Cities Have Remained Stable or Improved’

City State Population Moody's Rating Moody's Outlook
New York NY 8,370,000 Aa2 STA
Los Angeles CA 3,863,839 Aa2 STA
Houston X 2,160,821 Aa2 STA
Phoenix AZ 1,485,719 Aal STA
San Antonio X 1,383,194 Aaa NEG
San Diego CA 1,326,238 Aa2 STA
Dallas TX 1,232,243 Aal STA
San Jose CA 1,000,536 Aal STA
Honolulu HI 983,429 Aal STA
Indianapolis IN 843,393 Aaa STA
Austin X 841,649 Aaa STA
San Francisco CA 839,109 Aal STA
Columbus OH 802,912 Aaa STA
Charlotte NC 796,921 Aaa STA
Hempstead Town NY 765,272 Aal STA
Louisville-Jefferson County Metro Government KY 750,828 Aal STA
El Paso X 672,538 Aa2 NOO
Memphis TN 657,457 Aa2 NEG
Denver co 649,495 Aaa STA
Washington DC 646,449 Aa2 STA
Boston MA 636,479 Aaa STA
Seattle WA 626,600 Aaa STA
Baltimore MD 621,342 Aa2 STA
Oklahoma City oK 595,000 Aaa STA
Portland OR 592,120 Aaa STA
Albuquerque NM 555,417 Aal STA
Brookhaven Town NY 482,820 Aa2 STA
Long Beach CA 467,646 Aa2 STA
Mesa AZ 450,310 Aa2 STA
Virginia Beach VA 447,489 Aaa STA
Colorado Springs co 438,338 Aa2 NOO
Raleigh NC 423,179 Aaa STA
Oakland CA 399,326 Aa2 STA
Tulsa OK 397,139 Aal STA

Source: Ratings from Moody’s.com as of 12 November 2014; population data from US Census/Local Government Sources
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These 34 successful cities, located in 19 different states, are concentrated in the mid-Atlantic,
southwestern, and western portions of the US (see Exhibit 2).

EXHIBIT 2
Successful Cities Located Throughout US

Source: Moody's Investors Service

Successful cities have experienced healthy tax base growth compared to peers

Underpinning successful cities” credit stability over the economic downturn was their 6.6% median
increase in tax base growth (full property valuation) between 2008 and 2013, compared with a decline
of 3.6% for all US cities with populations over 100,000 Even at the peak of the financial crisis from
2008 to 2009, the tax bases of successful cities increased by a median 6.6%. As in many cities across
the nation, housing markets in eleven of the successful cities have not yet fully recovered from the
downturn, but the remaining 23 cities experienced a sizeable 11.8% median increase in tax base
valuations over this time period. Some of the successful cities that saw more sizable declines between
2008 and 2013, such as Phoenix (Aal stable), were able to offset this loss through prompt and
aggressive budget actions.

2 US Cities with populations over 100,000 include successful cities
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Case Study 1: City of Phoenix (AZ)

The City of Phoenix (Aal stable) has been a time-tested leader in maintaining fiscal balance through a
combination of aggressive and timely budget cuts and politically difficult revenue adjustments, most
recently in response to severe revenue losses experienced during the Great Recession.

The city’s financial operations were first impacted by the slowing economy in fiscal 2008 as city sales
taxes began to falter in the second half of the fiscal year. By mid-2009, the city had identified a $270
million (two-year) budget gap and proposed a number of gap closing items that paved the way for a
balanced budget heading into fiscal 2010. Key actions included the elimination of 924 positions
(27.3% cuts to non-public safety departments and 7.5% cuts to public safety), a modest level of one-
time savings mostly in the form of lease purchase financing and, importantly, the enactment of a 2%
sales tax on food for home consumption. Further, the city eliminated nearly 600 positions in fiscal
2010, followed by another round of cuts totaling nearly 635 positions in fiscal 2011.

Throughout this difficult period, the city was able to maintain General Fund reserves in excess of 25%
of revenues. Further, the cumulative headcount reductions resulted in its smallest workforce in nearly
40 years (10.3 employees per 1,000 residents), leaving the city well-positioned to face future budgetary
challenges.

Successful cities were by no means immune to the downturn, as their year-over-year tax base valuations
declined slightly in 2011. But, as shown in Exhibit 3, the dip was much less severe than in other cities
and the recovery has been more robust.

EXHIBIT 3
Tax Bases of Successful Cities Fared Better Through Recession than Cities with Populations Over
100,000
s Successful Cities All Cities with Populations over 100,000
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Source: Moody's Investors Service database

Opverall, development tended to gravitate to successful cities when the recession took hold, driving
overall healthy tax base growth. As a result of this more robust expansion, these cities experienced a
2.4% increase in population (2010-13) and 2.1% increase in labor force (2008-13), outpacing
population (2.2%) and labor force (0.6%) growth among peer cities.

Other supporting factors for the successful cities were their diverse tax bases, the significant presence of
large institutions, and their status as regional economic centers. In terms of economic diversity, in
2013 successful cities’ top 10 taxpayers accounted for 5.4% of the total tax base, compared to a
median 6.5% for all large cities. Having a diverse tax base makes cities more resilient to economic
shocks because it means the government is less exposed to one particular industry or a large individual
taxpayer.

I EE————————————————————————————————————————————————————
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Large public institutions and agencies that form the economic foundation of the successful cities also
support their credit quality. For example, nine of the cities are state capitals that benefit from the
stability of state government institutions. Similarly, federal government agencies underpin the
economy of the District of Columbia (Aa2 stable). A number of the cities are home to military
installations. Notably, Virginia Beach, VA (Aaa stable) has four military bases employing over 32,000
military personnel and civilians. As one of the few successful cities with a tax base that has not returned
yet to its pre-recession levels, Virginia Beach demonstrates that a major institutional presence can

counteract other negative credit forces. Although government agencies can downsize just as private
enterprises can, they tend to be more stable employers and rarely move locations entirely.

Furthermore, many successful cities benefit from the presence of major educational or health care
institutions. These institutions fuel employment and private investment in the city and surrounding
areas, helping to offset their tax-exempt status. For example, seven out of 10 top employers in Boston
MA (Aaa stable) are rooted in the healthcare sector. Boston is home to 35 universities and colleges
with over 152,000 students making up 23% of the city’s population. The growth of healthcare and
higher education institutions helped boost Boston’s tax base by 15.5% between 2008 and 2013.
Houston (Aa2 stable) is another example of a city that benefits from a major healthcare institution, as
the city is home to the Texas Medical Center, one of the world’s largest concentrations of healthcare
and research institutions. The Center includes 54 medicine-related institutions and employs over
100,000 people.

Case Study 2: City of Raleigh (NC)

Between 2008 and 2013, the City of Raleigh’s (Aaa stable) tax base increased by 45.8% to $51.2
billion. Raleigh’s tax base growth is boosted by the city’s role as state capital of North Carolina (Aaa
stable) and by several major higher education institutions including North Carolina State University
(NCSU). The city’s private sector benefits from continued expansion of the neighboring Research
Triangle Park headquartered by various technology and financial firms. Raleigh’s tax base is very
diverse. The top 10 taxpayers account for only 3.8% of the city’s full property valuation. The full
valuation does not include state properties including NCSU.

Strong financial management supported revenue growth and growth in reserves

While many other cities’ budgets ran deficits over the economic downturn, successful cities generally
managed to balance their budgets. Between 2008 and 2013, many of the successful cities were able to
maintain or expand public services, with average five-year expenditure growth of 7.0%. Their
operating revenues grew even more, by an average 7.7% over the same timeframe. In contrast, the
expenditure growth of other US cities with populations over 100,000 increased by 2.8% and outpaced
revenue growth that averaged 2.0% over the same period (see Exhibit 4).

I EE————————————————————————————————————————————————————
5 NOVEMBER 13, 2014 SPECIAL COMMENT: ANATOMY OF SUCCESSFUL US CITIES


https://www.moodys.com/credit-ratings/District-of-Columbia-credit-rating-600023199
https://www.moodys.com/credit-ratings/Virginia-Beach-City-of-VA-credit-rating-600026657
http://www.moodys.com/viewresearchdoc.aspx?docid=PBM_PBM174299
http://www.moodys.com/viewresearchdoc.aspx?docid=PBM_PBM174299
https://www.moodys.com/credit-ratings/Boston-City-of-MA-credit-rating-848850
https://www.moodys.com/credit-ratings/Boston-City-of-MA-credit-rating-848850
https://www.moodys.com/credit-ratings/Houston-City-of-TX-credit-rating-600026473
https://www.moodys.com/credit-ratings/Raleigh-City-of-NC-credit-rating-600025863

MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

EXHIBIT 4
Successful Cities Experienced Steady Growth in Revenues and Expenditures
Operating Revenues Operating Expenditures
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In addition, these successful cities effectively navigated their legal and operating environment despite
the economic hurdles. This was demonstrated through the cities’ ability to match recurring revenues
with expenditures. With balanced budgets in tow, the majority of our successful cities were able to
increase their available fund balance reserve levels from 2008 to 2013. On a nominal basis, the
successful city’s cities’ average median reserves jumped 37.7% between 2008 and 2013, compared with
the larger peer group that only saw a 31.1% increase. By 2013, successful cities” average median
reserves had grown to 18.6% of operating revenues, up from 14.5% in 2008. In addition, the
successful cities have experienced positive annual reserve growth since 2008, compared to only one
year of growth seen in all cities with populations over 100,000 (see Exhibit 5).

EXHIBIT 5
Successful Cities Realize Positive Year-over-Year Change in Reserves Since 2008
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Case Study 3: City of Austin (TX)

Between 2008 and 2013, Austin’s (Aaa stable) operating reserves increased by a sizable $61.2 million
to $146.3 million. This improved financial position can be attributed to growing revenues,
conservative budgeting, close monitoring of expenditures, and established formal reserve policies.
Opverall, the city saw operating revenues increase by 19.7%, outperforming operating expenditures that
grew at a slower 14.5% over this six-year period. Property taxes are the city’s largest revenue source
representing 47.2% of the 2013 operating budget, and experienced a 43.9% increase between 2008
and 2013. This growth was driven by a simultaneous 21.2% expansion in the city’s tax base. At the
end of 2013, reserves represented a healthy 19.1%, just slightly below the national median of 21.8%
for cities within population over 100,000.

The city has a formal General Fund policy to maintain an emergency reserve equal to $40 million, a
contingency reserve equal to 1% of annual departmental expenditures, a budget stabilization reserve,
and a small property tax reserve. The city is expecting to end fiscal 2014 with another surplus, owing
to the positive performance of sales taxes and conservative expenditures budgeting.

Successful cities maintained manageable debt ratios despite recession

The 34 successful cities did add debt faster than peers. The 34 cities had a median debt burden, as
measured by net direct debt to full valuation, of 1.6% in 2013, up slightly from 1.5% in 2008, which
is above the national median of 1.0% for all cities. Overall, total outstanding debrt for these successful
cities increased by a median 12% between 2008 and 2013, while the debt for other large cities
increased by 9.2%. Above-average debt burdens clearly did not impair their credit strength, and were
mainly the result of tending to the ongoing capital needs of large city infrastructure.

Long-term liabilities account for moderate portion of operational budgets

Successful cities stayed resilient despite their growing pension burdens. Pension expenses are above
average, but not inordinately high among the successful cities. Although eight cities had an adjusted
net pension liability (ANPL) greater than 3.0 times operating revenues, pensions and OPEB expenses
were a combined 23.9% of operating expenditures in fiscal 2012.

Even so, successful cities’ pension burden might be a more formidable challenge in future downturns.
The successful cities had a median three-year average Adjusted Net Pension Liability (ANPL) of $1.6
billion, or 2.1 times operating revenues compared with a median of about 1.0 times operating revenues
(see Exhibit 5). Net of the outliers with an ANPL greater than 3.0 times operating revenues, the
remaining successful cities have a lower, but still above-average ANPL of 1.7 times operating revenues.

OPEB contributions represented a modest 2.5% of the cities’ 2012 operating budgets, while the total
OPEB Annually Required Contribution (ARC) represented 4.7%. These successful cities funded a
median of 40.9% of their total OPEB ARC in 2012. Five cities, Phoenix, Baltimore, Virginia Beach,
Los Angeles and the District of Columbia, are funding at least, if not more, than the OPEB ARC.
When excluding these cities, the median funding for the OPEB ARC drops to 36%.
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Case Study 4: District of Columbia

The District of Columbia maintains a strong pension position compared with that of the other
successful cities, with an ANPL (three-year average) of $1.2 billion or 0.18 times operating revenues,
the lowest of all the successful cities.

The District of Columbia has also managed its OPEB liabilities very well. It established a trust in 2006
to pre-fund OPEB obligations and since then has appropriated the actuarially-calculated annual
required contribution each year. The funded ratio of the city’s OPEB trust was a very strong 85.7% as
of September 2013. Overall, total fixed costs including debt service, pensions, and OPEB, are a
moderate 11.2% of operating expenditures, providing the city with a significant amount of budgetary

flexibility.
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Appendix

Rating History for 34 Successful Cities (2008-Present)?

Moody's Current Rating History

Moody's
Current

Outlook History

City State Population Rating (2008-2014) Outlook (2008-2014)
New York NY 8,370,000 Aa2 Recalibrated to Aa2 from Aa3 (April 2010) STA  No Change
Los Angeles CA 3,863,839 Aa2 Upgraded to Aa2 from Aa3 (January 2013) STA  Revised to STA from RUR (January 2013)
Downgraded to Aa3 from Aa2 (July 2011) Revised to RUR from STA (October 2012)
Recalibrated to Aa2 from Aa3 (April 2010) Revised to STA from NEG (July 2011)
Downgraded to Aa3 from Aa2 (April 2010) Revised to NEG from STA (February 2010)
Revised to STA from POS (July 2008)
Houston X 2,160,821 Aaz Recalibrated to Aa2 from Aa3 (April 2010) STA  Revised to STA from POS (July 2011)
Phoenix AZ 1,485,719 Aal No Change STA  Revised to STA from NEG (May 2010)
Revised to NEG from STA (September
2009)
San Antonio X 1,383,194 Aaa Recalibrated to Aaa from Aa1 (April 2010) NEG  Revised to NEG from RUR (August 2011)*
Revised to RUR from STA (July 2011)*
San Diego CA 1,326,238 Aa2 Upgraded to Aa2 from Aa3 (November STA  Revised to STA from NEG (August 2008)
2014)
Recalibrated to Aa3 from A2 (April 2010)
Upgraded to A2 from A3 (August 2008)
Dallas X 1,232,243 Aal No Change STA  Revised to STA from NEG (April 2010)
Revised to NEG from STA (March 2010)
San Jose CA 1,000,536 Aal Downgraded to Aal from Aaa (March STA No Change
2012)
Upgraded to Aaa from Aa1 (April 2010)
Honolulu HI 983,429 Aal Recalibrated to Aa1 from Aa2 STA  No Change
Indianapolis IN 843,393 Aaa Recalibrated to Aaa from Aa1 (May 2010) STA  Revised to STA from NEG (July 2013)*
Revised to NEG from STA (February 2013)*
Austin X 841,649 Aaa Recalibrated to Aaa from Aa1 (April 2010) STA  Revised to STA from POS (August 2008)
Revised to POS from STA (February 2008)
San Francisco CA 839,109 Aal Upgraded to Aa1 from Aa2 (February STA Revised to STA from RUR (February 2013)
2013) Revised to RUR from STA (October 2012)
Downgraded to Aa2 from Aa1 (November Revised to STA from NEG (November 2010)
2010) Revised to NEG from STA (June 2010)
Recalibrated to Aal from Aa2 (April 2010) Revised to STA from POS (August 2008)
Upgraded to Aa2 from Aa3 (August 2008)
Columbus OH 802,912 Aaa No Change STA  No Change
Charlotte NC 796,921 Aaa No Change STA No Change
Hempstead Town NY 765,272 Aal Downgraded to Aa1 from Aaa (April 2014) STA  Revised to STA from RUR (April 2014)
Upgraded to Aaa from Aa1 (April 2010) Revised to RUR from NEG (January 2014)
Revised to NEG from NOO (December
2013)
Louisville-Jefferson KY 750,828 Aal Recalibrated to Aal from Aa2 (April 2014) STA  Revised to STA from NEG (November 2014)
County Metro Revised to NEG from NOO (May 2013)
Government
El Paso X 672,538 Aa2 Recalibrated to Aa2 from Aa3 (April2010)  NOO  No Change
Memphis TN 657,457 Aa2 Recalibrated to Aa2 from A1 (April 2010) NEG  Revised to NEG from STA (December 2013)

Revised to STA from POS (March 2010)
Revised to POS from STA (April 2008)

3

General obligation and issuer ratings.
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Rating History for 34 Successful Cities (2008-Present)?

Moody's Current Rating History

Moody's
Current

Outlook History

City State Population Rating (2008-2014) Outlook (2008-2014)

Denver co 649,495 Aaa Recalibrated to Aaa from Aa1 (May 2010) STA  Revised to STA from NEG (February 2013)*
Revised to NEG from RUR (August 2011)*
Revised to RUR from STA (July 2011)*

Washington DC 646,449 Aaz Recalibrated to Aa2 from A1 (April 2010) STA  Revised to STA from NEG (July 2013)
Revised to NEG from STA (September 2011)

Boston MA 636,479 Aaa Recalibrated to Aaa from Aa1 (April 2010) STA  No Change

Seattle WA 626,600 Aaa No Change STA Revised to STA from NEG (December
201M)*
Revised to NEG from RUR (August 2011)*
Revised to RUR from STA (July 2011)*

Baltimore MD 621,342 Aa2 Recalibrated to Aa2 from Aa3 (May 2010) STA  No Change

Oklahoma City ~ OK 595,000 Aaa Recalibrated to Aaa from Aa1 (May 2010) STA  Revised to STA from NEG (July 2013)*
Revised to NEG from RUR (August 2011)*
Revised to RUR from STA (July 2011)*

Portland OR 592,120 Aaa No Change STA  Revised to STA from RUR (August 2013)
Revised to RUR from STA (April 2013)
Revised to STA from NEG (December
201)*
Revised to NEG from RUR (August 2011)*
Revised to RUR from STA (July 2011)*

Albuquerque NM 555,417 Aal Recalibrated to Aal from Aa2 (May 2010) STA  Revised to STA from NEG (April 2014)

Upgraded to Aa2 from Aa3 (May 2008) Revised from NEG from STA (January 2011)

Brookhaven Town NY 482,820 Aaz Recalibrated to Aa2 from Aa3 (April 2010) STA  Revised to STA from NOO (January 2013)
Revised to NOO from POS (June 2010)

Long Beach CA 467,646 Aaz Recalibrated to Aa2 from Aa3 (April 2010) STA  Revised to STA from RUR (December 2012)
Revised to RUR from STA (October 2012)

Mesa AZ 450,310 Aa2 Recalibrated to Aa2 from A1 (May 2010) STA  No Change

Virginia Beach VA 447,489 Aaa Recalibrated to Aaa from Aal (May 2010) STA  Revised to STA from NEG (July 2013)*
Revised to NEG from RUR (August 2011)*
Revised to RUR from STA (July 2011)*

Colorado Springs CO 438,338 Aa2 Recalibrated to Aa2 from Aa3 (May 2010) NOO  No Change

Raleigh NC 423,179 Aaa No Change STA  Revised to STA from NOO (August 2013)

Oakland CA 399,326 Aa2 Recalibrated to Aa2 from A1 (April 2010) STA  Revised to STA from RUR (January 2013)
Revised to RUR from STA (October 2012)

Tulsa OK 397,139 Aal Recalibrated to Aal from Aa2 (May 2010) STA  Revised to STA from NOO (November

2012)

* Outlook revision related to review of indirect linkage to US government bond rating

Source: Ratings from Moody's.com as of 12 November2074; population data from US Census/Local Government Sources Moody's Related Research
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Moody's Related Research

Special Comments:
»  Prominent “Eds and Meds Bolster” Northeast Cities (1742

»  High Poverty, High Ratings — 27 Large Cities Have Both (174683)

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of
this report and that more recent reports may be available. All research may not be available to all clients.

Rate this Research
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