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December 4, 2017

Mason County

411 N 5th Street

Building 1

Shelton, WA 98584

Attention: Ms. Lisa Frazier, Treasurer

Re: Mason County, Washington, General Obligation Bonds

Dear Ms. Frazier:

S&P Global Ratings has reviewed the rating on the above-listed obligations. Based on our
review, we have lowered the underlying rating (SPUR) from "AA-" to "A+" and changed the
outlook to negative from stable. A copy of the rationale 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 regulations. 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 all relevant financial and other
information, including notice of material changes to financial and other information provided
to us and 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. You 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 material
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

The rating is subject to the Terms and Conditions, if any, attached to the Engagement Letter
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.

S&P Global Ratings is 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
a division of Standard & Poor's Financial Services LLC

dm
enclosure
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S&P Global Ratings
Terms and 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 Global 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
agents and 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 Global 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 Actions in 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 Global 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.




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 Global 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),
claims, 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 is intended as
a third party beneficiary of any credit rating engagement or of a credit rating when issued.




One California Street,
S&P Global -
94111-5432

Ratl ngs tel 415 371-5000

reference no.: 1504042

December 4, 2017

Mason County

411 N 5th Street

Building 1

Shelton, WA 98584

Attention: Ms. Lisa Frazier, Treasurer

Re: US$6,295,000 Mason County, Washington, Limited Tax General Obligation
Refunding Bonds, Series 2017, dated: Date of delivery, due: December 01, 2042

Dear Ms. Frazier:

Pursuant to your request for an S&P Global Ratings rating on the above-referenced
obligations, S&P Global Ratings has assigned a rating of "A+" . S&P Global Ratings views
the outlook for this rating as negative. A copy of the rationale supporting the rating is
enclosed.

This letter constitutes S&P Global Ratings' permission for you to disseminate the above-
assigned ratings to interested parties in accordance with applicable laws and regulations.
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 all relevant financial and other
information, including notice of material changes to financial and other information provided
to us and 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. You 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 material
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

The rating is subject to the Terms and Conditions, if any, attached to the Engagement Letter
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.

S&P Global Ratings is 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
a division of Standard & Poor's Financial Services LLC

dm
enclosures

cc: Mr. Scott J. Bauer, Financial Advisor
Northwest Municipal Advisors
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S&P Global Ratings
Terms and 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 Global 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
agents and 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 Global 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 Actions in 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 Global 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.




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 Global 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, sharcholders, 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),
claims, 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 is intended as
a third party beneficiary of any credit rating engagement or of a credit rating when issued.
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Summary:

Mason County, Washington; General Obligation

US$6.295 mil Itd tax GO rfdg bnds ser 2017 due 12/01/2042

Long Term Rating A+/Negative New
Mason Cnty ltd tax GO bnds

Long Term Rating A+/Negative Downgraded
Mason Cnty GO

Unenhanced Rating ey A+(SPUR)/Negative Downgraded

Many issues are enhanced by bond insurance.

Rationale

S&P Global Ratings lowered its rating on Mason County, Wash.'s limited-tax general obligation (LTGO) bonds to 'A+'
from 'AA-". At the same time, S&P Global Ratings assigned its 'A+' rating to the county's LTGO refunding bonds, series
2017, The outlook is negative.

The lowered rating reflects our view of the deterioration in the county's budgetary performance, leading to a significant
reduction in budgetary flexibility. The negative outlook reflects our view of a one-in-three chance that we could lower
the rating, potentially by multiple notches, within our two-year outlook horizon if the county finishes fiscal 2017 with

another deficit and we come to view the county as structurally imbalanced.

The LTGO bonds are secured by the county's full faith and credit, including the obligation to levy ad valorem taxes,
subject to statutory limitations on annual property tax revenue growth without a voter override and on a maximum
levy rate per $1,000 of assessed value. We understand that the proceeds will be used to refund the county's
outstanding series 2002 LTGO bonds (payable from sewer revenue) and advance refund the county’s outstanding

series 2008 LTGO bonds.
The rating further reflects our assessment of the following factors for the county:

 Adequate economy, with market value per capita of $110,643 and projected per capita effective buying income at
82.6% of the national level;

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

e Weak budgetary performance, with operating deficits in the general fund and at the total governmental fund level in
fiscal 2016;

e Strong budgetary flexibility, with an available fund balance in fiscal 2016 of 10.8% of operating expenditures;

o Very strong liquidity, with total government available cash at 39.9% of total governmental fund expenditures and
8.7x governmental debt service, and access to external liquidity we consider strong;

e Very strong debt and contingent liability position, with debt service carrying charges at 4.6% of expenditures and
net direct debt that is 43.1% of total governmental fund revenue, as well as rapid amortization, with 73.4% of debt

WWW.STANDARDANDPOORS COM/RATINGSDIRECT DECEMBER 4, 2017 2



Summary: Mason County, Washington; General Obligation

scheduled to be retired in 10 years; and
¢ Adequate institutional framework score.

Adequate economy

We consider Mason County's economy adequate. The county has an estimated population of 63,190. The county has a
projected per capita effective buying income of 82.6% of the national level and per capita market value of $110,643.
Overall, the county's market value grew by 0.6% over the past year to $7.0 billion in 2017, The county unemployment
rate was 7.8% in 2016.

Mason County is located southwest of the Puget Sound in northwestern Washington. Shelton, the county seat, is
located about 20 miles from Olympia. The Olympic National Forest and Olympic National Park encompass the
northwestern portion of the county. The county's economy was historically concentrated in timber; however, the
aquaculture industry, particularly shellfish, has been expanding, helping diversify the economy somewhat. According
to management, exports to Asian markets account for a significant portion of the economic activity. The county's
largest employers are the Little Creek Casino Hotel (800 employees), Washington Corrections Center (640), Mason
General Hospital (625), and Shelton School District (624).

Strong management
We view the county'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.

Highlights of the county's approach to financial management include:

» A budget formation process that incorporates internal and external analyses of historical revenue and expenditure

trends;
e An annual budget process with budget-to-actual reports presented to the county board quarterly and updated

throughout the year if necessary;

e A lack of any formal long-term financial forecast beyond the budgeted year;

e A five-year rolling capital improvement plan, updated annually as part of the budget process, that identifies all
known funding in the budgeted year;

e A formal investment policy coupled with quarterly presentation of holdings and earnings reports to the board's

investment subcommittee;
A formal debt policy that specifies qualitative and quantitative guidelines but does not contain monitoring

requirements; and

o A recently adopted reserve policy of maintaining general fund reserves equal to 12%-15% of the prior year's actual
expenditures in addition to a $1 million contingency reserve. The policy specifies that the county will build up
balances over the next five to six years into compliance with the new policy.

Weak budgetary performance
Mason County's budgetary performance is weak in our opinion. The county had operating deficits of 5.0% of

expenditures in the general fund and of 3.8% across all governmental funds in fiscal 2016.

General fund revenue includes a mix of property taxes, sales and use taxes, and real estate excise taxes, which in 2016

accounted for $12.3 million (or 41%), $6.7 million (or 22%), and $1.6 million (or 5%), respectively, of the county's
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Summary: Mason County, Washington; General Obligation

general fund revenue.

Between 2014 and 20186, the county's general fund supported a jail construction project that resulted in nearly $4
million in one-time construction and inmate relocation costs over three years. In addition, the county made a $1.2
million payment from the general fund in 2016 to settle an outstanding dispute over construction costs from an earlier
project in the county's Belfair wastewater system. These amounts have been adjusted out of the county's general fund
expenditures. The general fund recorded a $1.2 million nonspendable receivable from the Belfair fund, which,

according to management, was repaid in fiscal 2017.

After accounting for these one-time costs, the county ran a 1.5% ($0.5 million) deficit in fiscal 2015 and a 5.0% (or $1.7
million) deficit in fiscal 2016. According to management, the county used fund balance in 2015 and 2016 to support
ongoing salary increases. Management suggested that the county's practice of including all available fund balance
above the 5% reserve requirement as a budgeted revenue contributed to these deficits and has since changed this
practice. While the county initially adopted its 2017 budget with a 9.2% deficit, it passed an amended budget in July
2017 that reduced expenditures, resulting in a revised deficit of $866,000, or roughly 2.8% of operating expenditures.
However, management expects to end the year with break-even results due mostly to general fund revenues coming in

higher than budgeted.

The county also faces risks associated with two of its enterprise funds: Belfair and Rustlewood. In the county's 2016
financial statement audit, the auditor indicated that Belfair Wastewater system, which recently issued revenue debt to
expand the system, did not receive sufficient additional users and so is not generating enough revenue to pay the
system's debt service. According to management, the county is using real estate excise tax and sales tax revenue from
other governmental funds outside the general fund to support the enterprise. As a result, the general fund is not
currently subsidizing the enterprise. Management is currently finalizing plans to expand the system over the next
several years in the hopes of stabilizing the fund. The county expects to resolve the auditor's concerns about the

Rustlewood enterprise by adopting an updated rate structure that will keep pace with cost increases.

We also note that the county's November 2017 ballot measure for a levy lid lift to support general fund operations was
not approved by voters. At this point, we don't view the county as operationally imbalanced; however, we note that the

county is experiencing significant fiscal pressure.

We have additionally adjusted general fund expenditures upward and the corresponding net transfers downward in
2014, 2015, and 2016 to reflect ongoing transfers out for to various special funds to support maintenance and
operations. We have also adjusted general fund revenues upward and the corresponding net transfers upward in 2014,

2015, and 2016 to reflect ongoing transfers in from various other governmental funds.

Strong budgetary flexibility
Mason County's budgetary flexibility is strong, in our view, with an available fund balance in fiscal 2016 of 10.8% of

operating expenditures, or $3.6 million.

The county has drawn down available reserves significantly in recent years—to $3.6 million (or 11% of operating
expenditures) in fiscal 2016 from $9.2 million (or nearly 35% of operating expenditures) in fiscal 2014. And while $4

million of the drawdown was related to one-time costs associated with the jail construction project, the county also
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Summary: Mason County, Washington; General Obligation

used some fund balance in 2015 and 2016 to support ongoing salary increases.

In 2017, the county adopted a new fund balance policy of 12%-15% of operating reserves plus a $1 million
contingency reserve; the policy stipulates that the county will build the reserve over the next five to six years. Based on
budget projections for fiscal 2017, we expect the ending available general fund balance to remain slightly above 8% of

adjusted expenditures in the current and subsequent fiscal years.

The county has nearly $200,000 in "banked" levy capacity, or flexibility to raise its property taxes above a statutory

limit on growth in property tax revenue, in its general fund.

Very strong liquidity
In our opinion, Mason County's liquidity is very strong, with total government available cash at 39.9% of total
governmental fund expenditures and 8.7x governmental debt service in 2016. In our view, the county has strong

access to external liquidity if necessary.

We believe the county's investment policy restricts its ability to maintain an aggressive investment portfolio, and we
have not identified any contingent risks that would jeopardize the county's liquidity. On Dec. 31, 2016, the county had
$123.9 million, or 90% of the county's $137.4 million in total cash and investments, invested with the state's local
government investment pool. We do not expect the county's liquidity position to deteriorate over the medium term,

based on historical performance and a lack of identified material risks to liquidity.

Very strong debt and contingent liability profile

In our view, Mason County's debt and contingent liability profile is very strong. Total governmental fund debt service
is 4.6% of total governmental fund expenditures, and net direct debt is 43.1% of total governmental fund revenue.
Approximately 73.4% of the direct debt is scheduled to be repaid within 10 years, which is in our view a positive credit

factor.

According to management, the county has no authorized but unissued bonds outstanding, nor does it anticipate issuing

additional long-term general fund bonds in the medium term.

Mason County's combined required pension and actual other postemployment benefit contributions totaled 4.1% of

total governmental fund expenditures in 2016. The county made its full annual required pension contribution in 2016.

The county participates in the Public Employees' Retirement System (PERS), the Public Safety Employees Retirement
System (PSERS), and the Law Enforcement Officers and Firefighters' Retirement System (LEOFF), each cost-sharing,
multiemployer plans managed by the state. Using updated reporting standards in accordance with Governmental
Accounting Standard Board (GASB) Statement No. 67 and 68, the county's net pension liability as of June 30, 2016,
was $7.5 million for PERS 1, $7.8 million for PERS 2/3, and $222,000 for PSERS 2. As of the same date, the county had
a net pension asset in the LEOFF 1 and LEOFF 2 or $196,000 and $866,000, respectively.

Adequate institutional framework
The institutional framework score for Washington counties is adequate.
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Summary: Mason County, Washington; General Obligation

Outlook

The negative outlook reflects our opinion that there is a one-in-three chance that we could lower the rating within our
two-year outlook horizon. If the county finishes 2017 with another deficit and we come to view the county as
structurally imbalanced, we could lower our rating--potentially by multiple notches. However, we could revise the
outlook to stable if the county ends 2017 and 2018 with at least balanced results and the county adopts a plan for its

Belfair Wastewater system, which, in our view, sufficiently mitigates risk to the county’s general fund.

Related Criteria And Research

Related Research

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

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

e 2017 Update Of Institutional Framework For U.S. Local Governments

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.capitalig.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

left column.
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