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New York, June 18, 2020 -- Moody's Investors Service has revised the outlook on the City and County of San
Francisco, CA's long-term ratings to negative from stable. Concurrently, Moody's affirmed the Aaa rating on the
city's $2.6 billion in outstanding general obligation (GO) bonds and the Aa1 and Aa2 ratings on the city's $1.5
billion in lease-backed obligations.

RATINGS RATIONALE

The revision of the outlook to negative from stable reflects the likelihood that the pandemic's impact on San
Francisco's economy and financial position will be unusually severe, due in part to its revenue mix, which is
more exposed to risks than most cities. Not only is the city highly exposed to relatively volatile revenue from
tourism and business travel, but it has exposure to volatility in property taxes. A substantial portion of recent
rapid tax base growth resulted from newly developed commercial and multi-family residential properties, which
are more at risk of downward reassessment. The city also has steeply graduated property transfer taxes,
which will be affected by a slowdown in commercial real estate transactions. The combined effects of these
exposures could materially weaken the city's fiscal health absent politically difficult, offsetting expenditure
adjustments. The timeframe necessary for such adjustments, however, may be extended given the exceptional
strength of the city's balance sheet going into this coronavirus recession.

The Aaa rating continues to reflect the city's large and diverse tax base and unusually strong socioeconomic
profile, which has improved in tandem with the economy and tax base over the last decade. The rating further
reflects the city's robust financial profile, which prior to the coronavirus outbreak had reached its strongest level
in the past decade. The city's long-term projections indicate that expenditures will outpace revenues, though
this fits an historic pattern and actual results have been favorable, owing to conservative budgeting and sound
financial management. The current downturn will likely challenge that favorable record.

City charter provisions governing pension and health care benefits and funding in particular are critical tools for
San Francisco to maintain its current financial position. While the city's net direct debt level is typical of a
California city, an above-average portion of the debt is GO bonds, which is a positive. The city maintains a
moderate combined pension, OPEB, and lease burden.

The Aa1 rating on lease revenue bonds and COPs secured by leases of the city's Moscone Convention Center
reflects a one-notch distinction from the city's Aaa GO bond rating. This is narrowed from the typical two
notches for a standard California abatement lease of an asset we consider less essential, due to the
availability of dedicated but unpledged revenues used to make the lease payments. These obligations benefit
from hotel gross receipts taxes established specifically to fund improvements to the assets. The annual
revenue from this dedicated hotel tax should be sufficient to cover debt service, despite current revenue
declines, minimizing the burden on the General Fund. Nevertheless, these abatement lease payments are
payable from all available funds, including accumulated prior year hotel tax revenue.

The Aa1 ratings for other lease-backed obligations reflect the standard one notch distinction from the city's
Aaa GO bond rating, which we apply to abatement leases secured by more essential assets and to equipment
leases where the term matches the useful life of the leased assets. The Aa2 ratings for lease-backed
obligations reflect the standard two notch distinction from the city's Aaa GO bond rating, which we apply to
abatement leases secured by less essential assets.

The rapid and widening spread of the coronavirus outbreak, deteriorating global economic outlook, falling oil
prices, and financial market declines are creating a severe and extensive credit shock across many sectors,
regions and markets. The combined credit effects of these developments are unprecedented. We regard the
coronavirus outbreak as a social risk under our ESG framework, given the substantial implications for public
health and safety. Today's action reflects the impact of the crisis on San Francisco. While credit risks related to
coronavirus are not immediate, given the city's currently very strong balance sheet, significant spending
reductions and other measures will be needed for fiscal 2021 and 2022 to match lower revenue. The longer



term impact will depend on both the severity and duration of the crisis.

RATING OUTLOOK

The negative outlook reflects the forecasted material, multi-year declines for the city's largest tax revenue
streams due to effects of the coronavirus outbreak and the potential for deterioration of the city's tax base.
Hotel, business, and real property transfer taxes, which combined represented an unusually high 31% of fiscal
2019 revenues, will be most affected in the short term and have varying expected rates of recovery. While the
city is currently projecting recovery of business taxes to prior levels in the near term and no material loss of ad
valorem property tax revenue, the city's largest revenue source, we view any prolonged reduction in business
activity due to changes in commuting patterns or potential business relocation, as well as declining rents and
likely increases in valuation appeals, as material downside risks to those revenues. Additionally, the city has
been benefited from a change in the apportionment of property taxes away from the Educational Revenue
Augmentation Fund (ERAF), based on recalculation of the obligation under a statutory formula requiring
counties to shift taxes collected to schools. While the city has conservatively not relied on this revenue for its
ongoing operations, it is forecasting a loss of this $200 million annually starting in fiscal 2022, given the state is
now disputing the calculation of excess ERAF by San Francisco and other counties amidst its own fiscal
challenges.

The city has identified large annual funding gaps in its most recent five-year forecast, requiring significant
actions to balance the budget in the next two fiscal years, in addition to significant possible additional spending
on its coronavirus response. While the city is better positioned than most to meet the challenges of declining
revenue and increased expenditures resulting from this public health emergency, recent forecasts of revenue
declines are more severe than initial estimates in March and identify material longer term risks to the city's
economy. As a county, San Francisco has higher than average exposure to expenditure cutting pressures, as
it will be likely subject to state reductions in health and welfare funding.

FACTORS THAT COULD LEAD TO AN UPGRADE OF THE RATINGS (OR A STABLE OUTLOOK)

- An upgrade is not applicable

- The negative outlook could be revised to stable if the city is able to mitigate its revenue declines to maintain
its financial position, or if revenue declines are less severe than anticipated

FACTORS THAT COULD LEAD TO A DOWNGRADE OF THE RATINGS

- Deterioration of the city's financial position to a materially weaker level

- Prolonged weakening of the city's economy

- Material increase in debt, pension or OPEB liabilities

- For those obligations secured by convention center assets, protracted loss of hotel tax revenues being used
to fund debt service could result in widened notching

LEGAL SECURITY

The GO bonds are secured by a voter-approved, unlimited ad valorem property tax pledge of all taxable
property within the city boundaries.

The Lease Revenue Bonds Series 2008-1 and 2008-2, Refunding COPs Series 2011A and Certificates of
Participation Series 2017B, rated Aa1, are secured by rental payments under standard abatement lease
agreements for certain portions of the Moscone Convention Center, assets we consider less essential, and are
paid with a demonstrated, stable non-pledged revenue source.

The remaining Aa1-rated obligations are secured by rental payments under standard abatement lease
agreements for assets that we view as more essential or for equipment with a strong lease structure where the
lease term matches the useful life of the leased assets. The Aa2-rated obligations are secured by rental
payments under standard abatement lease agreements for assets that we view as less essential.

PROFILE

The City and County of San Francisco is the economic, employment and cultural center of the San Francisco
Bay Area and northern California. The city encompasses over 93 square miles, of which 49 square miles are



land, with the balance consisting of tidelands and a portion of the San Francisco Bay. Silicon Valley is about a
40-minute drive to the south, and the Napa/Sonoma wine country is about an hour drive to the north. The city's
population is an estimated 890,000.

San Francisco's combined city-county organization is unique in California. The city is governed by a board of
supervisors, elected from eleven districts, and a mayor who serves as chief executive officer, elected citywide.
The city has over 32,000 employees and operates the San Francisco Airport Commission (A1 stable), San
Francisco Municipal Transportation Agency (Aa2 stable), San Francisco Port Commission (Aa3 negative), and
San Francisco Public Utilities Commission Water Enterprise (Aa2 stable) and Wastewater Enterprise (Aa2
stable).

METHODOLOGY

The principal methodology used in the general obligation ratings was US Local Government General
Obligation Debt published in September 2019 and available at
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBM_1191097 . The principal
methodology used in the lease ratings was Lease, Appropriation, Moral Obligation and Comparable Debt of
US State and Local Governments published in July 2018 and available at
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBM_1102364 . Alternatively, please
see the Rating Methodologies page on www.moodys.com for a copy of these methodologies.

REGULATORY DISCLOSURES

For further specification of Moody's key rating assumptions and sensitivity analysis, see the sections
Methodology Assumptions and Sensitivity to Assumptions in the disclosure form. Moody's Rating Symbols and
Definitions can be found at: https://www.moodys.com/researchdocumentcontentpage.aspx?
docid=PBC_79004.

For ratings issued on a program, series, category/class of debt or security this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series,
category/class of debt, security 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 credit rating action on the support
provider and in relation to each particular credit 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.

The ratings have been disclosed to the rated entity or its designated agent(s) and issued with no amendment
resulting from that disclosure.

These ratings are solicited. Please refer to Moody's Policy for Designating and Assigning Unsolicited Credit
Ratings available on its website 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.

Moody's general principles for assessing environmental, social and governance (ESG) risks in our credit
analysis can be found at https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1133569 .

At least one ESG consideration was material to the credit rating action(s) announced and described above.

The Global Scale Credit Rating on this Credit Rating Announcement was issued by one of Moody's affiliates
outside the EU and is endorsed by Moody's Deutschland GmbH, An der Welle 5, Frankfurt am Main 60322,
Germany, 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 issued the credit
rating is available on www.moodys.com.

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.

https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1133569
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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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