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Summary:

Kyle, Texas; General Obligation

Kyle GO

Long Term Rating AA-/Stable Outlook Revised
Kyle GO (AGM)

Unenhanced Rating AA-(SPUR)/Stable Outlook Revised
Kyle GO (ASSURED GTY)

Unenhanced Rating AA-(SPUR)/Stable Outlook Revised

Kyle GO (BAM)
Unenhanced Rating AA-(SPUR)/Stable Outlook Revised

Many issues are enhanced by bond insurance.

Rationale

S&P Global Ratings revised its outlook to stable from positive and affirmed its 'AA-' long-term rating and underlying

rating (SPUR) on Kyle, Texas' existing general obligation (GO) debt.

The revised outlook reflects our view of the city's very weak debt profile and increasing debt burden that has
continued to outpace the growth in economic indicators. In addition, we anticipate that ongoing growth-related capital
needs will likely contribute to budgetary challenges, or require the issuance of additional debt over the next few years,

which will likely keep debt ratios elevated.

A limited-ad valorem tax levy on all taxable property within the city secures the bonds. Given the city's ad valorem tax
levy of roughly 57 cents per $100 of assessed value (AV), we believe there is significant tax flexibility well below the
maximum allowable tax rate of $2.50 per $100 of AV. The city's outstanding debt constitutes a direct obligation of the
city, payable from the levy and collection of a direct and continuing ad valorem tax, within the limits prescribed by
law, on taxable property within the city. In accordance with our published criteria, titled "Issue Credit Ratings Linked
to U.S. Public Finance Obligors’ Creditworthiness" (published on Jan. 22, 2018, on RatingsDirect), we do not make a
rating distinction on Kyle's limited-tax bonds because they are on par with our view of the city's general

creditworthiness, as reflected in the rating on the unlimited-tax GO bonds.
The rating reflects our view of the city's:

* Adequate economy, with access to a broad and diverse metropolitan statistical area (MSA);

» Strong management, with good financial policies and practices under our Financial Management Assessment (FMA)
methodology;

» Strong budgetary performance, with an operating surplus in the general fund and a slight operating surplus at the
total governmental fund level in fiscal 2016, and continued strong growth in revenue performance;

» Very strong budgetary flexibility, with an available fund balance in fiscal 2016 of 54% of operating expenditures;

» Very strong liquidity, with total government available cash at 74% of total governmental fund expenditures and 2.5x
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governmental debt service, and access to external liquidity that we consider strong;

» Very weak debt and contingent liability position, with debt service carrying charges at 29% of expenditures and net
direct debt that is 278% of total governmental fund revenue; and

» Strong institutional framework score.

Adequate economy

We consider Kyle's economy adequate. The city, with an estimated population of nearly 40,000, is located in Hays
County in the Austin-Round Rock MSA, which we consider to be broad and diverse. The city has a projected per
capita effective buying income of 89% of the national level and per capita market value of about $66,000. Overall, the
city's market value grew by nearly 20% over the past year to $2.3 billion in 2017, and is estimated to increase by
another 13% to $2.6 billion in 2018. The county unemployment rate was 3% in September 2017, in line with the state

and national averages.

Kyle' location, roughly 15 miles south of Austin and eight miles north of San Marcos, and relative affordability
compared to the rest of the greater Austin-Round Rock MSA, have resulted in healthy commercial and residential
development. In aggregate, AV has grown by nearly $1 billion since fiscal 2013, or roughly 75%. Moreover, major
roadway improvements along the 1-35 corridor that resulted in better traffic flow, coupled with a growing population,
continue to support strong growth in the city's commercial and retail sales tax revenues. The city's property tax base is
diverse, with the top 10 taxpayers accounting for slightly more than 8% of the total tax base. Management expects
residential and commercial retail development to continue for the medium term and to support similar growth trends

in taxable value.

Strong management
We view the city's management as strong, with good financial policies and practices under our FMA methodology,
indicating financial practices exist in most areas, but that governance officials might not formalize or monitor all of

them on a regular basis.
Key practices include management's:

» Use of three to five years of historical trends and a revenue forecasting model during the budget process;

* Quarterly budget updates of year-to-date performance provided to elected officials;

» Five-year rolling capital improvement plan with identified funding sources;

» Formal investment management policy which mirrors Texas Public Funds Investment Act, with quarterly updates of
performance and holdings to city council;

» Formal debt management policy with basic provisions; and

» Formal policy, as outlined in the city charter, of maintaining 25% expenditures in the general fund, which it is
currently exceeding.

The city lacks a long-term financial plan.

Strong budgetary performance

Kyle's budgetary performance is strong in our opinion. The city had a surplus operating result in the general fund of
3.6% of expenditures, and slight surplus results across all governmental funds of 1.9% in fiscal 2016. We adjusted for
routine transfers into the general fund from the proprietary funds, one-time capital projects, and general fund and total

governmental fund expenditures through bond proceeds.
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The city's strong budgetary performance is supported by management's conservative budgetary practices, which often
result in actual operations exceeding budgeted expectations. For fiscal 2016, actual operations were nearly $2 million
better than budgeted because of outperforming sales and property tax revenues, as well as achieved savings. The
results in fiscal 2016 reflects a significant increase in capital outlay in the general fund, with an adjustment for one-time
capital spending. For fiscal 2017, the city had budgeted for balanced operations in the general fund, but year-to-date
actual operations indicate it will finish with a $2.6 million surplus at fiscal year-end. We anticipate the current and
subsequent fiscal years' operations sustaining strong budgetary performance, and being supported by growth in
revenues and conservative spending practices. In the long-term, we understand that the city has significant
growth-related capital needs, and management notes that the capital-spending plan will be contingent on the
availability of cash funding and future revenue growth. We believe there will likely be steady strengthening in revenue
performance, but we will continue to examine the effects of growth-related capital expenses on overall financial

performance.

Very strong budgetary flexibility

Kyle's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2016 of 54% of operating
expenditures, or $10.5 million. We expect the available fund balance to remain above 30% of expenditures for the
current and next fiscal years, which we view as a positive credit factor. The city has historically maintained very strong
budgetary flexibility with reserves in excess of 30% of operations. For fiscal 2017 (unaudited), management reports
available reserves of approximately $13 million, or 63% of operating expenditures; it does not plan to draw on reserves
significantly over the next two fiscal years. We believe Kyle will likely maintain very strong budgetary flexibility due to

its formal fund balance policy of maintaining available reserves in excess of 25% of operational expenditures.

Very strong liquidity

In our opinion, Kyle's liquidity is very strong, with total government available cash at 74% of total governmental fund
expenditures and 2.5x governmental debt service in fiscal 2016. In our view, the city has strong access to external
liquidity if necessary. We expect liquidity to remain very strong over the next few fiscal years due in part to unaudited
results for fiscal 2017, which reflect an improved liquidity position. The city has demonstrated strong access to capital
markets with several GO-supported debt issues over the past 20 years. Currently, investments comply with state
statutes and we do not consider them aggressive. At fiscal year-end 2016, investments were in safe local government

investment pools, U.S. agency securities, and certificates of deposit.

Very weak debt and contingent liability profile

In our view, Kyle's debt and contingent liability profile is very weak. Total governmental fund debt service is 29% of
total governmental fund expenditures, and net direct debt is 263% of total governmental fund revenue. We expect that
ongoing growth-related capital needs will likely require the issuance of additional debt over the next few years, which
will likely keep debt ratios elevated. We understand the city plans to issue approximately $10 million to $12 million in
additional debt for its wastewater treatment plant expansion project within the next two years. We believe future tax

base growth will continue supporting additional debt needs.

Kyle's combined required pension and actual other postemployment benefits (OPEB) contributions totaled 4% of total
governmental fund expenditures in fiscal 2016. The city made its full annual required pension contribution in 2016.

The city provides pension benefits for all of its full-time employees through Texas Municipal Retirement System
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(TMRS), a multiemployer, defined-benefit pension plan. The city has historically paid its annual pension cost in full. On
Dec. 31, 2015, the date of the most recent actuarial valuation, the plan maintained a funded level of 76%. We do not
anticipate a significant increase in these costs in the near future, and believe Kyle will continue to make 100% of its
annual contribution. The city's OPEB for retirees are paid on a pay-as-you-go basis. Based on the most recent actuarial
valuation on Oct. 1, 2015, its OPEB had a funded ratio of 50% and an unfunded actuarial accrued liability of nearly
$550,000. (For additional details on GASB Nos. 67 and 68, see the report, titled "Incorporating GASB 67 And 68:
Evaluating Pension/OPEB Obligations Under Standard & Poor's U.S. Local Government GO Criteria," published Sept.
2, 2015 on RatingsDirect.)

Strong institutional framework
The institutional framework score for Texas municipalities is strong.

Outlook

The stable outlook reflects S&P Global Ratings' opinion that it will likely not change the rating during the two-year
outlook period. We believe Kyle will likely maintain its very strong budgetary flexibility and liquidity, which its formal
reserve policy supports. We also believe the city's economy will likely continue to experience ongoing tax base growth

and economic expansions due to its proximity to the Austin-Round Rock MSA.

Upside scenario

We could raise the rating if the city's economic profile, including growth in per capita market value, and income levels
continue to improve to a level more commensurate with its higher-rated peers. In addition, we would like to see the
city continuing to successfully manage its growth-related capital program without compromising its financial position

or further weakening its current debt profile.

Downside scenario
We could lower the rating if Kyle were to experience substantial economic deterioration, or if structural imbalance

were to develop, resulting in available fund balance falling below the policy requirement.

Related Research

» S&P Public Finance Local GO Criteria: How We Adjust Data For Analytic Consistency, Sept. 12, 2013

» Alternative Financing: Disclosure Is Critical To Credit Analysis In Public Finance, Feb. 18, 2014

* Incorporating GASB 67 And 68: Evaluating Pension/ OPEB Obligations Under Standard & Poor's U.S. Local
Government GO Criteria, Sept. 2, 2015

* Local Government Pension And Other Postemployment Benefits Analysis: A Closer Look, Nov.8, 2017

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.
Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is
available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating action can be found

on the S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in the
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left column.
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500 North Akard Street

S& P G lo bal Ross Tower, Suite 3200
Dallas, TX 75201

tel (214) 871-1400

R at i n gS reference no.:851633

February 1, 2018

City of Kyle

100 West Center Street

Kyle, TX 78640

Attention: Mr. Perwez Moheet, Director of Finance

Re: Kyle, Texas, General Obligation Bonds
Dear Mr. Mohest:

S& P Global Ratings hereby affirmsits rating of "AA-" for the underlying rating (SPUR) on
the above-listed obligations and changed the outlook to stable from positive. A copy of the
rational e supporting the rating and outlook is enclosed.

This letter constitutes S& P Global Ratings permission for you to disseminate the above
rating to interested parties in accordance with applicable laws and regul ations. However,
permission for such dissemination (other than to professional advisors bound by appropriate
confidentiality arrangements) will become effective only after we have released the rating on
standardandpoors.com. Any dissemination on any Website by you or your agents shall
include the full analysis for the rating, including any updates, where applicable.

To maintain the rating, S& P Global Ratings must receive al relevant financial and other
information, including notice of material changes to financial and other information provided
to usand in relevant documents, as soon as such information is available. Relevant financial
and other information includes, but is not limited to, information about direct bank loans and
debt and debt-like instruments issued to, or entered into with, financial institutions, insurance
companies and/or other entities, whether or not disclosure of such information would be
required under S.E.C. Rule 15¢2-12. Y ou understand that S& P Global Ratings relies on you
and your agents and advisors for the accuracy, timeliness and completeness of the
information submitted in connection with the rating and the continued flow of materia
information as part of the surveillance process. Please send all information via electronic
delivery to pubfin_statelocalgovt@spglobal.com. If SEC rule 17g-5 is applicable, you may
post such information on the appropriate website. For any information not available in
electronic format or posted on the applicable website,

Please send hard copies to:
S& P Global Ratings
Public Finance Department
55 Water Street
New York, NY 10041-0003

Therating is subject to the Terms and Conditions, if any, attached to the Engagement L etter
applicable to the rating. In the absence of such Engagement Letter and Terms and Conditions,
the rating is subject to the attached Terms and Conditions. The applicable Terms and
Conditions are incorporated herein by reference.
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S& P Global Ratingsis pleased to have the opportunity to provide its rating opinion. For more
information please visit our website at www.standardandpoors.com. If you have any
questions, please contact us. Thank you for choosing S& P Global Ratings.

Sincerely yours,

S& P Global Ratings
adivision of Standard & Poor's Financial ServicesLLC

ap
enclosure
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S& P Global Ratings
Termsand Conditions Applicable To Public Finance Credit Ratings

General. The credit ratings and other views of S& P Global Ratings are statements of opinion
and not statements of fact. Credit ratings and other views of S&P Globa Ratings are not
recommendations to purchase, hold, or sell any securities and do not comment on market
price, marketability, investor preference or suitability of any security. While S&P Global
Ratings bases its credit ratings and other views on information provided by issuers and their
agentsand advisors, and other information from sources it believes to be reliable, S& P Global
Ratings does not perform an audit, and undertakes no duty of due diligence or independent
verification, of any information it receives. Such information and S&P Global Ratings
opinions should not be relied upon in making any investment decision. S& P Global Ratings
does not act as a "fiduciary" or an investment advisor. S&P Globa Ratings neither
recommends nor will recommend how an issuer can or should achieve a particular credit
rating outcome nor provides or will provide consulting, advisory, financial or structuring
advice. Unless otherwise indicated, the term "issuer" means both the issuer and the obligor if
the obligor is not the issuer.

All Credit Rating Actionsin S& P Global Ratings Sole Discretion. S& P Global Ratings may
assign, raise, lower, suspend, place on CreditWatch, or withdraw a credit rating, and assign or
revise an Outlook, at any time, in S& P Global Ratings' sole discretion. S& P Global Ratings
may take any of the foregoing actions notwithstanding any request for a confidential or
private credit rating or a withdrawal of a credit rating, or termination of a credit rating
engagement. S& P Global Ratings will not convert a public credit rating to a confidential or
private credit rating, or a private credit rating to a confidential credit rating.

Publication. S&P Global Ratings reserves the right to use, publish, disseminate, or license
others to use, publish or disseminate a credit rating and any related analytical reports,
including the rationale for the credit rating, unless the issuer specifically requests in
connection with the initial credit rating that the credit rating be assigned and maintained on a
confidential or private basis. If, however, a confidential or private credit rating or the
existence of a confidential or private credit rating subsequently becomes public through
disclosure other than by an act of S&P Global Ratings or its affiliates, S& P Global Ratings
reserves the right to treat the credit rating as a public credit rating, including, without
limitation, publishing the credit rating and any related analytical reports. Any analytical
reports published by S& P Globa Ratings are not issued by or on behalf of the issuer or at the
issuer's request. S& P Global Ratings reserves the right to use, publish, disseminate or license
others to use, publish or disseminate analytical reports with respect to public credit ratings
that have been withdrawn, regardless of the reason for such withdrawal. S& P Global Ratings
may publish explanations of S& P Global Ratings' credit ratings criteria from time to time and
S& P Global Ratings may modify or refine its credit ratings criteria at any time as S& P Global
Ratings deems appropriate.

Reliance on Information. S& P Global Ratings relies on issuers and their agents and advisors
for the accuracy and completeness of the information submitted in connection with credit
ratings and the surveillance of credit ratings including, without limitation, information on
material changes to information previously provided by issuers, their agents or advisors.
Credit ratings, and the maintenance of credit ratings, may be affected by S& P Global Ratings
opinion of the information received from issuers, their agents or advisors.
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Confidential Information. S&P Global Ratings has established policies and procedures to
maintain the confidentiality of certain non-public information received from issuers, their
agents or advisors. For these purposes, "Confidential Information” shall mean verbal or
written information that the issuer or its agents or advisors have provided to S&P Global
Ratings and, in a specific and particularized manner, have marked or otherwise indicated in
writing (either prior to or promptly following such disclosure) that such information is
"Confidential ."

S& P Global Ratings Not an Expert, Underwriter or Seller under Securities Laws. S& P Global
Ratings has not consented to and will not consent to being named an "expert" or any similar
designation under any applicable securities laws or other regulatory guidance, rules or
recommendations, including without limitation, Section 7 of the U.S. Securities Act of 1933.
S& P Global Ratings has not performed and will not perform the role or tasks associated with
an "underwriter”" or "seller" under the United States federal securities laws or other regulatory
guidance, rules or recommendations in connection with a credit rating engagement.

Disclaimer of Liability. S&P Globa Ratings does not and cannot guarantee the accuracy,
completeness, or timeliness of the information relied on in connection with a credit rating or
the results obtained from the use of such information. S& P GLOBAL RATINGS GIVES NO
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR
PURPOSE OR USE. S&P Global Ratings, its affiliates or third party providers, or any of
their officers, directors, shareholders, employees or agents shall not be liable to any person
for any inaccuracies, errors, or omissions, in each case regardless of cause, actions, damages
(consequential, special, indirect, incidental, punitive, compensatory, exemplary or otherwise),
clams, liabilities, costs, expenses, legal fees or losses (including, without limitation, lost
income or lost profits and opportunity costs) in any way arising out of or relating to a credit
rating or the related analytic services even if advised of the possibility of such damages or
other amounts.

No Third Party Beneficiaries. Nothing in any credit rating engagement, or a credit rating
when issued, is intended or should be construed as creating any rights on behalf of any third
parties, including, without limitation, any recipient of a credit rating. No person isintended as
athird party beneficiary of any credit rating engagement or of a credit rating when issued.
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