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Ratings New Issue Summary
Long Term Issuer Default Rating AAA Sale Date: July 25’ 2019
New Issues Series:LTGO series 2019A, LTGO series 2019B (taxable)

$36,400,000 General Obligation . . . K K K . .
Limited Tax Improvement Bonds, Purpose: Various capital projects, including Alaska Way Corridor projects and other waterfront

Series 2019A AAA projects
$11,095,000 General Obligation - - —
Limited Tax Improvement Bonds, Security: Ad valorem property tax pledge subjectto statutory limits
(Taxable) Series 2019B AAA
Outstanding Debt Analytical Conclusion
General Obligation Limited Tax
Improvement & Refunding Bonds  AAA Seattle's 'AAA IDR and GO ratings are supported by strong economic and revenue growth,

General Obligation Limited Tax
Improv ement & Refunding Bonds
(Taxable) AAA
General Obligation Limited Tax

sustained by the educated workforce and dynamic software and aerospace industries that
dominate the regional economy. Long-term liabilities are low. The citys somewhat weak

Improvement Bonds AAA revenue raising ability is offset by moderate expenditure flexibility and solid reserves relative to
General Obligation Limited Tax . . . . . .
Improv ement Bonds (Taxable Build moderate expected revenue fluctuations. Fitch expects the city to maintain the highest level of
America Bonds-Direct Payment)  AAA gap closing capacitythroughoutthe economic cycle.
General Obligation Limited Tax
Improvement Bonds (Taxable) AAA . X . o .
General Obligation Unlimited Tax Economic Resource Base: Seattle is the largest city in the Pacific Northwest and the cultural
Improvement Bonds AAA and business center of Puget Sound. The regional economy is still influenced by Boeing and
General Obligation Unlimited Tax i L. . . . . .
Refunding Bonds AAA Microsoft, though the city in particular is experiencing robust economic growth as Amazon and

other technology companies expand in downtown, fostering complementary multiuse

Rating Outlook v i ’ )
development. The workforce is highly educated, helping to sustain above average economic

Stable
andrevenue growth.

Key Rating Drivers

Revenue Framework: ‘aa’

Revenue growth has been and is expected to remain largely above GDP growth given the size
of the healthy aerospace and growing software sectors. Offsetting some of this strength, the
city's abilityto independentlyraise its propertytax lewy is limited to 1% annually.

Expenditure Framework: 'aa’

Over time, expenditure growth is expected to be roughly in line with revenue growth as
employee salaries and benefits track closely with increases in the citys ad valorem and
economically sensitive taxes. Carrying costs for debt service, pensions and OPEB are
moderatelylow.

Long-Term Liability Burden: 'aaa’
Seattle's long-term liability burden is equally divided between bonded debt and adjusted net
pension liabilities and is low relative to its resource base.

Operating Performance: 'aaa’

Seattle has exceptional gap-closing ability and is expected to manage through a downtum

while retaining a high level of financial flexibility. Seattle's strong budget management and
Analysts conservative policies result in rapid rebuilding of reserves while funding pay as you go capital
Karen Ribble . . . X
+1 415 732-5611 and actuarial funding of pension benefits.
karen.ribble@fitchratings.com

Andrew Ward
+1 415 732-5617
andrew.ward@fitchratings.com

www.fitchratings.com July 19, 2019


mailto:karen.ribble@fitchratings.com
mailto:andrew.ward@fitchratings.com

B

FitchRatings

Rating History (IDR)

Outlook/
Rating Action Watch Date
AAA Affirmed Stable 7/18/19
AAA Affirmed Stable 4/15/04
AAA Assigned 2/12/99

Related Research
Fitch Rates Seattle, WA's $47.5MM LTGOs
'AAA'; Affirms Outstanding (July 2019)

Related Criteria
U.S. Public Finance Tax-Supported Rating
Criteria (April 2018)

Rating Sensitivities

Balanced Operations; Solid Reserves: Material deviation from Fitch's expectation of the
highest gap closing capacity through the economic cycle, while unexpected, would result in
downward rating pressure.

Credit Profile

Seattle continues to experience very strong economic growth, benefitting from Amazon's recent
and rapid growth, increasing employment by other technology companies, and a strong
construction industry. Seattle's tax structure captures this economic growth through property,
business, sales, utility and real estate excise (transaction) taxes. While Fitch views the city's
transition toward a more broadly diversified economic base as a positive credit factor, Boeing
and Microsoft and increasingly Amazon, the most significant employers in the region, remain
driving forces for the regional economy. As Amazon and Microsoft and other information
technology companies have grown, the information sector now generates over three times the
national average share of the regional employment and personal income. The performance of
this industry is expected to continue to have an outsized impact on the economic fortunes of
the city and region. The city's socioeconomic measures remain strong. Income levels are well
above national averages as are educational attainment levels; 61% of residents have
bachelor's degree, almosttwice the average national rate of 31%.

The city's assessed value (AV) rose by double digits annually between 2015 and 2018 as
increased employment, a growing population, and the significant development by Amazon and
other companies led to a more active and higher priced real estate market. Fitch expects
additional growth, though likely at a slower pace, over the next few years as ongoing and
planned developmentprojects are completed.

Revenue Framework

Revenues are diversified among property taxes (about 25% of 2019 budgeted general fund
revenues), sales taxes (22%), business taxes (22%), utility taxes (17%) and other revenues.
Sales and business taxes tend to be more volatile and responsive to changes in the economy
while property and utility taxes tend to be very stable with more limited growth potential. The
restriction of the city's real estate excise tax to capital spending reduces the exposure of
financial operations to a volatile revenue source and provides an important source of pay-go
capital throughoutthe economic cycle.

The city's revenue structure has provided a steady source of revenue growth despite a
statutory limit of 1% annual property tax levy increases, due to ongoing additions to the tax
base from new construction (which is excluded from the 1% limit) and economic growth
benefitting other sources. As demonstrated in the Great Recession, the limitation on lewy
growth provides solid downside risk in the event of AV declines as the levwy automatically
increases by1% annually.

Revenue growth has outpaced the rate of inflation and GDP by large margins. Ongoing
economic growth appears likely to provide revenue growth in excess of GDP, supported by
residential development downtown of over $4 billion in construction projects in 2017 and 2018,
as well as several large office projects currently underway.

Increases to property taxes beyond the levy limit require voter approval, which the city regularly
seeks and receives in the form of temporary levy lid lifts for specific uses. The city has the
ability to adjust charges for services, pemit fees and fines but the combination makes up less
than 10% of general fund revenues.
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Expenditure Framework

Public safety comprises the bulk of city general fund spending at about 44%, followed by
general government, culture and recreation and capital.

Given the nature of Seattle's revenue system and spending responsibilities, Fitch believes that
growth in major spending areas is likelyto be in line with to marginally above e xpected revenue
growth (on average).

The city's fixed cost burden is low, with carrying costs for debt, pensions and OPEB equaling
about 11% of 2017 governmental expenditures. Pension costs represent over half of the total
but are overstated since a significant portion of those pension costs are attributable to and paid
by various city utilities, including the power and water enterprises.

The collective bargaining framework in Washington State offers moderate flexibility to make
adjustments to personnel spending as needed. Most of the city's labor agreements expired in
December 2018, and the city is currently negotiating 25 new contracts, including for firefighters
and the coalition of city unions. The city settled with the police union in November 2018,
replacing the contract that had expired in December 2014. In connection with the new contract,
the city made a roughly$65 million paymentfor back pay with the police union.

The city and its miscellaneous (non-public safety) unions agreed to create a new pension tier
effective Jan. 1, 2017, which has a lower benefit and expected lower contribution rate for the
city and should slow the pace of growth of pension costs over time. The OPEB portion of
carrying costs is very small.

Long-Term Liability Burden

The combination of the city's direct and overlapping bonded debt and its direct unfunded
pension liability totals about 6.4% of personal income, which Fitch considers a low burden on
the city's resources. Bonded debt makes up about 40% of the total liability and the Fitch
adjusted netpension liabilitythe remainder.

The city's debt issuance is exclusively for capital projects, with some use of pay-go for smaller
projects. Given the city's practice of moderate, regular debt issuance, above-average pace of
debt amortization and strong income growth, Fitch expects the city's debt burden to remain low
relative to personal income. The city has its own pension system for miscellaneous employees
(SCERS) and patrticipates in the state-sponsored system for public safety workers (LEOFF).
LEOFF is currently funded in excess of the liability while SCERS has an unfunded liability the
city will fully pay off by 2042.

Operating Performance

The combination of the city's solid expenditure flexibility and sizeable reserves is expected to
sustain its exceptional financial flexibility throughout economic downturns. For details, see
Scenario Analysis, page 5.

The city has demonstrated a strong commitment to financial flexibility through efforts to control
costs, improve pension funding, maintain reserves, and utilize extensive and conservative
financial forecasting. In addition, the city has a track record of funding key services such as
public housing, library, transportation and families and education through voter-approved
increases to property tax levy limits for specific purposes (lewy lid lifts). During this extended
economic recovery, the city has proactively built up its reserves, increasing unrestricted fund
balance to an unaudited $294 million in 2018 from a low of $104 million in 2010. In addition, the
pensionreforms noted above demonstrate commitmentto financial flexibility.
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Public Finance

2018 Operating Performance and 2019 Budget

The city estimates its revenues increased almost 10% in 2018, although a portion of this is due
to a new tax on sweetened beverages as well as an accounting change. Natural tax revenue
growth is estimated at about 8% while expenditures (prior to the one-time retroactive $65
million payment related to the settlement of police contracts) increased by about 10%. The $1.3
billion 2019 general fund budget appears largely balanced with ongoing revenues matching
ongoing expenditures.
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Scenario Analysis

Reserve Safety Margin in an Unaddressed Stress
25.0% - Actual | Scenario The combination of the city's solid expenditure flexibility and sizeable reserves
- are expected to sustain its exceptional financial flexibility throughout economic
20.0% | H -_— - -— - downturns. The city estimates it ended 2018 with about $294 million in
1 unrestricted (assigned, unassigned and committed) fund balance, equal to
15.0% | : about 19% of spending.
1
L
10.0% |
[
5.0% - v
1
0.0% 1
2011 2012 2013 2014 2015 2016 2017 Year1  Year2 Year 3
Financial Resilience Subfactor Assessment:
@smmAvailable Fund Balance bbb —2 —2aa —23aa
Scenario Parameters: Year 1 Year 2 Year 3
GDP Assumption (% Change) (1.0%) 0.5% 2.0%
Expenditure Assumption (% Change) 2.0% 2.0% 2.0%
Revenue Output (% Change) (2.2%) 1.4% 5.0%
Inherent Budget Flexibility Midrange
Revenues, Expenditures, and Fund Balance Actuals Scenario Outp!
2011 2012 2013 2014 2015 2016 2017 Year 1 Year 2 Year 3
Total Revenues 1,000,344 1,061,261 1,098,175 1,160,753 1,218,733 1,330,045 1,404,724 1,374,213 1,393,590 1,463,144
% Change in Revenues - 6.1% 3.5% 5.7% 5.0% 9.1% 5.6% (2.2%) 1.4% 5.0%
Total Expenditures 775,224 772,904 855,584 897,493 902,662 1,021,753 1,083,903 1,105,581 1,127,693 1,150,247
% Change in Expenditures - (0.3%) 10.7% 4.9% 0.6% 13.2% 6.1% 2.0% 2.0% 2.0%
Transfers In and Other Sources 25,863 13,016 39,510 20,027 40,199 48,867 35,248 34,482 34,969 36,714
Transfers Out and Other Uses 225,649 231,156 248,133 275,112 289,603 318,299 303,516 309,586 315,778 322,094

Net Transfers (199,786) (218,140) (208,623) (255,085) (249,404) (269,432) (268,268) (275,104) (280,809) (285,380)
Bond Proceeds and Other One-Time Uses - - - - - - - o - -

Net Operating Surplus(+)/Deficit(-) After Transfers 25,334 70,217 33,968 8,175 66,667 38,860 52,553 (6,472) (14,912) 27,518
Net Operating Surplus(+)/Deficit(-) (% of Expend. and Transfers Out) 2.5% 7.0% 3.1% 0.7% 5.6% 2.9% 3.8% (0.5%) (1.0%) 1.9%
Unrestricted/Unreserved Fund Balance (General Fund) 145,286 191,917 208,926 216,670 246,826 286,457 312,781 306,309 291,397 318,915
Other Available Funds (GF + Non-GF) - - - - - - - - - -
Combined Available Funds Balance (GF + Other Available Funds) 145,286 191,917 208,926 216,670 246,826 286,457 312,781 306,309 291,397 318,915
Combined Available Fund Bal. (% of Expend. and Transfers Out) 14.5% 19.1% 18.9% 18.5% 20.7% 21.4% 22.5% 21.6% 20.2% 21.7%
Reserve Safety Margins Inherent Budget Flexibility
Minimal Limited Midrange

Reserve Safety Margin (aaa) 34.8% 17.4% 10.9% 6.5% 4.3%
Reserve Safety Margin (aa) 26.1% 13.0% 8.7% 5.4% 3.3%
Reserve Safety Margin (a) 17.4% 8.7% 5.4% 3.3% 2.2%
Reserve Safety Margin (bbb) 6.5% 4.3% 3.3% 2.2% 2.0%

Notes: Scenario analysis represents an unaddressed stress on issuer finances. Fitch's downturn scenario assumes a -1.0% GDP decline in the first year, followed by 0.5% and 2.0% GDP growth in Years 2
and 3, respectively. Expenditures are assumed to grow at a 2.0% rate of inflation. Inherent budget flexibility is the analyst's assessment of the issuer's ability to deal with fiscal stress through tax and
spending policy choices, and determines the multiples used to calculate the reserve safety margin. For further details, please see Fitch's US Tax-Supported Rating Criteria.
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/lssuer or a related third party. Any exceptions follow below.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS//FITCHRATINGS. COM/UNDERSTANDINGCREDITRATINGS. INADDITION, RATING DEFINITIONS AND THE
TERMS OF USE OF SUCH RATINGS ARE AVALABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVALABLE FROM
THIS SITE AT ALL TIMES. FITCHS CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST,
AFFLATE FIREWALL, COMPLANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO
AVALABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER
PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE
FOR RATINGS FORWHICH THE LEAD ANALYST IS BASED INAN EU-REGISTERED ENTITY CANBE FOUND ON
THE BENTITY SUMMARY PAGE FOR THS SSUER ON THE HTCH WEBSITE

Copyright © 2019 by Ftch Ratings, Inc., Fiich Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004.
Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part i
prohbited except by permission. All rights reserved. In ssuing and maintaining is ratings and in making other reports
(including forecast information), Fich relies on factual information it receives from issuers and underw riters and from other
sources Hitch believes to be credble. Fich conducts a reasonable investigation of the factual information relied upon by it in
accordance w th its ratings methodology , and obtains reasonable verffication of that information fromindependent sources, to
the extentsuch sources are available for a givensecurity or in a given jurisdiction. The manner of Fitch's factual investigation
and the scope of the third-party verification It obtains wi vary depending on the nature of the rated security and its issuer, the
requrements and practices in the jrisdiction in which the rated security s offered and sold and/or the issuer s 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 avaiability of independent and conpetent
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 andreports should understand that neither an enhanced factual investigation nor any
third-party verification can ensure that all of the information Fich relies on in connection wih a rating or a report wil be
accurate and complete. Ukimately, 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 and its reports, Fich must rely on the
work of experts, including independent auditors with respect to financial statements and attomeys w ith respect to legal and
tax matters. Further, ratings and forecasts of financial and other information are nherently forward-looking and embody
assunptions and predictions about future events that by therr nature cannot be verified as facts. As aresult, despite any
verffication of current facts, ratings and forecasts can be affected by future events or conditions that w ere not anticipated at
the tme arating or forecast was issued or affimed.

The nformation in this report s provided “as " without any representation or warranty of any kind, and Fitch does not
represent or warrant that the report or any of its contents wil meet any of the requirements of a recipient of the report A Fitch
rating is an opinion as to the crediw orthiness of asecurity. This opinion and reports made by Fich are based on estabished
crieria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective
work product of Fiich and no individual, or group of individuals, is solely responsble for a rating or a report. The rating does
not address the risk of loss due to risks ather than credit risk, unkess such risk s specffically mentioned. Ficch is not engaged
in the offer or sale of any security. All Fich reports have shared authorship. Individuals identified n a Fich report were
nvolved in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes
only. A report providing a Fiich rating is neither a prospectus nor a substiute for the information assenbled, verified and
presented to investors by the issuer and its agents In connection wih the sale of the securities. Ratings may be changed or
withdraw n at any time for any reason in the sole discretion of Fich. Fich does not provide investrrent 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 suitabiliy of any security for a particular investor, or the tax-exenpt nature or taxabilty of payments made inrespect
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 appicable currency equivalem()adper ssue. h certain cases,
Fich wil rate all or a nunber of ssues 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 ratin%?/ Fitch shall not constitute a consent by Fitch
o use its name as an expert n connection with any registration statement filed under the United States securtties law's, the
Fnancial Services and Markets Act of 2000 of the United Kingdom, or the securities law's of any particular jurisdiction. Due to
the relative efficiency of electronic publshing and distribution, Fitch research may be available to electronic subscrivers up to
three days earfer than to print subscribers.

For Australia, New Zealand, Tawan and South Korea only: Fich Australia Pty Ltd holds an Australian financial services
license (AFS license no. 337123) which authorizes it to provide credit ratings to whoesake clients only. Qredit ratings
information publshed by Fich is not intended to be used by persons who are retail clients wihin the meaning of the
Corporations  Act2001.
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