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Update to credit analysis

Summary
Lake Oswego (Aaa stable) benefits from its very strong tax base and socioeconomic
indicators as well as its inclusion in the Portland metro economy that is marked by broad-
based expansion. The city's financial profile remains strong as evidenced by a robust reserve
position backed by strong fiscal policies. The city's debt burden remains manageable despite
an elevated amount of total outstanding debt which is mitigated by support from revenue
streams outside of operating funds. Rising pension costs due to changes at the plan level will
create headwinds going forward.

Credit strengths

» Strong reserve position

» Strong financial policies

» Well above-average socioeconomic indicators

» Low debt burden

Credit challenges

» Moderate pension burden that will grow given plan changes and current funding levels

» Large “tread water” gap in pension funding levels for fiscal year 2017

Rating outlook
The stable outlook reflects continued improvement in the tax base and strong, stable
socioeconomic indicators. The city's strong financial position will continue to benefit from a
strong management team and conservative budgeting practices.

Factors that could lead to an upgrade

» Not applicable

Factors that could lead to a downgrade

» Deterioration of the city's financial position

» Significant contraction the city's tax base

» Substantial deterioration of the city's socioeconomic measures

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1118130
https://www.moodys.com/credit-ratings/Lake-Oswego-City-of-OR-credit-rating-600026044
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Key indicators

Exhibit 1

Lake Oswego (City of) OR 2013 2014 2015 2016 2017

Economy/Tax Base

Total Full Value ($000) $7,423,694 $7,593,206 $8,479,491 $9,296,070 $10,493,913 

Population               37,037               37,310               37,628               37,300               37,430 

Full Value Per Capita $200,440 $203,517 $225,351 $249,224 $280,361 

Median Family Income (% of US Median) 176.5% 184.1% 189.6% 189.6% 189.6%

Finances

Operating Revenue ($000) $53,452 $53,558 $64,269 $79,852 $64,016 

Fund Balance ($000) $20,824 $26,254 $22,434 $29,064 $33,700 

Cash Balance ($000) $27,677 $26,105 $24,378 $28,952 $34,231 

Fund Balance as a % of Revenues 39.0% 49.0% 34.9% 36.4% 52.6%

Cash Balance as a % of Revenues 51.8% 48.7% 37.9% 36.3% 53.5%

Debt/Pensions

Net Direct Debt ($000) $44,917 $38,982 $25,385 $26,522 $18,141 

3-Year Average of Moody's ANPL ($000) $266,996 $222,407 $165,564 $130,068 $150,839 

Net Direct Debt / Operating Revenues (x) 0.8x 0.7x 0.4x 0.3x 0.3x

Net Direct Debt / Full Value (%) 0.6% 0.5% 0.3% 0.3% 0.2%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 5.0x 4.2x 2.6x 1.6x 2.4x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 3.6% 2.9% 2.0% 1.4% 1.4%

Source: Moody's Investor's Service and Lake Oswego

Profile
Lake Oswego is located eight miles southwest of Portland with a population of 37,425 and covers ten square miles.

Detailed credit considerations
Economy and tax base: Moderately-sized, affluent suburb of Portland
The city's economy and tax base will continue to expand and grow as the Portland metro area continues to be one of the major
economic centers in the Pacific Northwest. Lake Oswego is an affluent, mostly residential community with a population of 37,425
located eight miles south of the City of Portland (Aaa stable). The city's socioeconomic indicators are the highest among all Moody's-
rated cities in Oregon. As of the 2015 American Community Survey, per capita and median family incomes were 202% and 195% of
US levels, respectively, which are consistent with Aaa cities nationwide. The city also has a strong full value per capita of $280,361,
reflecting high property values.

The city's 2017 full value, otherwise known as real market value (RMV), is sizable at $10.5 billion, and notably eclipsed its pre-recession
peak of $9.9 billion in 2009. Recent growth has been robust with 12.9% growth in 2018 and 6.6% average growth over the last five
years. Due to its position in the greater Portland metro area and its reputation as a desireable residential community, we expects the
city to continue seeing healthy RMV growth in the near term.

Financial operations and reserves: well-managed operations with strong reserves
The city's financial operations are healthy characterized by strong fiscal policies and practices including multi-year financial planning,
high reserve levels and a stable revenue structure. For fiscal year 2017, the city closed its books with a $4.6 million surplus in its
operating funds (General Fund and Debt Service Fund) that lifted available operating fund balance to a strong 52.6% of revenues.
General Fund balance alone, at 46.7% of revenues, was well in excess of its robust fund balance policy of 30% which is made up of a
14% contingency balance and 16% of operations for the year.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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The 2018 budget conservatively shows a small spend down of general fund reserves to continue street paving and park projects
as well as spending to enhance public safety. We expect that the city will retain reserve similar reserve levels given their history of
conservatively budgeting both revenues and expenditures.

Property taxes, the city's largest resource, continues to grow with assessed value (AV) which realizes stable annual growth due to
Measure 50 provisions. AV across most classes on per-property basis grows by up to 3% annually as long as AV remains below RMV,
plus adjustments for new development and improvements. For fiscal year 2017, operating property taxes alone grew by 4.6%. This
provides important downside protection to the taxable base and property tax revenues in periods of RMV contraction. The city's
aggregate ratio of AV to RMV is 67.9% in aggregate as of fiscal year 2017, implying healthy and widening margin for continued AV and
therefore tax revenue growth. The ability to consistently increase its revenues will supply the city with resources to maintain its robust
financial position.

LIQUIDITY
Available liquidity remains sound at 53.5% of operating revenues ($34.2 million) as of fiscal year 2017 and in-line with Aaa-rated peers
nationally. The city does not utilize cash flow notes or other liquidity measures to support operations.

Debt and pensions: manageable leverage with significant amount of self-supporting debt; increasing pension liabilities
Lake Oswego has manageable debt levels consisting largely of self-supporting full faith and credit (FF&C) obligations. The city's gross
direct debt including self-supporting debt is above average 2.0% of 2017 RMV while net direct debt, excluding debt supported by utility
revenue, is a much lower 0.7%. The city currently has plans for future tax increment debt in the next two years.

The majority of the city's debt is FF&C debt that is paid from sources other than the General Fund with approximately $148.4 million
paid from water and sewer revenues and $47.8 million from tax increment revenue from the city's two redevelopment districts. With
the elevated amount of overall debt, we view the ability of the redevelopment districts and utilities to relieve the already manageable
debt burden.

The city's debt policy requires utility-supported debt to maintain a minimum net revenues coverage of 1.1 times, but in practice the city
operates at a much higher coverage level in excess of 2.5 times. Given the strength of the city's management team coverage ratios will
remain at levels well in excess of the minimum requirement going forward.

For the tax increment debt the city maintains a 1.25 times minimum coverage policy, the city is projecting to maintain coverage levels
of at least 1.38 times for the near-term. Given the tax increment growth in the districts has been healthy at 38.5% combined growth in
revenues since 2013, coverage should remain above the minimum requirement.

DEBT STRUCTURE
All of the city's debt is fixed rate and matures in 2042. Overall debt payout for the city is relatively slow with 45.9% maturing in 10
years, which is significantly slower than the national median of 84.4%

DEBT-RELATED DERIVATIVES
The city does not have any debt-related derivatives.

PENSIONS AND OPEB
Increasing pension liability and subsequent costs to the city will pressure the city's budget going forward as Oregon pension system
changes begin to impact entities across the state. The city's participates in the Oregon Public Employees' Retirement System (OPERS),
a statewide cost-sharing plan. Like most entities in Oregon the city make its statutorily required contributions, which due to changes
at the plan level (described below) are now at levels that will lead to significant increases in the city's pension burden going forward.
Moody's adjusted net pension liability (ANPL) for the city had a three-year average for fiscal years 2015-17 that was 1.4% of 2017 RMV
and 1.4 times fiscal 2017 operating revenues. ANPL reflects certain adjustments we make to improve comparability of reported pension
liabilities. Moody's adjustments are not intended to replace reported liability information, but to improve comparability with other
rated entities.
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Total fixed costs including debt service, pension contributions, and OPEB were modest at 12.1% of fiscal 2017 operating revenues. This
fixed cost burden would increase to a more significant 17.8% of revenues if the district were to make its full tread water payment,
which highlights the significant tread water gap of 5.7% of operating revenues. The tread water indicator measures the annual
government contributions required to prevent reported net pension liabilities from growing, under reported assumptions.

Pension contributions will rise materially for at least the next six years for OPERS. New biannual contribution rates starting in fiscal
2018 reflect the unfavorable impacts of recent legal setbacks from the overturning of legislative reforms to slow the growth in pension
benefit payments (the Moro decision), uneven investment returns the last few years, and changes to actuarial assumptions. Also,
the system's assumed earnings rate was cut to 7.2% from 7.5%, which alone will increase unfunded liabilities for the next actuarial
valuation. Investment returns, especially last year, were strong and will help the plan's funded status. Higher contribution rates are in
effort to improve the system's net position but may pressure local governments' operating flexibility.

Management and governance
Oregon Cities have an Institutional Framework score of Aa, which is high compared to the nation. Institutional Framework scores
measure a sector's legal ability to increase revenues and decrease expenditures. Property tax, a major revenue source, is subject to
a cap which can be overriden with voter approval only. However, the cap of approximately 3% for most properties still allows for
moderate revenue-raising ability. Unpredictable revenue fluctuations tend to be minor, or under 5% annually. Across the sector, fixed
and mandated costs are generally less than 25% of expenditures. However, Oregon has public sector unions, which can limit the ability
to cut expenditures. Unpredictable expenditure fluctuations tend to be minor, under 5% annually.
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