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Opinion

NEW YORK, September 05, 2013 --Moody's Investors Service has assigned a Aa2 rating to the City of Lake
Elmo's (MN) $5.7 million General Obligation Bonds, Series 2013A. Concurrently, Moody's has affirmed the Aa2
rating on $15.6 million of the city's post-sale general obligation debt. The series 2013A bonds are secured by the
city's general obligation unlimited tax pledge, and proceeds of the bonds will finance water and sewer
improvements within the city.

SUMMARY RATING RATIONALE

The Aa2 rating reflects the moderately-sized but affluent tax base located in the Twin Cities metro region; strong
finances supported by conservative budgeting, annual surpluses, and healthy unreserved fund balance; low direct
debt burden and favorable pension liability.

STRENGTHS

- Affluent tax base favorably located in Twin Cities metropolitan area

- Maintenance of healthy General Fund reserves and liquidity

CHALLENGES

- Trend of declining tax base valuations

- Small tax base size relative to others in the rating category

DETAILED CREDIT DISCUSSION

MODERATELY-SIZED AND AFFLUENT TAX BASE NEAR THE TWIN CITIES

The city's tax base is expected to grow in the medium term despite recent trends of valuation declines due to its
favorable location within the Twin Cities metropolitan area and large amount of land available for development.
Located in Washington County (general obligation rated Aaa/stable outlook), the city lies along the eastern edge of
the metropolitan region, and is one of only a few communities in the area with a large amount of land available for
development. The city's full value of $1.1 billion has experienced several years of declines due to residential



housing depreciation. Large declines of 9.0% and 5.7% occurred in 2010 and 2011, respectively due to
depreciation as well as a legislative change that occurred in 2011. However, depreciation has begun to taper off
and the city experienced a more moderate 3.0% decline in 2012 and then a 0.1% increase in 2013. City officials
report that approximately 45% of the city's land is available for development, and, of that available land, 60% will be
developed within the next 5-7 years. Management reports that seven separate residential developments are
planned and several have been platted. City officials project a $423 million increase in valuation over seven years,
or approximately $60 million per year, solely from these residential developments. Given the planned development
for the area, it is expected that the tax base will experience substantial growth in the medium term.

Lake Elmo is primarily a bedroom community with the majority of residents commuting to employment
opportunities throughout the Twin Cities area. Based upon assessed value, the city is 79% residential and 19%
commercial and industrial. The largest employer of city residents is 3M Company (senior unsecured rated
Aa2/stable outlook), which is headquartered in nearby Maplewood (Aa1) and employs approximately 10,000. The
city was party to a lawsuit along with the State of Minnesota seeking damages from 3M for allowing
perfluorochemicals (PFCs) to leach into groundwater in Washington County over several decades. Recently, the
city entered a tolling agreement in order to begin substantive negotiations with 3M about the current groundwater
conditions. The tolling agreement allows the city to negotiate with 3M, but waives the statute of limitations should
the city decide to return to litigation. Conservatively, the city has not included any potential settlement money in its
budget projections, and will use any such funds for one time expenditures or to pay debt service. Management
reports that the city's other major employers and taxpayers remain stable.

The city has experienced ongoing population growth in recent decades, including 17.6% growth between 2000 and
2010, and the Metropolitan Council (Aaa/stable outlook) estimates that the city's 2010 population of 8,069 could
grow to 24,000 by 2030. Washington County's unemployment rate of 4.8% in June of 2013 remained below the
national (7.8%) and state (5.2%) levels for same period. Lake Elmo's resident income levels significantly exceed
those of the nation, with median family income equivalent to 186.1% and per capital income equivalent to 157.5%
of the nation according to 2006 to 2010 estimates from the American Community Survey.

STABLE FINANCIAL OPERATIONS SUPPORTED BY HEALTHY RESERVES

The city's financial operations are expected to remain stable given its history of sound financial management and
maintenance of healthy General Fund liquidity and reserves. The city has a demonstrated history of conservative
financial management, having closed the past six fiscal years with modest operating surpluses. Management
attributes the surpluses to conservative budgeting of both revenues and expenditures. The city closed fiscal 2012
with a $525,000 operating surplus and a General Fund balance of $3.4 million, or a substantial 105.3% of
revenues. Approximately $1 million of the city's fund balance is reserved for an advance made several years ago
to help finance the initial planning for the Old Village redevelopment project. The project stalled during the
economic downturn and then was stopped completely. The city plans to write-off $200,000 in both 2013 and 2014,
which will reduce the non-spendable portion of the fund balance. A portion of the advance will remain as it is
attributable to water and sewer improvements that are part of the current issuance. Despite these advances,
General Fund liquidity remains healthy, with 2012 unrestricted cash and investments totaling $2.1 million, or 65.1%
of revenues. Likewise, the city's fiscal 2012 unassigned fund balance of $2.4 million, which is equivalent to 73.9%
of revenues, remains healthy and above the city's policy of maintaining undesignated fund balance at or above
50% of the next year's budgeted tax revenues. Management projects that fiscal 2013 will result in modest
$120,000 surplus. City officials expect the tax levy and tax rate to remain flat in 2014 with balanced to modestly
surplus operations.

Property taxes comprise 78% of Lake Elmo's revenues, and the city's collection rate is high with few appeals. The
city does not receive any local government aid; therefore, it is not subject to any risk associated with budgetary
pressures at the state. A property tax rate limit is in place for 2014; however, officials report this will not impact
Lake Elmo as it expect to maintain operations under the same rate as the previous year.

MODERATE DEBT BURDEN WITH ADDITIONAL BORROWING PLANNED

Currently, the city's direct debt burden is a moderate 0.9% of full value, and though some additional borrowing is
planned, the debt burden is expected to remain manageable given long-term plans of growth. Debt service was
18.8% of revenues in 2012; however, nearly one half of the city's outstanding general obligation debt is supported
by water or sewer revenue, reducing the impact on the city's general tax levy. Due to the substantial growth that is
planned within the city, management expects to borrow an additional $9M over the course of the next five years. It
is likely that much of this debt would also be supported by water and sewer revenues. Assuming there was no
change in full value, the city's debt burden would increase to an above average but manageable 1.7% of full value.
Amortization of existing debt is average, with 65.7% of principal expected to be retired within ten years. All of the



city's outstanding debt is fixed rate, and the city is not a party to any interest rate swap agreements.

Lake Elmo has a favorable employee pension burden, based on unfunded liabilities for its participation in one
multiple-employer cost-sharing plan administered by the state and a single employer plan administered by the
Lake Elmo Volunteer Firefighter's Relief Association. Reported unfunded pension liabilities include an estimated
$703,000 for Lake Elmo's portion of the statewide General Employees Retirement Funds (GERF) as of June 30,
2011, and no unfunded liability for Lake Elmo Volunteer Firefighter's Relief Association which has a funded ratio of
118.2% as of December 31, 2010. The city has consistently made its required contributions to these pension
plans, which was a total of $104,000 in 2011 or 2.9% of operating revenues.

Moody's adjusted net pension liability (ANPL) for the city, under our methodology for adjusting reported pension
data, is $1.6 million, or a moderate 0.47 times operating revenues, compared to just below 1 times on average in
the sector. The ANPL for the city's share of GERF is $1.8 million, and the ANPL for the Lake Elmo Volunteer
Firefighter's Relief Association is -$177,000, indicating the plan is currently fully funded. Moody's ANPL reflects
certain adjustments we make to improve comparability of reported pension liabilities. The adjustments are not
intended to replace Lake Elmo's reported liability information, but to improve comparability with other rated entities.
We determined Lake Elmo's share of liability for GERF in proportion to its contributions to the plan.

WHAT COULD CHANGE THE RATING - UP

- Growth in the city's tax base to levels consistent with higher-rated entities

- Maintenance of healthy financial reserves and liquidity

WHAT COULD CHANGE THE RATING - DOWN

- Deterioration of the tax base or weakening of the demographic profile

- Material declines in the city's financial reserves

- A significant increase in the city's net direct debt burden

KEY STATISTICS

Population (2010 Census): 8,069 (17.6% increase since 2000)

2013 full valuation: $1.1 billion (2.5% five-year average annual decrease)

Estimated full value per capita: $135,566

2006-2010 American Community Survey median family income as a % of nation: 186.1%

2006-2010 American Community Survey per capita income as a % of nation:157.5%

Unemployment rate for Washington County (June 2013): 4.8% (Minnesota: 5.2%; U.S.: 7.8%)

Fiscal 2012 General Fund balance: $3.2 million (105.3% of revenues)

Fiscal 2012 unassigned General Fund balance: $2.4 million (73.9% of revenues)

Fiscal 2013 net cash and investments: $2.1 million (65.1% of revenues)

Overall debt burden as a % of full value (direct): 2.7% (0.9%)

Payout of principal (10 years): 65.7%

Post-sale general obligation debt outstanding: $15.6 million ($14.4 million rated by Moody's)

Moody's ANPL (2011): $1.7M (0.47x fiscal 2011 operating revenues)

PRINCIPAL METHODOLOGY

The principal methodology used in this rating was General Obligation Bonds Issued by US Local Governments
published in April 2013. Please see the Credit Policy page on www.moodys.com for a copy of this methodology.



REGULATORY DISCLOSURES

For ratings issued on a program, series or category/class of debt, this announcement provides certain regulatory
disclosures in relation to each rating of a subsequently issued bond or note of the same series or category/class
of debt or pursuant to a program for which the ratings are derived exclusively from existing ratings in accordance
with Moody's rating practices. For ratings issued on a support provider, this announcement provides certain
regulatory disclosures in relation to the rating action on the support provider and in relation to each particular rating
action for securities that derive their credit ratings from the support provider's credit rating. For provisional ratings,
this announcement provides certain regulatory disclosures in relation to the provisional rating assigned, and in
relation to a definitive rating that may be assigned subsequent to the final issuance of the debt, in each case where
the transaction structure and terms have not changed prior to the assignment of the definitive rating in a manner
that would have affected the rating. For further information please see the ratings tab on the issuer/entity page for
the respective issuer on www.moodys.com.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related rating
outlook or rating review.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures for
each credit rating.
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS AFFILIATES ARE
MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATIONS") MAY INCLUDE MOODY'S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN
ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All information contained herein is obtained by MOODY'S
from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as
well as other factors, however, all information contained herein is provided "AS IS" without warranty of any kind.
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 verify or validate
information received in the rating process. Under no circumstances shall MOODY'S have any liability to any
person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to, any error
(negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or any of
its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special,
consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if
MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use,
any such information. The ratings, financial reporting analysis, projections, and other observations, if any,
constituting part of the information contained herein are, and must be construed solely as, statements of opinion
and not statements of fact or recommendations to purchase, sell or hold any securities. Each user of the
information contained herein must make its own study and evaluation of each security it may consider purchasing,
holding or selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR
MANNER WHATSOEVER.

 

MIS, a wholly-owned credit rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain



affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from
MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually
at www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and
Shareholder Affiliation Policy."
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