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Affirms Aaa on $350M outstanding GO debt

CAMBRIDGE (CITY OF) MA
Cities (including Towns, Villages and Townships)
MA
Moody's Rating
ISSUE RATING
General Obligation Bonds Municipal Purpose Loan of 2015 Aaa
Sale Amount $75,405,000
Expected Sale Date 03/09/15
Rating Description General Obligation
General Obligation Refunding Bonds Aaa
Sale Amount $37,580,000
Expected Sale Date 03/09/15
Rating Description General Obligation

Moody's Outiook STA

NEW YORK, February 24, 2015 --Moody's Investors Service has assigned a Aaa rating fo the City of
Cambridge's (MA) $75.5 million General Obligation Bonds, Municipal Purpose Loan of 2015, and $37.6 million
General Obligation Refunding Bonds. Concurrently, Moody's has affirmed the Aaa rating assigned to $350 million
in outstanding long-term general obligation debt. The outiook is stable.

SUMMARY RATING RATIONALE

Moody's highest long-term rating reflects the sizeable, diverse and stable tax hase, which is anchored by world
renowned higher education institutions and a substantial research and develepment sector. Also incorperated into
the Aaa rating are a historically stable financial position with significant reserve levels, a strong professional
management team and a favorable debt profile supported by healthy enterprise systems. Further, the rating factors
significant but manageable liabiities for pension and OPEB.

OUTLOCK

Assignment of the stable outlook incorporates our expectation that the Cambridge will maintain superior credit
quality given a healthy financial position, strong fund balance and reserve levels, and management's demonstrated
ability to adhere te format fiscal policies. The outlook also reflects the large tax base which is supporied by
extremely stable higher education institutions and engoing commercial development.

WHAT COULD MAKE THE RATING GO UP
- N/A
WHAT COULD MAKE THE RATING GO DOWN

- Significant reduction in reserve levels or property tax levy capacity




- Adoption of less conservative approach to budgeting and financial management
- Deterioration of {ax base or local economy

- Significant increases in pension and OPEB liabilities

STRENGTHS

- Large and diverse tax base anchored by stable institutions and a growing commercial sector
- Healthy financial position guided by sound management policies

- Very ample excess levy capacity under Proposition 2 72

- Well-managed debt profile

CHALLENGES

- High regicnal living and business costs

RECENT DEVELOPMENTS

The city finished fiscal 2014 with a sizeable $27.4 million operating surplus, driven by conservative budget
management and higher than anticipated local receipts. Please see below for a more detailed discussion.

DETAILED RATING RATIONALE
ECONOMY AND TAX BASE: STRONG ECONOMY ANCHORED BY WORLD RENOWNED INSTITUTIONS

Cambridge's economy will continue to benefit from the presence of Harvard University (Aaa stable) and the
Massachusetts Institute of Technology (MIT, Aaa stable) - which together enrolf 28,508 students and provide
employment for just under 20,000 fuli-time equivalent positions - and the related vibrant biotechnology,
pharmaceutical and life sciences employment base. Together these institutions comprise 40% of the jobs provided
by the city’s top 25 employers, while building permits issued to the universities continue to represent a significant
portion of the city's annual activity. The universities remain a significant driver behind the concentration of
established technology companies in Cambridge, in addition to the influx of startups and related venture capital
firms who value the highly educated workforce.

Cambridge's assessed value remained strong during the economic downturn and recovery, largely due to the
continued expansion of the city's commercial sector. Following a modest decline of 0.5% in fiscal 2011, assessed
values have increased by an average of 4% annually through fiscal 2015. Management's projections for future
growth indicate 2% to 6% increases over each of the next four fiscal years. New development continues in the
city, as evidenced by consistently strong building permit activity. Fiscal 2014 building permit valuations remained
strong at $1.2 billion, equating to roughly $17.9 million in revenue, This represents a significant increase over 2010
permit valuations of $321 million, and is largely a result of several large scale commercial developments in the city.

Construction of commercial space remains very healthy, with roughly 1.9 million square feet under construction,
and another 3.1 million that has received permitting. The majority of the space is slated for biotechnology research
and development, and several developers have provided the city with significant community benefit packages for
open space and mitigation efforts. Absorption of new space remains rapid and office vacancy rates were 8% inthe
fourth quarter of 2014. Cambridge's commercial vacancy rates compare favorably to metro Boston and the
regional suburban vacancy rates of 7.3% and 16.9%, respectively. Although demographic indices are somewhat
skewed downward by the high student population, income levels remain above average relative to state and
national medians. Incorporating a 3.8% population increase since 2000, the city's equalized value per capita is a
robust $282,633 in fiscal 2015, despite the tax exempt status of nearly one-third of the tax base.

FINANCIAL OPERATIONS AND RESERVES: HEALTHY FINANCIAL POSITION WITH STRONG RESERVE
LEVELS

Cambridge wili maintain a healthy financial position given its historically balanced operations, substantial reserve
levels, and a strong professional management team, The city maintains formally adopted fiscal policies for its
annual budgeting, including long-term projections for revenues, expenditures, and capital needs. Steady revenue
streams, generated by the stable tax base, provide flexibility to address budgetary challenges. Local property
taxes continue to comprise the majority of revenues, representing 61.9% of fiscal 2014 General Fund revenues.



Property tax collections remain strong, averaging 98.4% over the last five fiscal years, and the city's unused levy
capacity under Proposition 2 ¥ has grown to an ail-time high of $117.5 million through fiscal 2014 (the highest in
the commonwealth), providing ample flexibility.

Fiscal 2014 ended with a sizeable $27.4 million operating surplus after transfers, representing the third
consecutive year of General Fund balance growth. The 2014 surplus was a result of prudent budget management,
with favorable revenue variances for most local receipts. Total General Fund balance increased to $227.5 million,
representing an ample 43% of revenues. The city's free cash, the most conservative measure of legally available
reserves as certified by the commonwealth, improved to a record high of $160.5 million, or a healthy 30.3% of
revenues,

The fiscal 2015 adopted budget includes format investment, debt and reserve policies that have guided and
maintained financial health. The city remains well above its policies requiring total and unassigned General Fund
balance to be equal or greater o 25% and 15%, respectively, of the ensuing fiscal year's operating revenue. The
fiscal 2015 expenditure budget contains a modest overall 2.91% increase over the fiscal 2014 budget, driven by
ongoing expenditure pressures in several areas including salaries, employee pension and health insurance, as
well as an optional $2 million appropriation to the city's Other Post Employment Benefit (OPEB) trust fund. The
budget was balanced by a 3.93% property tax levy increase as well as a total appropriation of $27 million in free
cash, Approximately $9 million of free cash will be used to reduce the levy, and $12 million was transfetred to the
debt stabilization fund (held within the General Fund). To date, management reports that revenues and
expenditures are performing well, with the exception of snow and ice which is expected to be over-spent by
roughly $2.5 million, The city expects to recover these costs through savings in other areas.

Partially offsetting the loss of potential revenue from the city's several tax-exempt institutions are Payments in Lieu
of Taxes (PILOTs). The city has budgeted roughly $5.8 million from PILOTs in fiscal 20115, roughly 1.1% of
General Fund revenues. The majority comes from Harvard and MiT, Both institutions own significant taxable real
estate and are major taxpayers, together representing 9% of the 2015 assessed value and roughly 13.9% of the
levy, In fiscal 2005 the city signed 40- and 50-year PILOT agreements with MIT and Harvard, respectively. Each
PILOT includes annual escalators on the initial base payment over the term of the agreement to provide stability
and to allow long-range planning for the city.

Liquidity
Cambridge's net cash position at the close of fiscal 2014 was $260.5 million, a very healthy 49.2% of revenues.
DEBT AND PENSIONS: MANAGEABLE LIABILITIES FOR DEBT, PENSION AND OPEB

Cambridge's debt obligations will remain affordable given a sizeable level of self-supporting debt and a rapid
principal retirement schedule. The direct debt burden of 1% of equalized value rises to a moderate 1.7% after
including overlapping wastewater debt from the Massachusetts Water Resources Authority (MWRA, Aa1 stable).
Self-supporting water and sewer system debt as well as a pay-as-you-go funding plan, budgeted at approximately
$5 million annually, also contribute to Cambridge's favorable debt ratios. Principal on outstanding debt is retired at
an average pace of 82% within 10 years. Despite the significant amount of self-supporting debt, General Fund-
supported debt service claimed a somewhat elevated 8.9% of fiscal 2014 expenditures; this remains comfortably
below the policy to limit General Fund debt service to 12.5% of operating expenditures, however. City officials plan
to issue approximately $290 million in debt over the next four years to fund citywide capital projects, with roughly
37.8% of the debt expected to be supported by user fees.

Debt Sfructure

Alt of Cambridge's debt is fixed rate.
Debt-Related Derivatives
Cambridge has no derivatives.
Pensions and OPEB

The city's retirement system was nearly fully funded in 2008 (92%) but subsequently experienced significant
losses, consistent with similar systems nationwide, reducing funding status to 77.8% as of the most recent
actuarial valuation, dated January 1, 2012, This funded ratio is estimated to have improved slightly to 79.2% as of
July 1, 2014. The investment return assumption was lowered to 7.875% in fiscal 2015, and full funding of the plan
is anticipated by 20286, 14 years short of the state deadline of 2040. The city budgets 100% of its ARC payment




{$35.8 million in fiscal 2015), which is consistent with its actuarial funding schedule. The adjusted net pension
fiability, under Moady's methodology for adjusting reported pension data, is $828.5 million, or an average 1.74
times General Fund revenues. Moody's Uses the adjusted net pension liability to improve comparability of reported
pension liabilities. The adjustments are not intended to replace the city's reported liability informaticn, but to
improve comparability with other rated entities.

The city has updated its actuarial study for Other Post-Employment Benefits (OPEB), reflecting values on June
30, 2014. Cambridge's unfunded actuarial accrued liability (UAAL) has decreased to $553 milion, down slightly
from $611 million in 2012. The city budgeted roughly $22.2 million for pay-as-you-go retiree health care expense in
fiscal 2014; funding the full annually required contribution {ARC}) would require an additional apprepriation of up to
$25.4 million. An irrevocable OPEB trust was established and initially funded in fiscal 2010 with a $2 million
transfer from the city's health claims trust account {leaving roughly $15 million in the frust fund). The city added $1
millien to the trust in fiscal 2013 and $2 million in fiscal 2014. Additional $2 million contributions are expected
moving forward,

MANAGEMENT AND GOVERNANCE

Massachusetts cities have an institutional framework score of 'Aa' or strong. The primary revenue source for most
Massachusetts municipalities is property taxes which are highly predictable and can be increased annually as
allowed under the Praposition 2 ¥ levy limit. Expenditures are largely predictable and cities have the ability to
reduce expenditures.

KEY STATISTICS

- 2015 Equalized Valuation: $29.7 billion

- 2015 Equalized Value Per Capita: $282,633

- Median Family Income as % of US Median: 151.34%

- Fiscal 2014 General Fund balance as a % of Revenues: 43.33%

- 5-Year Dollar Change in Fund Balance as % of Revenues (2010-2014}: 10.19%

- Fiscal 2014 Cash Balance as % of Revenues: 50.01%

- B-Year Dollar Change in Cash Balance as % of Revenues, adjusted (2010-2014): 14.50%
- Institutionat Framework: "Aa"

- 5-Year Average Operating Revenues / Operating Expenditures (2010-2014): 1.02x
- Net Direct Debt as % of Full Value: 1.04%

- Net Direct Debt / Operating Revenues: 0.6x

- 3-Year Average of Moody's ANPL as % of Full Value: 2.79%

- 3-Year Average of Moody's ANPL / Operating Revenues: 1.6x

OBLIGOR PROFILE

Cambridge is a sizeable community located in the Boston Metropolitan Area, The city is anchored by several
prominent higher education and health care institutions, with an estimated population of approximately 105,162.

LEGAL SECURITY
All of the city's outstanding debt is secured by a General Obligation unlimited tax pledge.
USE OF FROCEEDS

The $75.6 million new money bonds are being issued te fund the fiscal 2015 public investment program, which
consists primarily of school and sewer system upgrades, as well as building renovations, open space
improvements, and sireet repair.



The refunding bonds are being issued to refinance the various maturities from the city's outstanding 2005, 2008,
2007, and 2008 bonds for an estimated net present value savings of $2,7 million, or 6,7% of refunded principal.

PRINCIPAL METHODOLOGY

The principal methodology used in this rating was US Local Government General Obligation Debt published in
January 2014, 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 raling 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.

Piease 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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® 2015 Moody's Corporation, Meody's Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and
affiliates (collectively, "MOQDY’S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES
{“MIS”) 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. MOODY’S
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK
AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. 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, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY
THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER MOCDY'S CREDIT
RATINGS OR MOODY'S PUBLICATIONS IN MAKING ANY INVESTMENT DECISION. IF IN DOGUBT YOU
SHCULD CONTACT YOUR FiNANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TG,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE CORIED 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 WHATSCEVER, BY ANY PERSCN
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 mechanicai error as well as other factors, however, alt information confained
herein is provided “AS 1S” without warranty of any kind. MOODY'S adopts all necessary measures so that the
informaticn 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
cannat in every instance independently verify or validate information received in the rating process or in preparing



the Moody's Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liakility to any person or entity for arising from or in connection with the information contained
herein or the use of or inability to use any such information, even if MCCDY'S or any of its directors, officers,
employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses
or damages, including but not limited to: (a(b) any loss or damage arising where the relevant financial instrument is
not the subject of a particular credit rating assigned by MOODY'S.,

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability for any direct or compensatory losses or damages caused fo any person or entity,
Including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability
that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the
centrol of, MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers,
arising from or in connection with the information contained herein or the use of or inability to use any such
information.,

NO WARRANTY, EXPRESS OR IMPLIED, AS TC THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION |S GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER
WHATSOEVER.

Moody's Invesiors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corperation (“MCO”),
hereby discloses that most issuers of debt securities {including corporate and municipal bonds, debentures, notes
and commercial paper) and preferred stock rated by Moody's Investors Service, Inc. have, prior to assignment of
any rating, agreed to pay to Moody's Investors Service, inc. for appraisal and rating services rendered by it fees
ranging from $1,500 to approximately $2,500,000. MCO and MIS alsc 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 “Investor Relations — Corporate Governance — Director and Shareholder
Affiliation Policy.”

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or
Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001, By
continuing fo access this document from within Australia, you represent to MCODY'S that you are, or are
accessing the document as a representative of, a "wholesale client” and that neither you nor the entity you
represent will directly or indirectly disseminate this document or its contents to “retail clients” within the meaning of
section 761G of the Corporations Act 2001. MOOGDY’S credit rating is an opinion as to the creditworthiness of a
debt abligation of the issuer, not on the equity securities of the issuer or any form of security that is available to
retail clients. It would be dangerous for “retail clients” to make any investment decision based on MOODY’S credit
rating. If in doubt you should contact your financial or other professionat adviser,




For Japan only: Moody's Japan K.K. {("MJKK"} is a wholly-owned credit rating agency subsidiary of Moody's Group
Japan G.K., which is wholly-owned by Moody’s QOverseas Holdings Inc., a wholly-owned subsidiary of MCO.
Moody's SF Japan K.K, (“MSFJ") is a wholly-owned credit rating agency subsidiary of MJKK. M3FJ is not a
Nationally Recognized Statistical Rating Organization ("NRSRQ”). Therefore; credit ratings assigned by MSFJ are
Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an entity that is not a NRSRO and,
consequently, the rated ehligation wilt not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ
are credit rating agencies registered with the Japan Financial Services Agency and their registration numbers are
FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper} and preferred stock rated by MJKK or MSFJ {as
applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal
and rating services rendered by it fees ranging from JPY200,000 to approximately JPY35C,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory reguirements.
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Surainary:

Cambridge, Massachusetts; General Obligation

US$75.465 mil GO bnds ser 2015 due 02/24/2035

Long Term Rating ‘ AAA/Stable New
Cambridge GO
Long Term Rating AAA/Stable Afftrmed
Rationale

Standard & Poor's Ratings Services assigned its 'AAA' rating to Cambridge, Mass.' 2015 general obligation (GO) bonds
and affirmed the 'AAA’' rating on the city's existing GO bonds. The outlook is stable,

A pledge of the city's full faith and credit pledge, including an agreement to levy ad valorem property taxes subject to
limitations imposed by Proposition 2 %2, secure the 2015 GO bonds. The majority of bond proceeds will finance schoal

and sewer-related renovations,
The rating reflects our assessment of the following factors for the city.

= Very strong economy, which benefits from participation in the broad and diverse Boston-Cambridge-Newton
metropolitan statistical area {MSA);

» Very strong budgetary flexibility with 2014 audited reserves at 38.9% of general fund expenditures;

e Strong budgetary performance, which takes into account a revenue stream we consider stable;

» Very strong liquidity providing very strong cash levels to cover both debt service and expenditures;

+ Very strong management with strong financial policies;

» Strong debt and contingent liabilities position; and

» Strong institutional framework score.

Very strong economy

We consider Cambridge's economy to be very strong due, in part, to its participation in the broad and diverse
Boston-Cambridge-Newton MSA, The city has projected per capita effective buying income of 153.2% of the U.S, and
per capita market vatue of $280,417 in fiscal 2015, Econcmic expansion within the city continues - particularly in the
areas of biotechnology and software development - due, in part, to its commitment to planned development. This has

led to continued growth in the tax base, with fiscal 2015 assessed value ($30.1 billion) up 11% year-over-year.

Very strong budgetary flexibility

In our opinion, the city's budgetary flexibility remains very strong, with no plans to significantly spend down reserves.
The unassigned general fund balance totaled $166.2 million at the close of fiscal 2014 (June 30 year-end), which when
combined with the $25.6 million stabilization reserve, represents 38.9% of expenditures, The city's excess tax capacity

is significant; it totaled $134 million in fiscal 2015 {27% of expenditures).
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Summary: Cambridge, Massachusetts; General Obligation

Strong budgetary performance

The city's budgetary performance has been strong cverall, in our view, with a surplus of 5,6% for the general fund in
fiscal 2014 and 12.2% for total governmental funds when adjusting out the use of bond proceeds. General fund revenue
primarily consists of pro.perty taxes (64% of the total in fiscal 2014}, and collections are strong at nearly 99% in recent
years, Management expects a small general fund drawdown in fiscal 2015. The 2015 budget increased abcut 3% from

the 2014 budget due to salary, health insurance and pension increases and included a modest property tax increase.

Very strong liquidity
Supporting the city's finances is liquidity we consider very strong, with total government available cash at 59.4% of
total governmental fund expenditures and 643.2% of debt service. We believe the city has strong access to external

liquidity given that it has issued GO honds frequently during the past 15 years.

Very strong management conditions

We view the city’s management conditions as very strong, with strong financial practices.

Strong debt and contingent liability profile

In our opinion, the city's debt and contingent liability profile is strong, with total governmental fund debt service at
9.2% of total governmental fund expenditures, and net direct debt at 54.1% of total governmental fund revenue, The
city is scheduled to retire more than 75% of principal over the next 10 years, and its overall net debt burden is low at

1,1% of market value. The city plans to issue additional debt in the next two years to finance various projects.

The city administers the Cambridge Retirement Systemn and contributed 100% of the annual required contribution
{ARC) in each of the past three years. The combined ARC and other postemployment benefit {(OPEB) costs for fiscal
2014 were 9% of expenditures. The city's OPEB liability of $580 million is 1% funded and its pension liability of $1.1
billion i 78% funded.

Strong Institutional Framework

We consider the Institutional Framewaork score for Massachusetts cities strong,

Outlook

The stable outlook reflects our view of the city's consistent financial performance and economy, which is supported by
good management, We do not expect to revise the rating in the next two years because we believe the city will
maiutain very strong reserves and continue to participate in the broad and diverse Boston-Cambridge-Newton MSA.

While unlikely, should the city's finances deteriorate significantly, the rating could be pressured.

Related Criteria And Research

Related Criteria
« USPF Criteria: Local Government GO Ratings Methodology And Assumptions, Sept. 12, 2013
* Ratings Above The Sovereign; Corporate And Government Ratings—Methodology And Assumptions, Nov. 19, 2013

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT FEBRUARY 23, 2015 3

THIZ WAS FREPARED EXCLUSIVELY FOR USDH KAPIL BHATIA,

1365448 | 301136993
NCT FOR REDISTRIBUTION UNLESS OTHERWISE PERMITTED,



Swmmary: Cambridge, Massachusetts; General Qbligation

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

Complete ratings information is available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings
affected by this rating action can be found on Standard & Poor'’s public Web site at www.standardandpoors.com. Use

the Ratings search box located in the left column.
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Fitch Rates Cambridge, MA's GO Bonds 'AAA'; Qutlook Stable Ratings Endorsement
Policy
24 Feb 2015 5:05 PM (EST)

Fitch Ratings-New York-24 February 2015: Fitch Ratings has assigned the following ratings to the city of Cambridge,
Massachusetts' (the city) general obligation (GO) bonds:

--$75,465,000 GO bonds municipal purpase loan of 2015 'AAA';
~-$37,580,000 GO refunding bonds series 2015 'AAA.

Proceeds of the series 2015 bonds will be used to finance a school reconstruction project and sewer improvements,
Proceeds of the refunding bonds will be used to refund a portion of the city's outstanding GO bonds. The 2015 new issue
bonds will sell competitively on March 3rd; the refunding bonds will price via negotiation on March 4th.

In addition, Fitch affirms the 'AAA’ rating for the city's outstanding GO bonds totaling approximately $350 million.
The Rating Outlook is Stable.
SECURITY

The bonds are general obligations of the city, payable from ad valorem faxes on all taxable property in the city, subject to
statutory limitations,

KEY RATING DRIVERS

EXCEPTIONAL FINANCIAL MANAGEMENT: Management's conservative budgeting practices and prudent use of
reserves has helped keep tax levy increases at moderate levels sufficient to cover general operating expenses.

ABOVE-AVERAGE RESERVES AND LIQUIDITY: The city's positive financial profile is characterized by large reserves
and ample liquidity. Additionally, the city's levy margin continues fo grow favorably to the highest level in the city's history.

ECONOMIC DIVERSITY PROMOTES STABILITY: The presence of higher education, health care, and growing
biotechnology and life sciences industries supports the well-diversified economy with low unemployment and above-
average wealth levels.

NEW DEVELOPMENT PROMOTES TAX BASE GROWTH: Ongoing development within the city has resulted in notable
growth in assessed value and growth is expected to continue.

MODERATE DEBT LEVELS: Debt levels are moderate and expected to remain manageable, aided by the city's rapid rate
of amortization. Pensicn and other post-employment benefit (OPER) unfunded liabilities and carrying costs are
manageable.

RATING SENSITIVITIES

The rating is sensitive to shifts in fundamental credit characteristics including the city's strong financial management
practices. The Stable Outlook reflects Fitch's expectation that such shifts are unlikely.

CREDIT PROFILE

Cambridge is located in Middlesex County acress the Charles River from the city of Boston and has a 2013 population of



107,289.
DIVERSIFIED ECONOMY WITH STRONG SOCIOECONOMIC INDICATORS

The city is an important economic component for the Boston metropolitan area and Massachusetts as a whole and
benefits from the presence of both Harvard University and Massachusetts Institute of Technology. These institutions are
the city's two top employers and employ roughly 18% of the city's workforce.

Cambridge continues to experience employment expansion amongst companies in the biotechnology and life and sciences
sector. Leading biotech companies, including Novartis, Biogen Idec, Pfizer, Takeda/Millenium, and SanofifGenzyme,
employ over 9,000 Cambridge workers. In recent years, several major software and internet companies have established
research and development operations in Cambridge including Microsoft, Google and EMC/VMware.

The city's well-diversified economy is characterized by a low Nov. 2014 unemployment rate of 3.5% reflective of annual
growth in employment of 4.4% and labor force of 3.5%. Per capita money income equals a high 169% of the national
average.

Cambridge continues to increase its appeal as a magnet for research and development companies ranging from startups
to international companies. Commercial leasing activity has been strong, and companies have been expanding facilities.
Assessed value (AV) performance reflects this activity as well as growth in residential values. AV grew 11% in fiscal 2015
to $30.1 billion or an exceptionally high $280,522 per capita. The city is projecting moderate increases in AV in fiscal years
2046 through 2019 which is considered to be realistic by Fitch based on new commercial and residential construction
underway.

The city's ten iargest taxpayers account for an above-average 21% of the total tax base, but Harvard and MIT together
total 9%. Most commercial property owners own multipie parcels with many different uses and tenants, providing
considerable diversification of the city's property tax revenue base.

FINANCIALLY SOUND CITY WITH STRONG RESERVES

Exceptional financiai management and planning are demonstrated by the city's strong financial position. The city prudently
updates its five-year financial forecast each year to reflect changes in economic activity helping to maintain moderate tax
levy increases and a continued strategic use of its reserves, Reserve levels have consistently remained above-average.
The unrestricted general fund balance at fiscal end 2014 was $225.7 million, equivalent to a strong 44.9% of spending.

The city experienced a $31.5 million operating surplus (6.3% of spending), after transfers, for fiscal 2014 due io
conservative estimates of non-property tax fiems. Expenses also came in lower than estimated helping avoid the use of
reserves, which has typically been the city's experience. Property taxes generate the most general fund revenues and
accounted for 61.5% of the total in fiscal 2014,

Cambridge's $161 million of certified free cash for fiscal 2014 (up from $142 million in fiscal 2013) Is the largest amount in
the city's history. The calcuiation of free cash, performed annually by the Massachusetts State Dept. of Revenue, is based
on the city's financial statements prepared in accordance with Uniform Municipal Accounting System principies which differ
from GAAP. Free cash is surpius revenues less uncollected and overdue property taxes from prior years and is an amount
considered available funds for appropriation not required to be included in the annual tax levy.

The city's excess tax levy limit increased from $118 million in fiscal 2013 to $134 million in fiscal 2014, a 14% increase,
This excess levy capacity totals 26% of the fiscal 2015 operating budget of $524 million. Fitch finds that Cambridge's
substantial excess levy capacity under Proposition 2 1/2, along with its considerable reserve levels, provides the city with
significant financia! flexibility.

The fiscal 2015 operating budget grew by a manageable 2.9% (compared fo 3.8% in fiscal 2014), attributable to an
increase in employee salary and benefit costs as well as a $2 million aflocation to the city's OPEB trust fund. The tax levy
increased by $12.9 million, or 3.93%, to $341.5 million and is being supplemented in part by the use of $3 miliion in free
cash. Management has indicated that fiscal year o date performance has revenues trending positively compared to
budget and is projecting surplus results for the fiscal year.

DEBT LEVELS ARE MANAGEABLE

Overall debt equals a moderate $4,697 per capita but is lower as a percentage of fiscal 2015 market value at 1.7%. The
city plans to issue approximately $290 million of additional debt over the next five years. Debt levels are expected fo rise



oniy modestly given the city's rapid amortization rate; approximately 82% of debt Is retired within 10 years, Furthermore,
approximately 38% of the total additionai debt is planned to be supported by user fees.

PENSIONS ARE ADEQUATELY FUNDED; OPEB LIABILITY REDUCED

The Cambridge Retirement System was 79% funded as of the Jan, 1, 2014 valuation date and had an unfunded actuarially
accrued liability of $250 million (a low 0.8% of AV). Using Fitch's more conservative 7% return rate, the plan was estimated
at a more modest 72% funded. The city contributed $28 million for fiscal 2014 equal to 100% of its annual required
contribution {ARC)} and approximately 4.3% of total governmental spending. The city paid $22.2 million towards OPEB
contributions in fiscal 2014 which accounted for 47% of total OPEB costs.

The city's unfunded OPEB liability totaled $574 million as of June 30, 2014, and represented a moderate 1.9% of AV,
Management has recently negotiated increases in employee health insurance contribution rates which have not been fully
incorporated into the valuation and should help fower future liability calculations. City management created an OPEB trust
fund in December 2009 with an initial contribution of $2 million and has made annual contributions of $1 million in fiscal
2013, and $2 million in fiscals 2014 and 2015. Future annual confributions are planned at $2 million for each of the next
four fiscal years.

Total carrying costs for debt service, pension and OPEB pay-go equal a manageable 16.1% of total fiscal 2014
governmental spending.
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