FitChRﬂtingS Public Finance

Tax-Supported

US.A.
Ratings
Seattl e WaS h i n to n Long Term Issuer Default Rating AAA
’ g New Issues
$165,360,000 General Obligation
Limited Tax Improvement &
Refunding Bonds, Series 2021A AAA
$21,460,000 General Obligation
Limited Tax Improvement Bonds
(Taxable), Series 2021B AAA
Outstanding Debt
New Issue Summary General Obligation Limited Tax
Series: L|m|tgd Tax G('eneral lelgatlon (LTGO), Series 2021A; LTGO, Series 2021B (Taxable) o ovem entRIReRinding Bonds
Purpose: Various capital projects (Taxable) AAA
Security: Limited tax General Obligation Limited Tax
Improvement Bonds AAA
Seattle's 'AAA' Issuer Default Rating (IDR) and GO bond rating are supported by expectations General Obligation Limited Tax
for strong economic and revenue growth over the long term, sustained by the highly educated X’;ﬁ’ég‘éggg:ﬁgfgégggmz%"d AAA
workforce and the dynamic software and aerospace industries that dominate the regional General Obligation Limited Tax
economy. Long-term liabilities are low. The city's somewhat weak revenue-raising ability is Improvement Bonds (Taxable) AAA
offset by solid expenditure flexibility and ample reserves relative to moderate expected General Obligation Unlimited Tax
revenue fluctuations during typical economic downturns. Fitch Ratings expects the city to Improvement Bonds AAA
V. u‘ u u I uring typi X I : wntu - Fl Ing . Xp ity General Obligation Unlimited Tax
maintain the highest level of gap-closing capacity through the current environment and future Refunding Bonds AAA

economic cycles.

Economic Resource Base: Seattle is the largest city in the Pacific Northwest and the cultural
and business center of the Puget Sound. While Boeing has long been the largest regional
employer, it is believed that, with recent layoffs at Boeing, Amazon is now the largest regional
employer followed by Boeing and Microsoft. The city in particular experienced robust economic
growth as Amazon and other technology companies expanded downtown, fostering
complementary multiuse development. The workforce is highly educated, helping sustain
above-average economic and revenue growth. The recessionary impact of the pandemic-
related economic disruption on employment has been fairly modest, with total employment
down about 2.3% yoy in February 2021. The February unemployment rate was 4.6%, notably
below the state and national rates.

Key Rating Drivers

Revenue Framework: 'aa": Revenue growth has been and is expected to remain above GDP
growth over the long term, given the nature of the underlying economy. The limit of 1% annually
in the city's ability to independently raise the property tax levy offsets some of this strength.

Expenditure Framework: 'aa': Over time, expenditure growth is expected to be roughly in line
with strong revenue growth as employee salaries and benefits track closely with increases in
the city's ad valorem and economically sensitive taxes. Carrying costs for debt service, pensions
and OPEB are moderately low.

Long-Term Liability Burden: 'aaa': Seattle's low long-term liability burden totals less than 5%
of personal income. The liability comprised of about 40% direct and overlapping debt and 60%
adjusted net pension liabilities.

Operating Performance: 'aaa': Seattle has exceptional gap-closing ability and is expected to
manage through the economic uncertainty and recovery while retaining a high level of financial
flexibility. Seattle's strong revenue growth and conservative policies result in rapid rebuilding
of reserves during periods of expansion while funding pay as you go capital and actuarial funding
of pension benefits.
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Factors that could, individually or collectively, lead to a positive rating Rating  Action Watch Date
action/upgrade: AAA Affirmed Stable 4/22/21

AAA Affirmed Stable 4/15/04
° Not applicable. AAA  Assigned - 2/12/99
Factors that could, individually or collectively, lead to a negative rating
action/downgrade:
o Given uncertainties, ability to match revenues and expenditures once recovery takes

hold.

. If sustained, slower revenue growth could weaken the city's revenue framework.

Current Developments

Near-Term Budget Relief

The recently enacted the American Rescue Plan Act (ARPA) will provide $350 billion in direct
aid to state and local governments, transit systems and school districts (through the states) as
well as a significant amount of economic stimulus that should have a positive near-term impact
on state and local government revenues. Fitch does not expect the stimulus aid to alter the long-
term credit fundamentals of state and local governments, but it should bridge near-term fiscal
gaps (for more information, see “ARP Boosts State and Local Government Budgets,” dated
March 2021). The city's allocation from the ARPA is about $239 million, or almost 30% above
fiscal 2021 budgeted general fund revenues. The city expects to receive and spend about half in
2021 and the other half in 2022.

Due to the shelter in place orders enacted in March 2020 and related coronavirus mitigation
efforts, 2020 general fund revenues declined 6% compared to 2019, led by business &
occupancy (B&O) taxes, down 17.7% yoy, and sales taxes that were down almost 13% yoy. In
addition, other revenues were below budget by about $129 million compared to budget.
Parking and license and permit revenues were below budget by about $40 million, and the sale
of alarge city-owned parcel expected to bring in $66.5 million was delayed to 2021. In response
to declining revenues and additional expenses related to coronavirus mitigation, the city made
some spending adjustments (paused contracts, enacted a hiring freeze) and appropriated a
portion of its rainy day and emergency reserves ($39 million) and utilized $65 million in
coronavirus relief funds to support eligible spending. The city's unaudited results for 2020 show
a net deficit after transfers of $61.6 million, reducing unrestricted fund balance to a still sound
$259.7 million (15.7% of spending) from $334.4 million (21% of spending).

2021 Budget Update

The city closed a projected 2021 funding gap with a new payroll tax, adopted by city council in
July 2020, which is projected to generate $214 million in new revenues in 2021, as well as
additional use of reserves of about $44 million. The budget, which was adopted in November
2020, assumes some recovery in sales and B&O taxes and increased property tax delinquencies
but does not include receipt of $120 million in ARPA funding for 2021. Another $119 million in
ARPA funds is expected in 2022. The city reduced its police department budget by 11%,
including a 4.6% reduction in force realized through elimination of vacant positions/attrition.

Although employers began incurring liabilities under the new payroll tax in January 2021, the
tax will not begin to be collected until the end of the year, delaying somewhat the understanding
of how this new tax will perform. While the tax is levied only on employees working within the
city limits, the city believes that the large majority of employees subject to this tax live within
the city limits, even if some continue to telecommute over the longer term. While there are risks
associated with this new revenue in its first year, the unbudgeted ARPA funds and the city's
solid unrestricted fund balance significantly mitigate revenue uncertainty.
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Credit Profile

During the economic expansion leading to the beginning of the coronavirus-related recession,
Seattle had experienced very strong economic growth, benefiting 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. Fitch expects the performance of the information industry 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; 64% of residents have bachelor's degree, almost twice the national average
of 32%.

The city's assessed value (AV) rose by over 8% on average annually between 2011 and 2021 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. According to Zillow,
home prices in Seattle increased 8.2% in the last year, after dipping slightly in late 2019.

Revenue Framework

Revenues are diversified among property taxes (about 22% of 2020 unaudited general fund
revenues), sales taxes (16%, though closer to 20% in normal years), business taxes (18%), 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 throughout the economic cycle.

Thecity'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 benefiting other
sources. As demonstrated in the Great Recession, the allowance for 1% levy growth provides
solid downside risk mitigation in the event of AV declines, as the tax rate can be increased to
provide for the 1% annual levy increase.

Revenue growth has outpaced the rate of inflation and GDP by large margins. Fitch expects
long-term economic growth to continue to boost revenues in excess of GDP given the prospects
for the region's economy.

Increases to property taxes beyond the levy limit require voter approval, which the city
regularly seeks and receives with temporary lifts on the levy for specific uses. The city has the
ability to adjust charges for services, permit fees and fines, but the combination makes up only
about 10% of general fund revenues.

Expenditure Framework

Publicsafety 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
growth in major spending areas is likely to be in line with, to marginally above, expected revenue
growth (on average).

The city's fixed cost burden is low, with carrying costs for debt, pensions and OPEB equaling
about 11% of 2019 governmental expenditures. Pension costs represent about half of the total
but are overstated because about one-third of those pension costs are attributable to and paid
by various city utilities, including the power and water enterprises.

Public Finance
Tax-Supported

US.A.

Seattle, Washington
New Issue | May 3,2021

fitchratings.com



FitchRatings

The collective bargaining framework in Washington State offers moderate flexibility to adjust
personnel spending as needed. Twenty-one of the city's 24 collective bargaining units, including
with the coalition of city unions or similar, have contracts that expire Dec. 31, 2021. The
remaining three are in negotiations, including for the police officers’ guild, which had been
delayed due to the pandemic.

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 less than 5% of personal income, which Fitch considers a low burden on
the city's resources. Bonded debt makes up about 40% of the total liability, with the Fitch-
adjusted net pension liability representing the remainder.

The city's debt issuance is exclusively for capital projects, with some use of pay-go for smaller
projects. Fitch expects the city's debt burden to remain low relative to personal income given
its practice of moderate, regular debt issuance, above-average pace of debt amortization and
strong income growth. The city has its own pension system for miscellaneous employees Seattle
City Employees' Retirement System (SCERS) and participates in the state-sponsored system for
public safety workers Law Enforcement Officers' and Firefighters' Retirement System (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 sizable reserves are expected to
sustain its exceptional financial flexibility throughout economic downturns. The city's
unaudited results for 2020 show a moderate use of unrestricted fund balance ($74.6 million,
$39 million of which was from emergency and stabilization reserves), ending the year with a
$259.7 million unavailable fund balance, equal to about 16% of spending.

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 (levy lid lifts). During the
extended economic recovery that followed the Great Recession, the city built up its reserves,
increasing the unrestricted fund balance to a peak of $334 million in 2019 from a low of
$104 million in 2010. In addition, the aforementioned pension reforms demonstrate the city’s
commitment to financial flexibility.

ESG Considerations

Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a score of
'3'. This means ESG issues are credit-neutral or have only a minimal credit impact on the entity,
either due to their nature or the way in which they are being managed by the entity. For more
information on Fitch's ESG Relevance Scores, visit www.fitchratings.com/esg.
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Scenario Analysis

Reserve Safety Margin in an Unaddressed Stress EnatystiterpretationlofscenatolRESI )
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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) Min Y1 Stress:  -1% Case Used: Moderate (2.6%) 1.2% 4.9%

Inherent Budget Flexibility Midrange
2013 2014 2015 2016 2017 2018 2019 Year 1 Year 2 Year 3
Total Revenues 1,098,175 1,160,753 1,218,733 1,330,045 1,404,724 1,541,640 1,685,569 1,642,199 1,661,479 1,743,257
% Change in Revenues - 5.7% 5.0% 9.1% 5.6% 9.7% 9.3% (2.6%) 1.2% 4.9%
Total Expenditures 855,584 897,493 902,662 1,021,753 1,083,903 1,548,449 1,564,503 1,595,793 1,627,709 1,660,263
% Change in Expenditures - 4.9% 0.6% 13.2% 6.1% 42.9% 1.0% 2.0% 2.0% 2.0%
Transfers In and Other Sources 39,510 20,027 40,199 48,867 35,248 16,370 10,406 10,138 10,257 10,762
Transfers Out and Other Uses 248,133 275,112 289,603 318,299 303,516 27,951 29,656 30,249 30,854 31,471
Net Transfers (208,623) (255,085) (249,404) (269,432) (268,268)  (11,581)  (19,250)  (20,111)  (20,597)  (20,709)

Bond Proceeds and Other One-Time Uses - - - - - - - o S -

Net Operating Surplus(+)/Deficit(-) After Transfers 33,968 8,175 66,667 38,860 52,553 (18,390) 101,816 26,295 13,173 62,285
Net Operating Surplus(+)/Deficit(-) (% of Expend. and Transfers Out) 3.1% 0.7% 5.6% 2.9% 3.8% (1.2%) 6.4% 1.6% 0.8% 3.7%
Unrestricted/Unreserved Fund Balance (General Fund) 208,926 216,670 246,826 286,457 312,781 267,553 334,350 360,645 373,818 436,103
Other Available Funds (GF + Non-GF) - - - - - - - - - -
Combined Available Funds Balance (GF + Other Available Funds) 208,926 216,670 246,826 286,457 312,781 267,553 334,350 360,645 373,818 436,103
Combined Available Fund Bal. (% of Expend. and Transfers Out) 18.9% 18.5% 20.7% 21.4% 22.5% 17.0% 21.0% 22.2% 22.5% 25.8%
Inherent Budget Flexibility

Moderate Minimal Limited Midrange

Reserve Safety Margin (aaa) 41.2% 20.6% 12.9% 7.7% 5.1%
Reserve Safety Margin (aa) 30.9% 15.4% 10.3% 6.4% 3.9%
Reserve Safety Margin (a) 20.6% 10.3% 6.4% 3.9% 2.6%
Reserve Safety Margin (bbb) 7.7% 5.1% 3.9% 2.6% 2.0%

Notes: Scenario analysis represents an unaddressed stress on issuer finances. Fitch's scenario analysis assumes the GDP and expenditure growth sequence shown in the 'Scenario Parameters' section.
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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DISCLAIMERS BY FOLLOWING THIS LINK: HTTPS://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
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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. FITCH MAY
HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE
FOR WHICH THE LEAD ANALYST IS BASED IN AN ESMA- OR FCA-REGISTERED FITCH RATINGS COMPANY (OR BRANCH OF SUCH A
COMPANY) CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH RATINGS WEBSITE.

Copyright © 2021 by Fitch Ratings, Inc., Fitch 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 is prohibited except by permission. All rights
reserved. Inissuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information
it receives fromissuers 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 and reports 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 arating or areport 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 and its reports, 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 and forecasts of financial and other information 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 and forecasts can be
affected by future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating or areport. The rating does not address the risk of loss due to risks other than credit risk, unless
such risk is specifically mentioned. Fitchis 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 any time 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 the
United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution,
Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license no.
337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to
be used by persons who are retail clients within the meaning of the Corporations Act 2001.
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