
 
 

   
   

 
 
 
                   

                                                                     MEMORANDUM 
                     

 
 
 TO:  HONORABLE MAYOR & FROM:   Katano Kasaine     
                      CITY COUNCIL  
  
SUBJECT:  SEE BELOW                                   DATE:   June 27, 2012  
          ________________ 
City Administrator                          Date 
Approval         /s/ Scott P. Johnson    6/27/12 _____ 
 

INFORMATION 
 
SUBJECT:   THE CITY OF OAKLAND RATING AFFIRMATIONS BY MOODY’S 

AND STANDARD AND POOR’s 
 
This information memorandum provides an update on the affirmation of the City’s credit ratings 
with regards to its outstanding General Obligation Bond debt and its upcoming Pension 
Obligation Bond Series 2012A financing. 
 
The table below summarizes the confirmation of the City’s General Obligation Rating and the 
confirmation of the rating for the upcoming Pension Obligation Bond Financing. 
 
 
 

  Rating  General Obligation  Pension Obligation 
Rating Agency  Action Date  Bonds  Bonds 
 
 
Moody's  6/19/2012  Aa2  Aa3 
    Stable Outlook  Stable Outlook 
       
S&P's  6/13/2012                  AA‐  A+ 
    Stable Outlook  Stable Outlook 
       
       
       
          

 
 

DISTRIBUTION DATE:  _____6/27/12______ 



To: HONORABLE MAYOR AND CITY COUNCIL 
Subject: The City of Oakland Rating Affirmations by Moody’s and Standard and Poor’s    
Date:  June 27, 2012  Page 2    
 

   
   
 

 

Moody’s Rating: 
 
On June 19, 2012, Moody’s Investors Service assigned an Aa3 rating to the upcoming City of 
Oakland Pension Obligation Bonds Series 2012 A financing.  This is the same rating that is 
assigned to the outstanding Pension Obligation Bonds.  Moody’s also affirmed the long-term 
rating of Aa2 on the City’s outstanding General Obligation debt.  The rating reflects gradual 
improvement to the City’s fiscal position and local economy as well as its high but manageable 
debt position.  
 
Moody’s highlighted the fact that City is anticipating at the end of fiscal year 2012 to have its 
first general fund surplus in six years.  They also acknowledged the Mayor has proposed a mid-
year budget revision for Fiscal Year 2012-2013 that does not include reductions in service or 
personnel for the first time in four years. Moody’s has also assigned a stable outlook due to the 
expectation that the City will continue to experience gradual economic improvement and 
produce stable financial results. 
 
Standard & Poor’s Rating: 
 
On June 13, 2012, Standard & Poor’s Ratings Services (S&P) assigned its A+ long-term rating to 
the upcoming City of Oakland Pension Obligation Bonds Series 2012 A financing.  This is the 
same rating that is assigned to the outstanding Pension Obligation Bonds.  They also affirmed the 
long-term rating of AA- on the City’s outstanding General Obligation debt.   
 
S&P ratings reflect the City’s very deep and diversified economic base that contributes to and 
participates in the Bay Area regional economy.  S&P also recognizes the strong financial 
management practices, many of which are enshrined in council-adopted policy.  S&P also cites 
Management’s emphasis on maintaining healthy general fund reserves. S&P has also assigned a 
stable outlook that reflects their positive views of budget actions that have allowed the City to 
retain a very strong general fund balance. 
 
Staff will continue to monitor and update any new changes to the credit ratings of the General 
Obligation Bond debt and the Pension Obligation Bonds.  Copies of the Moody’s Investors 
Services and Fitch Ratings’ rating reports are attached to this memo.   
 
For questions please contact Katano Kasaine, Treasurer, at (510) 238-2989. 
 

Respectfully submitted, 
 
   /s/ 
 KATANO KASAINE 
 Treasurer 
Attachments (2) 
--Moody’s Investors Service Rating Report 
--Standard & Poor’s Rating Report 



New Issue: Moody's assigns Aa3 rating to Oakland's Pension
Obligation Bonds Series 2012A

Global Credit Research - 19 Jun 2012

Approximately $1.1 billion in debt affected including the current issue

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

Moody's Rating
ISSUE RATING
Taxable Pension Obligation Bonds, Series 2012A Aa3
   Sale Amount $211,000,000
   Expected Sale Date 06/20/12
   Rating Description General Obligation Limited Tax
 

Moody's Outlook  STA
 

Opinion

NEW YORK, June 19, 2012 --Moody's Investors Service has assigned an Aa3 rating to the City of Oakland's
Pension Obligation Bonds Series 2012A. We have also affirmed the city's outstanding long term ratings.

RATING RATIONALE

The rating reflects gradual improvement to the city's fiscal position and local economy as well as its high but
manageable debt position and the security for the current sale. The POBs are secured by all legally available
monies of the city including property tax override revenues.

STRENGTHS

-Likely general fund surplus in fiscal 2012 with projected surplus in 2013

-Modest economic growth

-Settled labor contracts through at least 2013

CHALLENGES

-Still tenuous economic recovery

-Assessed value growth needed to generate projected tax override revenues

DETAILED CREDIT DISCUSSION

MINOR AND SMALLER THAN ANTICIPATED DEFICIT IN FISCAL 2011; BALANCED OPERATIONS EXPECTED IN
FISCAL 2012 AND 2013

In fiscal 2011, the city continued to progress in closing the annual general fund deficits that peaked at 6% of total
general fund revenues in 2008. Though a small $6 million general fund deficit was originally expected, the city
reduced this number even further and closed the year with a minor $2.4 million shortfall (0.44% of total general fund)
in fiscal 2011.



The city is currently anticipating fiscal 2012 to result in its first general fund surplus in six years. The improvement in
operations comes as the city has continued to manage costs amid pressured revenues that are slowly recovering
from the economic downturn. The growth in revenue has helped to generate a 6% surplus in the city's general
purpose fund, which is about 80% of the total general fund. The general fund also benefitted from a comprehensive
organizational restructuring that eliminated positions, reduced salaries by 10% for most city staff, and maintained
furlough days.

The Mayor has proposed a mid-year budget revision for fiscal 2013 that does not include reductions in service or
personnel for the first time in four years. The city also anticipates a moderate general fund surplus that would allow
for additional growth in reserves.

Despite the challenges of the last several years, the city's total general fund balance has remained satisfactory for
the rating and has not been less than 42% of revenues, nor have the unrestricted reserves been less than 25%.
These reserve levels are appropriate for the rating and likely to remain stable.

The city has 11 bargaining units and no labor contracts that expire before June 30, 2013. The city has made
considerable progress in negotiating concessions implemented during fiscal 2012. This includes all employees
paying the employee share of CalPers, creating a two-tier pension plan: one for existing employees and a less
expensive plan for new employees, changing the salary formula for police and fire so that it is based on the final
three year salary average rather than the highest single year.

CURRENT SALE WILL PREFUND PUBLIC SAFETY PENSION PLAN , INCREASE FUNDING RATIO AND RELIEVE
GENERAL FUND

Pensions for city employees are administered through one of four plans: CalPers for public safety and miscellaneous
employees (funded ratios of 75.3% and 81.8% respectively) OMERs (86.4% funded), and PFRS (37.5% funded).
The city charter requires that the PFRS plan be approximately fully funded by 2026. Proceeds from the current sale
will boost the funded ratio on the PFRS plan to 68%. The POBs are secured by any legally available money of the
city, which essentially refers to the city's available general fund monies and tax override revenues.

Though general fund resources are pledged, the city anticipates that debt service will be mostly paid from its
property tax override revenues. The override revenues are derived from the city's dedicated voter-approved
0.1575% tax for the PFRS. The override tax matures in 2026 and has grown steadily. The city projects 2% assessed
value growth, which is modest compared to historic levels but greater than recent growth rates. However, it is a level
likely to be attained over the life of the bonds. Override revenues are projected at $68.6 million in 2013.

The current sale is on a parity basis with the city's Series 2001 POBs and senior to the Series 2008 bonds. At its
peak, debt service on the bonds would represent 12.8% of the city's total 2011 general fund revenues. While this
level of debt would be material, even modest revenue growth will make this figure much more manageable. When
fiscal 2013 property tax override monies are included, the general fund exposure to peak debt service falls to just
$2.2 million (0.4% of total general fund revenues).

Issuance of the bonds are also intended to provide a five-year prepayment to the City's actuarial recommended
contribution (ARC)to PFRS. During this window, the existing general fund obligations will have been paid thereby
maintaining capacity to take on additional debt service from current sale. Including override revenues, the city's
general fund support for debt service will be approximately 5%.

Debt service on the bonds escalates from $9 million interest only payments from 2013 to 2017 , to $18 million
principal and interest payments in 2018 to 2023, and ultimately $54 million payments in 2024 to 2026 when the
bonds mature. The interest only payments required through 2017 are a very small 1.6% of 2011 total general funds.

RECENTLY PRESSURED TAX BASE THAT IS SHOWING SIGNS OF SLOW RECOVERY

Having undergone the effects of the recession, the city's economy is showing signs of a slow economic recovery.
Following more than a decade of annual increases in assessed valuation, like many cities around the state,
Oakland's 2010 and 2011 contracted as home values corrected. However, in 2012 the tax base grew by a modest
1.67%, still weak compared to the average annual growth of previous years , but an indication nonetheless of some
strengthening. The $41.9 billion tax base is still very large for the rating and comparable to other Moody's-rated cities
of similar size. The 2013 assessed valuation is not yet available but an approximate growth rate of 1% is anticipated.



In addition to gradual assessed improvement, economic activity is also recovering. The city's sales, real estate
transfer and transient occupancy taxes all increased in fiscal 2012 versus 2011 and are being budgeted to remain
stable for fiscal 2013. Together these revenues represent 16% of the city's general fund. The sales and real estate
taxes were particularly pressured during the downturn with real estate transfer taxes still 50% lower than they were
are the height of the housing boom in 2007. Oakland's reliance on sales tax revenue is lower than typical for a
Moody's-rated California city, an indication of a soundly diverse revenue base. The city appears poised to continue a
trajectory of slow economic improvement in 2013.

HIGHER THAN AVERAGE BUT MANAGEABLE DEBT LEVELS

Oakland's direct debt level of 2.3% is high compared to other Moody's-rated cities but is still manageable for the city.
The overall debt level of 5.5% is similarly above average. While these debt levels are substantial in comparison to
the universe of Moody's-rated U.S cities, Oakland is not an outlier when compared to cities of similar size and
service provision.

SMALL VARIABLE RATE DEBT EXPOSURE

The city has modest variable rate debt exposure ($47.5 million in Coliseum/Arena revenue bonds). This obligation
represents only 5% of the city total debt outstanding. The bonds are currently supported by a letter of credit that is
scheduled to be replaced by a three-year Bank of New York letter of credit in July. Since the city's exposure to
variable rate debt is fairly low, and the city has the resources to handle any likely portion of debt service, Moody's
does not consider the debt to pose a significant credit risk.

OUTLOOK

The stable outlook is derived from our expectation that the city will continue to experience gradual economic
improvement and produce stable financial results.

WHAT COULD CHANGE THE RATING UP

-Material and sustained improvement to the city's assessed valuation and socio-economic indicators

-Significant improvement to the city's financial position

WHAT COULD CHANGE THE RATING DOWN

-Erosion of the city's financial position

-Prolonged economic decline

KEY STATISTICS

2012 assessed valuation: $41.9 billion

2011 unrestricted general fund reserve: 24.7%

Direct debt: 2.3%

Overall debt: 5.5%

The principal methodology used in this rating was General Obligation Bonds Issued by U.S. Local Governments
published in October 2009. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.

REGULATORY DISCLOSURES

The Global Scale Credit Ratings on this press release that are issued by one of Moody's affiliates outside the EU
are endorsed by Moody's Investors Service Ltd., One Canada Square, Canary Wharf, London E 14 5FA, UK, in
accordance with Art.4 paragraph 3 of the Regulation (EC) No 1060/2009 on Credit Rating Agencies. Further
information on the EU endorsement status and on the Moody's office that has issued a particular Credit Rating is
available on www.moodys.com.

For ratings issued on a program, series or category/class of debt, this announcement provides relevant 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 relevant 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 relevant 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.

Information sources used to prepare the rating are the following: parties involved in the ratings, public information,
and confidential and proprietary Moody's Investors Service's information.

Moody's considers the quality of information available on the rated entity, obligation or credit satisfactory for the
purposes of issuing a rating.

Moody's adopts all necessary measures so that the information it uses in assigning a 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.

Please see the ratings disclosure page on www.moodys.com for general disclosure on potential conflicts of interests.

Please see the ratings disclosure page on www.moodys.com for information on (A) MCO's major shareholders
(above 5%) and for (B) further information regarding certain affiliations that may exist between directors of MCO and
rated entities as well as (C) the names of entities that hold ratings from MIS that have also publicly reported to the
SEC an ownership interest in MCO of more than 5%. A member of the board of directors of this rated entity may also
be a member of the board of directors of a shareholder of Moody's Corporation; however, Moody's has not
independently verified this matter.

Please see Moody's Rating Symbols and Definitions on the Rating Process page on www.moodys.com for further
information on the meaning of each rating category and the definition of default and recovery.

Please see ratings tab on the issuer/entity page on www.moodys.com for the last rating action and the rating history.

The date on which some ratings were first released goes back to a time before Moody's ratings were fully digitized
and accurate data may not be available. Consequently, Moody's provides a date that it believes is the most reliable
and accurate based on the information that is available to it. Please see the ratings disclosure page on our website
www.moodys.com for further information.

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.

Analysts

Michael Wertz
Lead Analyst
Public Finance Group
Moody's Investors Service

Kevork Khrimian
Additional Contact
Public Finance Group
Moody's Investors Service

Contacts

Journalists: (212) 553-0376 
Research Clients: (212) 553-1653



Moody's Investors Service, Inc. 
250 Greenwich Street 
New York, NY 10007 
USA

© 2012 Moody's Investors Service, Inc. and/or its licensors and affiliates (collectively,
"MOODY'S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS
AFFILIATES ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND
CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S
PUBLICATIONS") MAY INCLUDE MOODY'S 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. 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 MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT
LIMITED TO, 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 WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON 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. Under
no circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or
damage in whole or in part caused by, resulting from, or relating to, any error (negligent or
otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any
of its directors, officers, employees or agents in connection with the procurement, collection,
compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b) any direct, indirect, special, consequential, compensatory or incidental
damages whatsoever (including without limitation, lost profits), even if MOODY'S is advised in



advance of the possibility of such damages, resulting from the use of or inability to use, any such
information. The ratings, financial reporting analysis, projections, and other observations, if any,
constituting part of the information contained herein are, and must be construed solely as,
statements of opinion and not statements of fact or recommendations to purchase, sell or hold any
securities. Each user of the information contained herein must make its own study and evaluation
of each security it may consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR
INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby
discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by MIS have, prior to
assignment of any rating, agreed to pay to MIS for appraisal and rating services rendered by it
fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and
procedures to address the independence of MIS's ratings and rating processes. Information
regarding certain affiliations that may exist between directors of MCO and rated entities, and
between entities who hold ratings from MIS and have also publicly reported to the SEC an
ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the
heading "Shareholder Relations — Corporate Governance — Director and Shareholder Affiliation
Policy."

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service
Pty Limited ABN 61 003 399 657, which holds Australian Financial Services License no. 336969.
This document is intended to be provided only to "wholesale clients" within the meaning of section
761G of the Corporations Act 2001. By continuing to access this document from within Australia,
you represent to MOODY'S that you are, or are accessing the document as a representative of, a
"wholesale client" and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients" within the meaning of section 761G of
the Corporations Act 2001.

Notwithstanding the foregoing, credit ratings assigned on and after October 1, 2010 by Moody's
Japan K.K. (“MJKK”) are MJKK's current opinions of the relative future credit risk of entities, credit
commitments, or debt or debt-like securities. In such a case, “MIS” in the foregoing statements
shall be deemed to be replaced with “MJKK”. MJKK is a wholly-owned credit rating agency
subsidiary of Moody's Group Japan G.K., which is wholly owned by Moody’s Overseas Holdings
Inc., a wholly-owned subsidiary of MCO.

This credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on
the equity securities of the issuer or any form of security that is available to retail investors. It
would be dangerous for retail investors to make any investment decision based on this credit
rating. If in doubt you should contact your financial or other professional adviser.

http://www.moodys.com/
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