
THE REDEVELOPMENT AGENCY OF I HE CITY OF SAN JOSE

MEMORANDUM
TO: 	 HONORABLE MAYOR, CITY

COUNCIL, AND AGENCY
BOARD

FROM: HARRY S. MAVROGENES
DEBRA FIGONE

SUBJECT:
SEE BELOW

DATE:
APRIL 8, 2011

INFORMATION

SUBJECT: UPDATE ON THE REDEVELOPMENT AGENCY'S BOND
RATINGS FROM STANDARD & POOR'S

Standard & Poor's (S&P) is one of three national credit rating agencies that have
provided ratings to the Agency's tax allocation bonds since 1983. Rating agencies
periodically review and assess issuers' assigned ratings. Last week, based on
S&P's review of the Agency, the Agency's credit ratings with S&P were
downgraded on the senior tax allocation bonds secured by the 80% tax increment
(see attachment). The Agency's S&P rating for the 80% tax allocation bonds has
been reduced one notch from A- to BBB+ (negative) with the stated rationale that:

"Standard & Poor 's Rating Services lowered its long-term rating and
underlying rating to `BBB+'..., reflecting our view of a recent decline in
assessed value (AV) that has led to lower coverage of maximum annual debt
service (MADS). The outlook is negative, reflecting our view of outstanding
AV under dispute in fiscal 2010 that represents 18.5% of fiscal 2011
incremental AV."

S&P also stated: "As a result of the recent AV decline, MADS coverage (which is
also annual debt service) for fiscal 2011 is 1.09x. At the current coverage, we
believe that the project area could withstand a 7.8% decline in total AV before
coverage would fall below 1.0x MADS. In March 2011, the County Assessor
provided a preliminary estimate for land and improvements (which represents
about 75% of total project area AV) for fiscal year 2012, which shows a 4.2%
decrease." This figure does not include values for personal property, which
agency management staff believes tracks employment and could be higher due to
lower year-over-year unemployment rate in the San Jose-Sunnyvale-Santa Clara
MSA in December 2010 (10.7% in 2010 versus 11.5% in 2009).
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S&P further indicated that: According to management, approximately $390 million
could be added to the tax roll in fiscal year 2012 due to sales and development,
although the timing and value are uncertain. Value under appeal (the difference
between the tax roll assessed value (AV) and taxpayers' opinions) for fiscal 2010
represents $3.2 billion, or 18.5% of fiscal 2011 incremental AV. For the 213
resolved appeals for fiscal 2010, 97% of the county tax roll's original value was
maintained . . . if this resolution rate were maintained for the remaining appeals,
only $240 million, or 1.4% of incremental AV, would be lost."

S&P also rates certain tax allocation bonds in large redevelopment projects in the
"BBB" category (Los Angeles and San Diego).

S&P reviewed its current rating of the Agency's 20% housing set-aside senior tax
allocation bonds and affirmed the "A" (stable) (see attachment). The "A" rating
on the senior housing bonds received the following comment in the S&P report:

"Even with the recent AV decline, the agency has maintained what we consider
strong coverage of senior housing obligations in recent years. MADS
coverage (which is also annual debt service) for fiscal 2011 is, in our view, a
strong 1.86x. At the current coverage, we believe that the project area could
withstand a 46% decline in total AV before coverage would fall below 1.0x
MADS. The agency has consistently had coverage well above its ABT
("Additional Bonds Test") in recent years; however, according to our
calculations, at the ABT coverage level of 1.15x MADS, the agency can
withstand a 12.3% decline in total AV before falling below 1.0x MADS
coverage. Given the $7.13 million of unrated subordinate MADS, we calculate
that in order to maintain coverage of at least 1.0x senior and subordinate
obligations, the agency in practice could not issue more senior debt than 1.25x
MADS coverage based on current incremental AV."

S&P also stated: "The stable outlook reflects our expectation that the project area
will maintain at least good coverage of MADS based on the broad project area tax
base.

The two other rating agencies, Moody's Investors Service (Moody's) and Fitch
assigned ratings to the Agency's 80% tax allocation bonds of "A2" and "BBB-",
respectively, and the housing set-aside tax allocation bonds are rated higher at
"Al" and "A", respectively. Fitch most recently reviewed the Agency's credit in
January 2011 and assigned the current ratings. Moody's last review of the
Agency's credit was April 2010.

Agency Bond Ratings



DEBRA FI 0
City Manager

Redevelopment Agency Board
	

Page 3
AGENCY BOND RATINGS

	
April 4, 2011

Under the terms of existing covenants on the 80% Tax Allocation Bonds, if either
of these rating agencies (Moody's or S&P) reduces the Agency's ratings, then the
Agency is required to pay higher letter of credit fees. The S&P downgrade
triggers fee increases for the $97 million Letters of Credit provided by JP Morgan
in connection with the Agency's 1996 and 2003 Merged Area Revenue Variable
Rate Bonds. The LOC fee increases from 1.95% to 2.10% effective March 31,
2011. The fee increase amounts to approximately $12,200 per month or $146,400
on an annualized basis. Terms of these Letters of Credit are expected to be
renegotiated later this year.

HARRY S. MAVROGENES
Executive Director

Attachments
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Summary: 

San Jose Redevelopment Agency, California; 
Tax Increment 
Credit Profile 

San Jose Redev Agy Tax-Exempt rfdg TABs [Merged Area Redev Pro! Hsg Set-Aside) ser 20 lOA due 08/01/2035 

Long Term Rating A/Stable Affirmed 

San Jose Redev Agy (Merged Area Redev Proj) Hsg Tax Increment 

Unenhanced Rating A[SPUR)/Stable Affirmed 

Rationale 
Standard & Poor's Ratings Services affirmed its 'A' long-term rating and underlying rating [SPUR) on San Jose 

Redevelopment Agency, Calif.'s housing tax allocation bonds outstanding. The ratings reflect our view of: 

• The large size and depth of the merged project area, which includes more than 8,000 acres throughout San Jose; 

• The project area's central position in the Silicon Valley economy; 

• Strong 1.86x maximum annual debt service (MADS) coverage based on fiscal 2011 tax increment; and 

• A very low volatility ratio of 0.06, indicating only modest sensitivity to declines incremental assessed value (AV), 

as well as a relatively mature area. 

Partially offsetting the preceding credit strengths is our view of: 

• A 1.15x additional bonds test (ABT), although in practice senior coverage would be limited (at current 

incremental AV) to 1.25x by the presence of unrated subordinate debt; 

• A 7.5% decline in AV for fiscal 2011; and 

• Outstanding value under appeal for fiscal 2010 that represents 18.5% of current incremental appeal including 

appeals among the largest taxpayers. 

The tax allocation bonds are secured by low- and moderate-income housing set-aside tax increment revenues from 

the merged area redevelopment project. 

The agency's AV has varied somewhat over the last decade. After peaking in fiscal 2003 at $18.7 billion, the project 

area's AV fell for three consecutive years before growing for three consecutive years (9.1 % average annual rate in 

fiscals 2007, 2008, and 2009). Following what we consider a modest 2.5% increase in fiscal 2010 to just more than 

$20 billion, AV fell by 7.5% in fiscal 2011 to $18.5 billion. Management attributed the drop in fiscal 2011 AV 

primarily to losses in commercial ($657 million decline) and industrial ($548 million decrease) AV. Commercial uses 

are approximately one-third of the total, with industrial uses at about 40% of the total. Residential uses in the 

project area (which are primarily multifamily housing) are only a modest portion of AV and on net, declined slightly 

(a $27 million reduction). 

Even with the recent AV decline, the agency has maintained what we consider strong coverage of senior housing 

obligations in recent years. MADS coverage (which is also annual debt service) for fiscal 2011 is, in our view, a 
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strong l.86x. At the current coverage, we believe that the project area could withstand a 46% decline in total AV 

before coverage would fall below l.Ox MADS. The agency has consistently had coverage well above its ABT in 

recent years; however, according to our calculations, at the ABT coverage level of 1.15x MADS, the agency can 

withstand a 12.3% decline in total AV before falling below l.Ox MADS coverage. Given the $7.13 million of 

unrated subordinate MADS, we calculate that in order to maintain coverage of at least 1.0x senior and subordinate 

obligations, the agency in practice could not issue more senior debt than 1.25x MADS coverage based on current 

incremental AV. 

In March 2011, the county assessor provided a preliminary estimate for land and improvements (which represent 

about 75% of total project area AV) for fiscal 2012, which shows a 4.2 % decrease. This figure does not include 

values for personal property, which agency management said tends to track employment and could be higher due to 

lower unemployment. According to management, approximately $390 million could be added to the tax roll in 

fiscal 2012 due to sales and development, although the timing and value are uncertain. Value under appeal (the 

difference between the tax roll AV and taxpayers' opinions) for fiscal 2010 represents $3.2 billion, or 18.5% of 

fiscal 2011 incremental AV. For the 213 resolved appeals for fiscal 201 0, 97% of the county tax roll's original value 

was maintained based on the resolution of these appeals; if this resolution rate were maintained for the remaining 

appeals, we calculate that only $240 million, or 1.4% of incremental AV, would be lost. 

Taxpayer concentration remains a concern for the project area, in our view, with 36.2 % of fiscal 2011 incremental 

AV generated from the 10 largest taxpayers (34% of total AV). Cisco Systems (A+/Stable) remains the leading 

taxpayer in fiscal 2011, at 16.1 % of incremental AV (15.2 % of total AV). Cisco also has pending appeals totaling 

$395 million, or 2.3% of incremental AV. The third-largest taxpayer, Blackhawk Parent LLC, has pending appeals 

for $40 million, or 0.2 % of incremental AV. 

The ABT requires l.15x annual MADS coverage. Management said that it has no current plans to issue additional 

tax increment debt. The debt service reserve requirement is the lowest of MADS, 125% of average annual debt 

service, or 10% of the stated principal amount of the bonds. For the housing tax increment bonds, the series 1997E, 

2005A, and 2005B bonds have sureties totaling $15 million with National Public Finance Guarantee (48 % of the 

total; BBBlDeveloping). The series 2003J and 2003K bonds have a surety from Syncora (20%; not rated). The series 

2010A and 2010B bonds have a cash-funded debt service reserve ($10 million). Management indicates that the total 

value of sureties and cash debt service reserve is $31 million. 

The agency has $93 million of subordinate debt that was purchased directly by Wells Fargo Bank. This is variable 

rate debt, but the indenture does not require a credit facility until the bank's tender date of April 29, 2013. 

State officials have expressed their intention to eliminate redevelopment agencies as part of the proposed state 

budget. The governor's proposed fiscal 2012 budget included a provision to dissolve redevelopment agencies in 

California. The governor's original proposed budget summary called for existing tax increment debt to be held 

harmless and existing tax increment debt service to be retired as scheduled. Subsequently, in February 2011, the 

governor's office released draft language of a bill that provided some detail on the payment of existing obligations, 

the responsibilities of successor agencies, and the flow of funds, which could potentially place tax increment 

revenues from different project areas into a merged pool held at the treasury of the successor agency; however, the 

legislature thus far has not passed the redevelopment bill. We expect to monitor any potential future legislation and 

evaluate how it could affect overall credit quality based on our criteria. 
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The merged project area totals 8,110 acres (slightly more than 7% of the city) and covers much of the central 

portion of the City of San Jose (AAA). The nation's 10th-largest city, San Jose has a population of approximately 

one million and encompasses more than half of Silicon Valley's 1.8 million residents. The city also represents the 

geographic center of the valley and provides entertainment and commercial opportunities that serve the region. The 

area is one of the world's leading centers of technological innovation. Household and per capita effective buying 

incomes are, in our view, high at 154% and 118% of the national levels, respectively. 

Outlook 
The stable outlook reflects our expectation that the project area will maintain at least good coverage of MADS 

based on the broad project area tax base. If the agency were to continue to experience AV declines such that 

coverage fell further, we could lower the rating. 

Related Criteria And Research 
USPF Criteria: Special-Purpose Districts, June 14,2007 

Ratings DetaIl (As Of March 31 . 2011) 

San Jose Redev Agy (Merged Area Redev Proj) hsg set aside 

Unenhanced Rating A[SPUR)/Stable 

San Jose Redev Agy (Merged Area Redev Proj) hsg set aside Tax Increment 

Unenhanced Rating A[SPUR)/Stable 

Many Issues are enhanced by bond Insurance 

Affirmed 

Affirmed 

Complete ratings information is available to subscribers of RatingsDirect on the Global Credit Portal at 

www.globalcreditportal.com. All ratings affected by this rating action can be found on Standard & Poor's public 

Web site at www.standardandpoors.com. Use the Ratings search box located in the left column. 
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