
 

 
Fitch : Info Center : Press Releases 

 

     Fitch Rates Philadelphia, Pennsylvania's $204MM GOs 'BBB+'; Outlook Stable 
  Ratings  
28 Mar 2008 4:56 PM (EDT) 

Fitch Ratings-New York-28 March 2008: Fitch assigns a 'BBB+' rating to Philadelphia, Pennsylvania's (the city) 
approximately $203.8 million general obligation (GO) refunding bonds, series 2008A. The bonds are scheduled for 
negotiated sale the week of April 14. Bond proceeds will refund the city's outstanding GO bonds, series 2003B-1 and series 
2003B-2, which were issued as auction-rate securities. In addition, Fitch also affirms its 'BBB+' rating on the city's $1.1 billion 
in outstanding GO bonds. The Rating Outlook is Stable. 

The 'BBB+' rating on the GO debt is based upon the city's limited financial flexibility, exceptionally high debt levels, 
significantly under-funded pension position, a rapidly growing fixed-cost burden related to employee benefit and health care 
costs, and below-average economic indicators. The rating also considers the city's stable employment base, anchored by a 
strong education and health care sector. While financial results have returned to positive in recent years, leading to a 
favorable increase in general fund reserves, the city's practice of only funding the minimum municipal obligation (MMO) for 
its pension fund has exacerbated an already declining funding ratio, which dropped to a very low 51.6% according to the 
most recent actuarial valuation.  

Fitch notes that the city performed better than its financial multi-year plan (MYP) projections in each of fiscal years 2005-
2007 as several tax sources performed at above-budgeted levels, leading to a favorable increase in reserves. However, 
much of the overall gain in revenue was driven by growth in economically sensitive business privilege and real estate 
transfer taxes, and overall financial flexibility remains limited. In addition, Fitch remains concerned regarding the most recent 
MYP, which includes revenue assumptions that may prove difficult to achieve amid continued annual cuts in the city's 
primary tax revenue sources and a downturn in the local real estate market and overall economy. Nearly half of all general 
fund revenue is derived from a combination of the wage tax and real estate-related revenue sources. While concern exists 
about the assumptions built into the MYP, Fitch believes the tax reductions should enhance the city's ability to attract and 
retain residents and businesses.  

The city's December 2007 unemployment rate, measured at 5.8%, has declined notably after peaking at 7.5% in 2003. The 
employment base is heavily weighted toward the education and health services sector, driven by the University of 
Pennsylvania's role as the city's largest employer. Ongoing commercial and retail development projects, occurring primarily 
in the downtown area, include the recent completion of the new Comcast headquarters, which together with other ongoing 
projects, will add an estimated 1.25 million square feet (sf) of office space and 32,000 sf of retail space to the downtown 
area. Children's Hospital of Philadelphia and the University of Pennsylvania are each making a significant capital investment 
to expand their respective research facilities, and the city's Navy yard is transitioning into a large private sector business 
park that includes 80 companies. However, despite the city's economic gains, economic indicators remain below-average as 
the unemployment rate still ranks above the state and the nation, and approximately one-fourth of the city's residents live at 
or below the poverty rate according to the U.S. Census Bureau.  

Although financial flexibility remains constrained by a high fixed-cost burden and limited revenue raising capacity, the city's 
financial position has shown improvement in recent years. Following positive general fund operations in fiscal years 2005 
and 2006, audited results for fiscal 2007 show a $188 million general fund surplus, driven primarily by stronger than 
expected growth in wage and business privilege tax receipts. Consequently, the fiscal 2007 unreserved fund balance 
increased to $152.7 million, equal to 4.1% of general fund spending and transfers out. The fiscal 2009-2013 MYP, which is 
expected to be approved by the Pennsylvania Intergovernmental Cooperation Authority (PICA), the city's state-appointed 
oversight board, shows negative operations in each year of the plan, and anticipates a decline in the budgetary basis fund 
balance to $35 million by the close of fiscal 2013. Fitch believes the city's long-running schedule of incremental annual wage 
and business privilege tax reductions coupled with an overall slowing in the economy will likely pressure operations and 
require significant cost-cutting measures to maintain a balanced budget in the out-years of the MYP.  

The city's overall debt burden remains very high, exceeding $4,000 per capita and 17.0% of market value. The 2009-2014 
capital improvement plan (CIP) is estimated at $7.3 billion with slightly more than half supported by operating revenues of 
and revenue bond issuance by the city's airport and water department. A planned $180 million GO financing to fund various 
capital projects is anticipated in the early part of fiscal 2009. The city's new administration took office in January 2008 and 
has put forth a plan to issue approximately $2.7 billion of pension obligation bonds later in the current calendar year. The 
proposed financing, which is expected to increase the pension funding ratio to at least 90% and reduce the annual fixed-cost 
burden, will raise the city's debt burden by approximately 40% from an already very high level even for the 'BBB' rating 
category. The exact timing and size of the planned issuance will depend on market conditions.  
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Contact: Christopher Hessenthaler +1-212-908-0773 or Ann Flynn +1-212-908-9152, New York.  

Media Relations: Cindy Stoller, New York, Tel: +1 212 908 0526.  

Fitch's rating definitions and the terms of use of such ratings are available on the agency's public site, 
'www.fitchratings.com'. Published ratings, criteria and methodologies are available from this site, at all times. Fitch's code of 
conduct, confidentiality, conflicts of interest, affiliate firewall, compliance and other relevant policies and procedures are also 
available from the 'Code of Conduct' section of this site. 
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