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August 2, 2016

Mr. Stan Chambers

McLennan (County Of) TX

214 North 4th Street, Suite 100
Waco, TX 76701

Dear Mr. Chambers :

We wish to inform you that on July 28, 2016, Moody’s Investors Service reviewed and assigned a rating of

e Aal to MCLENNAN (COUNTY OF) TX, Combination Tax
and Limited Pledge Revenue Certificates of Obligation
Series 2016

Credit ratings issued by Moody’s Investors Service, Inc. and its affiliates (“Moody’s”) are Moody’s current opinions
of the relative future credit risk of entities, credit commitments, or debt or debt-like securities and are not
statements of current or historical fact. Moody’s credit ratings address credit risk only and do not address any
other risk, including but not limited to: liquidity risk, market value risk, or price volatility.

This letter uses capitalized terms and rating symbols that are defined or referenced either in Moody’s Definitions
and Symbols Guide or MIS Code of Professional Conduct as of the date of this letter, both published on
www.moodys.com. The Credit Ratings will be publicly disseminated by Moody’s through normal print and
electronic media as well as in response to verbal requests to Moody’s Rating Desk. Moody’s related research
and analyses will also be published on www.moodys.com and may be further distributed as otherwise agreed in
writing with us.

Moody's Credit Ratings or any corresponding outlook, if assigned, will be subject to revision, suspension or
withdrawal, or may be placed on review, by Moody's at any time, without notice, in the sole discretion of Moody’s.
For the most current Credit Rating, please visit www.moodys.com.

Moody’s has not consented and will not consent to being named as an expert under applicable securities laws,
such as section 7 of the Securities Act of 1933. The assignment of a rating does not create a fiduciary
relationship between Moody’s and you or between Moody’s and other recipients of a Credit Rating. Moody’s
Credit Ratings are not and do not provide investment advice or recommendations to purchase, sell or hold
particular securities. Moody’s issues Credit Ratings with the expectation and understanding that each investor
will make its own evaluation of each security that is under consideration for purchase, sale or holding.

Moody’s adopts all necessary measures so that the information it uses in assigning a Credit Rating is of sufficient
quality and from sources Moody’s considers to be reliable including, when appropriate, independent third-party
sources. However, Moody’s is not an auditor and cannot in every instance independently validate or verify
information received in the rating process. Moody’s expects and is relying upon you possessing all legal rights
and required consents to disclose the information to Moody's, and that such information is not subject to any
restrictions that would prevent use by Moody's for its ratings process. In assigning the Credit Ratings, Moody’s
has relied upon the truth, accuracy, and completeness of the information supplied by you or on your behalf to
Moody’s. Moody’s expects that you will, and is relying upon you to, on an ongoing basis, promptly provide
Moody’s with all information necessary in order for Moody’s to accurately and timely monitor the Credit Ratings,
including current financial and statistical information.


http://www.moodys.com/
http://www.moodys.com/
http://www.moodys.com/

Under no circumstances shall Moody’s have any liability (whether in contract, tort or otherwise) to any person or
entity for any loss, injury or damage or cost caused by, resulting from, or relating to, in whole or in part, directly or
indirectly, any action or error (negligent or otherwise) on the part of, or other circumstance or contingency within
or outside the control of, Moody’s or any of its or its affiliates’ directors, officers, employees or agents in
connection with the Credit Ratings. ALL INFORMATION, INCLUDING THE CREDIT RATING, ANY FEEDBACK
OR OTHER COMMUNICATION RELATING THERETO IS PROVIDED "AS IS" WITHOUT REPRESENTATION
OR WARRANTY OF ANY KIND. MOODY’S MAKES NO REPRESENTATION OR WARRANTY, EXPRESS OR
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR
ANY PARTICULAR PURPOSE OF ANY SUCH INFORMATION.

Any non-public information discussed with or revealed to you must be kept confidential and only disclosed either
(i) to your legal counsel acting in their capacity as such; (ii) to your other authorized agents acting in their capacity
as such with a need to know that have entered into non-disclosure agreements with Moody’s in the form provided
by Moody’s and (iii) as required by applicable law or regulation. You agree to cause your employees, affiliates,
agents and advisors to keep non-public information confidential.

If there is a conflict between the terms of this rating letter and any related Moody’s rating application, the terms of
the executed rating application will govern and supercede this rating letter.

Should you have any questions regarding the above, please do not hesitate to contact me or the analyst
assigned to this transaction, Brittni Smith at 415-274-1725.

Sincerely,

Qy( v 5\\\t LM‘:“L

Gera McGuire
VP-Sr Credit Officer/Manager

cc: Mr. Mark McLiney
SAMCO Capital Markets
8700 Crownhill Blvd, Suite 601
San Antonio, TX 78209
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McLennan (County of) TX

New Issue - Moody's assigns Aal to McLennan Cnty, TX's
Comb. Tax & Ltd Pledge Rev Certificates of Obligation, Ser.
2016

Summary Rating Rationale

Moody's Investors Service has assigned a Aal underlying rating to McLennan County's,

TX, $9.8 million Combination Tax and Limited Pledge Revenue Certificates of Obligation,
Series 2016. Concurrently Moody's affirms the AaT rating on the county's $3.9 million of
outstanding general obligation limited tax debt. The county additionally has $6.4 million in
outstanding general obligation debt not rated by Moody's.

The Aa1 rating reflects the county's large, growing tax base anchored by the presence of
Baylor University, diverse economy, strong financial position with robust reserves, and
manageable debt and pension burden. The rating also reflects the county's below average
resident wealth levels.

Credit Strengths
»  Growing and diverse tax base with institutional presence
»  Robust reserve and liquidity position

» Manageable debt and pension burden

Credit Challenges
» Below average resident wealth levels

»  Plans for additional borrowing, though expected to remain manageable

Rating Outlook
Outlooks are usually not assigned to local governments with this amount of debt
outstanding.

Factors that Could Lead to an Upgrade
» Material growth in the tax base

»  Improvement in resident wealth levels

Factors that Could Lead to a Downgrade

»  Poor financial performance leading to a material decline in reserves

U.S. PUBLIC FINANCE
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»  Trend of significant declines in taxable values

»  Significant increase in debt profile without corresponding tax base growth

Key Indicators

Exhibit 1

McLennan (County of) TX 2011 2012 2013 2014 2015
Economy/Tax Base

Total Full Value ($000) $ 14,579,812 § 15,503,137 $ 16,240,899 $ 16,541,780 $ 17,826,492
Full Value Per Capita $ 62,737 $ 66,076 $ 68,436 $ 69,005 $ 73,227
Median Family Income (% of US Median) 81.9% 82.6% 82.0% 81.9% 81.9%
Finances

Operating Revenue ($000) $ 75236 $ 76,311 $ 82,096 $ 91,939 $ 96,941
Fund Balance as a % of Revenues 52.0% 41.0% 37.4% 40.8% 52.9%
Cash Balance as a % of Revenues 51.6% 42.2% 38.4% 41.9% 54.1%
Debt/Pensions

Net Direct Debt ($000) $ 80,214 § 75,452 S 70,968 $ 67,179 § 65,322
Net Direct Debt / Operating Revenues (x) 1.1x 1.0x 0.9x 0.7x 0.7x
Net Direct Debt / Full Value (%) 0.6% 0.5% 0.4% 0.4% 0.4%
Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 1.0x 1.2x 1.4x 1.3x 1.4x
Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 0.5% 0.6% 0.7% 0.7% 0.8%

Source: Moody's Investors Service

Recent Developments
Recent developments are incorporated into the Detailed Rating Considerations.

Detailed Rating Considerations

Economy and Tax Base: Growing Tax Base Encompassing WACO Metropolitan Area; Stable Presence of Baylor University
The county is located in central Texas halfway between the cities of Dallas and Austin. The county encompasses the Waco MSA and

its economy is primarily based on manufacturing, agriculture and higher education. The City of Waco is the county seat and center

for manufacturing, tourism, conventions and agribusiness. Moody's Economy.com reported in March 2016, expansion in Waco will
continue through 2016 due to investments in high-tech manufacturing and broad, consistent growth in service and long-term growth
will benefit from Baylor and various tech industries. Resident wealth levels in the county are below average with median family income
at 82% of the US, which is partially attributed to a large student population with Baylor University, Texas State Technical Institute,
McLennan Community College. Baylor University has a population of nearly 16,000 students in the City of Waco. The unemployment
rate in the county is very low at 3.6% in April 2016 compared to 4.2% for the state and 4.7% for the US.

The county has large tax base with 2016 assessed value of $17.8 billion that has continued to grow year-over-year for the past decade.
The county's five-year average annual growth rate is 5.1%. The growth in the tax base is attributed to a number of factors including
growth in the commercial and industrial property values, economic development, expansion of some of the large employers. Based

on preliminary results, taxable values increased 13% for 2016. The tax base exhibits very low levels of concentration with the largest
taxpayers accounting for 2.3% of 2016 assessed value.

Financial Operations and Reserves: Strong Financial Position; Robust Reserves

The county's financial position is strong with healthy levels of reserves that have increased the past two years. In 2014 and 2015,
operating revenues outpaced expenditures by $7.5 million and $13.3 million, respectively. Moody's considers the county's operating
funds to include the general, debt service and road and bridge fund. Prior to 2014, the county had experienced four years of
consecutive deficits which reduced available reserves to $30.1 million or a still healthy 39% of revenues. As a result of these declines,

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.

I E——————————————
2 28 July 2016 McLennan (County of) TX: New Issue - Moody's assigns Aal to McLennan Cnty, TX's Comb. Tax & Ltd Pledge Rev Certificates of Obligation, Ser. 2016



MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

the county reduced expenditures and increased its tax rate resulting in much strong tax revenue. In fiscal 2015, available fund balance
was $51.3 million or 52.9% of revenues. This level of reserves is consistent with the median of similarly rated Aa1 counties in Texas.

For 2016, the county utilized $7.3 million in reserves for a several purposes including retiring all short-term debt of $2.8 million,
called a $2.5 million bond and increasing pension contribution by $2 million. Even with the spend down of reserves, the county is still
estimating general fund available reserves will total $41.7 million at the end of fiscal 2015 compared to $44 million in general fund
reserves in fiscal 2015. Sales tax revenues are continuing to trend strong and are up $550,000 compared to this time last year. The
fiscal 2017 budget has not yet been proposed, however, if tax rates remain the same officials anticipate reserves will increase and they
may add more to its pension contributions. Officials have stated they have no intention of dropping reserves below 25% of general
fund expenditure policy.

LIQUIDITY
The county's liquidity position is strong with $52.4 million in cash and investments or 54.1% of operating revenues. The general
purpose debt service cash position totaled $6.5 million which is restricted for debt service requirements

Debt and Pensions: Very Manageable Debt and Pension Burden

The county's debt burden will be very manageable with net direct debt of $66.2 million or 0.7 times operating revenues and 0.4% of
AV. Approximately $20.1 million is limited tax general obligation debt and $44.7 million in revenue bonds issued by the McLennan
County Public Facility Corporation, not rated by Moody's. Moody's includes this on the debt statement because the Corporation is
treated as a blended component unit of the county, while a legally separate entity, the corporation is part of the county's operations.
The county anticipates issuing approximately $20 million in general obligation debt for general county improvements within the next
twelve months. This additional issuance would still be a very manageable debt burden.

DEBT STRUCTURE
All of the county's debt is fixed rate and payout is rapid with 75% of principal retired in ten years.

DEBT-RELATED DERIVATIVES
The county has no variable rate debt and is not party to any interest rate swaps or other derivative agreements.

PENSIONS AND OPEB

The county has an average pension burden with a Moody's three-year adjusted net pension liability (ANPL), under our methodology
for adjusting reported pension data, of 1.4 times operating revenues and 0.7% of AV. The county participates in the Texas County and
District Retirement System (TCDRS). Budgetary pressure due to the county's participation in TCDRS is expected to remain minimal

in the near term. Moody's ANPL reflects certain adjustments we make to improve comparability of reported pension liabilities. The
adjustments are not intended to replace the county's reported contribution information, or the reported liability information of the
state-wide cost-sharing plans, but to improve comparability with other rated entities. For more information on Moody's insights on
employee pensions and the related credit impact on companies, governments, and other entities across the globe please visit Moody's
on Pensions at www.moodys.com/pensions.

The county provides other post employment benefits (OPEB) to eligible retired employees in a single employer plan that is funded on
a pay-go basis. In fiscal 2015, the county's annual OPEB contribution was $580,058 and the unfunded actuarial accrued liability was
$37.3 million based on the most recent actuarial date of December 31, 2013. The County no longer offers OPEBs to new employees
and therefore the unfunded liability in the future will begin to decreased.

The county's fixed costs were approximately $9.2 million or a very manageable 6.6% of 2015 operating expenditures. Fixed costs refer
to the district's debt service (net of PFC debt service), required pension contributions and retiree health care payments.

Management and Governance: Formalized Reserve Policy; Very Strong Institutional Framework

The county maintains a formal fund policy to maintain unassigned general fund reserves at 25% of general fund expenditures. We also
notes management has utilized excess reserves to better the county's financial position including increasing pension contributions to
offset its liabilities, which we view positively.

Texas counties have an institutional framework score of “Aaa,” or very strong. Counties rely on highly predictable, property taxes
for 70%-80% of their operating revenues, while 10%-20% comes from less predictable services charges. Counties maintain high

I
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flexibility to raise property taxes, as most are well below the state mandated cap of $8 per $1,000 of AV, with no more than $4 for
debt. Expenditures primarily consist of personnel and judicial costs, which are highly predictable. Counties have high flexibility in
reducing expenditures given a limited union presence. The commissioners court consists of five commissioners, one of which is the
County Judge.

Legal Security

The Certificates constitute direct obligations of the county payable from an annual ad valorem tax levied against all taxable property
and additionally secured by a lien on the pledged revenues derived from the operation of the county's library system. The limited
tax bonds are limited to a maximum of the $4 per $1,000 of assessed values from the $8 per $1,000 of assessed values allocated to
counties. The current limited tax rate is $2.42 per $1,000.

Use of Proceeds
Proceeds will be used to pay for improving and roads and bridges and various facilities and buildings and used on various capital
projects.

Obligor Profile

MclLennan County is located in central Texas and comprises the Waco MSA and serves approximately 234,906 residents.

Methodology
The principal methodology used in this rating was US Local Government General Obligation Debt published in January 2014. Please see
the Ratings Methodologies page on www.moodys.com for a copy of this methodology.

Ratings

Exhibit 2

McLennan (County of) TX

Issue Rating

Combination Tax and Limited Pledge Revenue Aal

Certificates of Obligation Series 2016
Rating Type Underlying LT
Sale Amount $9,800,000
Expected Sale Date 08/02/2016
Rating Description General Obligation

Limited Tax

Source: Moody's Investors Service
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