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Ratings 
Rating Rationale 
 The ‘AA+’ certificates of participation (COP) rating reflects a solid legal structure  

with essential leased assets and the city of Newport Beach’s very strong financial 
operations, demonstrated by high fund balances, years of surplus operations, a 
productive relationship with labor, plans to mitigate likely increases to pension 
labor costs, and prudent management practices.  

 Economic characteristics are very strong, reflective of the area’s low unemployment, 
very high wealth levels, stable housing market, and resilient tax base. 

 The debt profile is strong overall, reflecting low debt levels, progress toward pre-
funding the city’s other post-employment benefits (OPEB) liability, a pension rate 
stabilization fund, and manageable capital needs; however, debt amortization is slow 
due to a level debt service structure. 

Key Rating Drivers 
 The city’s financial performance has been very strong and is expected to remain so in 

spite of a large, planned general fund balance transfer to a new capital projects fund.  

 Economic performance has been impressive, and Fitch Ratings believes it will likely 
remain so through the economic downturn. 
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New Issue Details Credit Summary 
Newport Beach serves a population of about 87,000 along the Orange County coast. The 
economy benefits from the city’s maturity, base of very wealthy residents, and strong 
shopping, festival, and tourism draw. The city’s stable tax base is supported by home 
values that are among the highest in the U.S., despite recent price declines, and 
assessed valuation (AV) growth has remained positive through the recession, although 
recent growth has been subdued. Unemployment is low, and income levels are 
extremely high.  

Sale Information: $28,670,000 
Certificates of Participation, Series 2010A 
(Tax Exempt; Civic Center 
Project/Central Library Refunding), and 
$94,130,000 Certificates of Participation, 
Series 2010B (Federally Taxable Direct-
Pay Build America Bonds; Civic Center 
Project), to sell on or about Nov.18  
via negotiation. 
Security: A standard lease-leaseback 
arrangement between the city and  
the Newport Beach Public Facilities 
Financing Corporation. 

Considerations for Taxable/Build America Bonds Investors  
This sector credit profile is provided as background for investors new to the municipal market. 

Purpose: To fund a new civic center and 
refund existing certificates. 
Final Maturity: July 1, 2040. 

 

Local Government Appropriation-Backed Bonds 
The unlimited taxing power of most local government general obligation pledges is the broadest security a 
U.S. local government can provide to the repayment of its long-term borrowing and, therefore, is the best 
indicator of its overall credit quality. Some debt repayment requires annual legislative appropriation, and 
this lesser long-term commitment to repayment is reflected in a lower rating than that of the general 
obligation rating, usually by one to two notches. 

Related Research 

Applicable Criteria 
For information on Build America Bonds, 
visit www.fitchratings.com/BABs. 

Applicable Criteria 
 Tax-Supported Rating Criteria,  

Aug. 16, 2010 

The average local government general obligation rating is ‘AA’,  with approximately 85% rated at or above 
‘AA’  and 1% rated ‘BBB+’ or below. The relatively high ratings reflect local governments’ inherent 
strengths: the authority to levy property taxes, nonpayment of which can result in property foreclosures; 
additional taxing power that can include sales, utility, and income taxes; and essentiality of and lack of 
competition for services provided by local governments. Those with low investment-grade or below-
investment-grade ratings generally have a combination of a limited or highly volatile economic base, high 
levels of long-term liabilities, including debt and post-employment benefits, and/or unusually limited 
financial flexibility. For additional information on these ratings, see “U.S. Local Government Tax-Supported 
Rating Criteria,” dated Oct. 8, 2010, available on Fitch’s Web site at www.fitchratings.com. 

 U.S. Local Government Tax-Supported 
Rating Criteria, Oct. 8, 2010 
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The city’s financial profile is strong. The last three audited fiscal years and estimated 
actual results for fiscal 2010 all produced surplus general fund operations, resulting in 
the maintenance of high general fund balance levels. Financial management practices 
are impressive, and management has taken steps to deal with both its OPEB liability 
and pension costs that are likely to increase.  

Rating History  COPs 
    

Outlook/ 
Watch Rating Action Date 

AA+ Assigned 

Debt 
Proceeds from this issuance will 
predominantly fund the construction of 
a new civic center, which will include a 
city hall building, a 450-space parking 
structure, a library expansion, and a 
park. A small portion of proceeds will 
refund outstanding COPs. The COPs are 
secured by a standard lease-leaseback 
arrangement between the city and the 
Newport Beach Public Financing 
Corporation for use of various essential 
assets, subject to abatement. Upon 
completion, the city may substitute the 
civic center for the current leased 
assets. The city covenants to budget 
and appropriate lease payments, and 
insurance provisions are standard, 
including 24-month rental interruption 
insurance. However, there is no debt 
service reserve fund. 

The city’s debt profile is strong. Although net debt per capita is high at about $8,200, 
net debt as a percentage of assessed value is a low 1.8%, reflective of the strength of 
the property tax base. Capital needs are limited, but amortization is slow, with just 
11% and 25% of debt maturing within five and 10 years, respectively, due to a level 
debt service structure. The city’s OPEB plan is partially pre-funded, and costs are 
manageable. Management is exploring ways to deal with likely rising pension costs, 
including two-tiered systems, and has already had some success in negotiating 
increased employee contributions. The city prudently established a pension rate 
stabilization fund with a balance of $5 million. Pension costs are estimated to rise by 
approximately $10 million–$12 million annually over the next five to seven years 
without further action by management. 

Management sensibly developed a 30-year general lifecycle replacement plan for its capital 
facilities. Its financing sources include capital reserves, developer fees, and general fund 
contributions of up to 5% of general fund expenditures.  

Finances 

Rating History  Implied GO 

The city’s financial position is notably strong. Financial operations have produced surpluses 
in each of the past four fiscal years, some of them sizable, resulting in large and growing 
fund balances. Fiscal 2010 operations are estimated to have produced a $2.5 million 
general fund surplus, raising the total and unreserved general fund balances to $82 million 
(56.2% of expenditures and transfers out) and $76.6 million (52.4%), respectively. The city 
could also transfer up to $38.5 million to its general fund from workers compensation and 
vehicle replacement funds, if necessary, raising the city’s total unreserved financial cushion 
to yet higher levels.  

    

Stable 10/19/10 
 

Debt Statistics  
($000)  

Rating Action 
Outlook/ 
Watch  Date 

This Issue 122,800  
AAA Assigned Stable 10/19/10 

Outstanding Debt 6,806  
 

Refunding Portion (3,990) 
125,616  Total Direct Debt 

Overlapping Debt 586,966  
Total Overall Debt 712,582  

Debt Ratios  
Direct Debt per Capita ($)a 1,448  
  As % of Assessed Valueb 0.3  
Overall Debt per Capita ($)a 8,215  
  As % of Assessed Valueb 1.8  
aPopulation: 86,738 (2007 estimate).  
bAssessed value: $38,707,165,000 (fiscal 2011). Note: Numbers 
may not add due to rounding.  
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General Fund Financial Summary  
($000, Audited Fiscal Years Ended June 30)    

 

 2007 2008 2009 2010a 
Property Taxes 63,003 67,389 70,127 72,000 
Sales Tax  21,088  21,855  17,926  16,742  
Sales Tax in Lieu 7,348  8,018  7,503  4,540  
Transient Occupancy Tax  12,059  12,752  11,171  11,401  
Other Taxes 8,309  8,289  8,487  7,976  
Intergovernmental 3,812  3,083  2,597  2,690  
Licenses and Permits 3,109  4,994  4,396  2,607  
Charges for Services 14,369  14,935  14,374  16,028  
Fines and Forfeitures 3,706  3,958  3,711  3,840  
Investment Income 3,176  3,655  1,697  1,415  
Net Change in Value of Investments (546) 508  1,097    
Property Income 6,471  6,604  6,553  6,080  
Donations 1,324  1,202  261  145  
Other 1,967  1,459  235  1,608  
Total Revenue 149,195  158,702  150,134  147,072  
     
General Government 13,624  14,426  15,478  15,027  
Public Safety 50,425  53,650  57,286  56,051  
Public Works 24,403  25,454  26,221  25,553  
Community Development 7,223  7,770  8,302  8,070  
Community Services 11,749  12,639  13,282  13,091  
Capital Outlay 10,369  10,456  5,910  6,811  
Debt Service 2,000  1,643  1,571    
Total Expenditures 119,793  126,037  128,050  124,603  
     
Operating Income/(Deficit) 29,402  32,664  22,084  22,469  
     
Transfers In 1,027  5,521  690  1,519  
Transfers Out (20,103) (29,040) (22,222) (21,513) 
Proceeds from Long-Term Debt 5,000          
     
Net Income/(Deficit) 15,326  9,146  552  2,476  
     
Total Fund Balance 69,913  79,059  79,611  82,087  
  As % of Expenditures and Transfers Out 50.0 51.0 53.0 56.2 
Unreserved Fund Balance 62,426  72,252  73,704  76,593  
  As % of Expenditures and Transfers Out 44.6 46.6 49.0 52.4 
aFiscal 2010 results are estimated. 

 
Financial operations have benefited so far from stable and growing property tax 
revenues (49% of fiscal 2010 estimated revenues). However, sales tax revenues (12%) 
have been hit significantly by the economic downturn, falling 18% in fiscal 2009, with 
an estimated 7% decline in fiscal 2010. Management has prudently implemented 
expenditure reductions to mitigate falling sales tax revenues. Fiscal 2011 budgeted 
reductions amount to $18 million, of which $8.6 million is in operational reductions. 
These include early retirement incentive plan savings, increased employee 
contributions to pension plans, contracting out jobs, and salary freezes. The city is 
budgeting for a modest operational deficit in fiscal 2011; however, the city historically 
has outperformed its budgets. A transfer out of $31.5 million for a new capital reserve 
fund in fiscal 2011 will lower the total general fund balance to still strong levels, or 
approximately 24.4% of expenditures. There are no plans to use the transferred cash, 
and it could be transferred back to the general fund, if necessary. 

Financial management policies are impressive. They include a contingency reserve 
equal to 12% of the general fund operating budget, operational reserves, a stabilization 
reserve funded by operating surpluses, and a 15-step fiscal sustainability plan  
adopted by the City Council this year. Although the operational reserve is designed  
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to be used in times of financial hardship, the council has decided not to use it in  
this economic downturn. 

Economy 
The city’s economy is very strong. Compared with the prior year, the city’s 
unemployment rose by a small 0.1% to 6.1% in August 2010 and is less than one-half the 
state and regional averages. The largest local employers include Hoag Memorial 
Hospital (4,001 employees) and Conexant (1,650), a semiconductor manufacturing firm. 
Other major local employers include Pacific Life, US Bank, and PIMCO. The city’s 
income profile is extremely strong, with per capita income levels about three times 
higher than those of the region, state, and nation. Population growth has been very low 
for years and is expected to remain so given that most of the area is built-out. 
However, limited opportunities for new development exist in infill development and a 
small amount of vacant space that could be developed. 

AV benefits from a very strong housing market. Home prices are among the highest  
in the country, although median home prices fell from about $1.8 million in 2007  
to $1.3 million in 2009. Despite price declines, AV rose 1.8% in fiscal 2010 and 0.2%  
in fiscal 2011. The property tax base is somewhat concentrated in the top payer,  
The Irvine Company, which makes up 4.8% of AV and is a major regional real  
estate investment company with multiple holdings within the city. AV stability is 
supported by a mature housing stock, ongoing infill development, and enhancements to 
existing homes.  
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RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
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. 
Copyright © 2010 by Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries. One State Street Plaza, NY, NY 10004.Telephone:
1-800-753-4824, (212) 908-0500.  Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited
except by permission.  All rights reserved.  In issuing and maintaining its ratings, Fitch relies on factual information it
receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable
verification of that information from independent sources, to the extent such sources are available for a given security or in
a given jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-party verification it obtains will
vary depending on the nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which
the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public information,
access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as
audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other
reports provided by third parties, the availability of independent and competent third-party verification sources with
respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors.  Users of
Fitch’s ratings should understand that neither an enhanced factual investigation nor any third-party verification can ensure
that all of the information Fitch relies on in connection with a rating will be accurate and complete. Ultimately, the issuer
and its advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering
documents and other reports. In issuing its ratings Fitch must rely on the work of experts, including independent auditors
with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings are inherently
forward-looking and embody assumptions and predictions about future events that by their nature cannot be verified as
facts.  As a result, despite any verification of current facts, ratings can be affected by future events or conditions that were
not anticipated at the time a rating was issued or affirmed.   
The information in this report is provided “as is” without any representation or warranty of any kind. A Fitch rating is an
opinion as to the creditworthiness of a security. This opinion is based on established criteria and methodologies that Fitch is
continuously evaluating and updating.  Therefore, ratings are the collective work product of Fitch and no individual, or
group of individuals, is solely responsible for a rating. The rating does not address the risk of loss due to risks other than
credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch
reports have shared authorship. Individuals identified in a Fitch report were involved in, but are not solely responsible for,
the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is neither
a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents
in connection with the sale of the securities. Ratings may be changed or withdrawn at anytime for any reason in the sole
discretion of Fitch. Fitch does not provide investment advice of any sort.  Ratings are not a recommendation to buy, sell, or
hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular
investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from
issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000
to US$750,000 (or the applicable currency equivalent) per issue.  In certain cases, Fitch will rate all or a number of issues
issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single annual fee.  Such fees
are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication,
or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection with
any registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of
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