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Overview

e S&P Global Ratings assigned its 'AAA' rating to Prior Lake, Minnesota's $5.045 million series
2026A general obligation (GO) bonds.

e The outlook is stable.

Rationale

Security

The series 2026A bonds are payable from special assessments levied against benefitted
properties. In the event of any deficiency in the debt service account established for this issue,
the city has validly obligated itself to levy additional ad valorem taxes upon all the taxable
property within the city, without limitation as to rate or amount. Therefore, we rate to the city's
general obligation.

Proceeds will fund street improvement and facility projects within the city.

Credit highlights

The city's credit strengths are evident across all factors, though its local income levels, which are
well above national medians, are a particular credit strength and reflective of the 'AAA' rating,
and offset its higher debt costs that are absorbed through its wealthy and rapidly growing tax
base. The gross county product per capita is below average, but this somewhat understates the
county's economic strength and reflects Scott County's more residential and rural nature. The
city's population and tax base growth have been very strong over the past decade, which we view
as favorable credit trends. The city expects over 100 additional housing permits to be issued
annually through 2029, continuing the expansion of its primarily residential tax base.

The city has posted operating surpluses since fiscal 2014, driving the accumulation of $8.6 million
in general fund reserves that have allowed significant contingency for one-time capital needs or
temporary deficit spending should it arise. The city's surplus of $991,000 in fiscal 2025
outperformed previous expectations of a breakeven result, largely due to investment
performance, permitting revenues, and lower staffing costs in the public works and police
departments. We expect financial performance will remain positive despite a budgeted $402,000
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use of fund balance because of the city's trend of budgeting conservatively and outperforming
expectations, which is evident in prior year performance historically doing so. Management
expects these surpluses to moderate in size due to increased healthcare costs and a short-term,
temporary decrease of growth in future years, as well as previous uplifts in prior fiscal years of $3
million in American Rescue Plan Act funds. However, local property taxes make up more than
70% of general fund revenues, and both continued growth and robust long-term planning create
a stable and predictable operating environment, in our view.

The presence of long-term planning tools, such as a multiyear financial forecast and capital plan,
allow the city to plan for future budgetary pressures in outyears, such as additional staffing costs
or the issuance of new debt, as it has done historically. We estimate that future costs of debt will
likely continue to exceed 20% of governmental funds revenues, which is elevated, but is
indicative of management's rapid debt repayment strategy.

The rating further reflects our assessment of the following factors:

e The city's wealthy and expanding economy that is rooted primarily in the manufacturing,
finance, and public administration industries that also benefits from its location within the
Minneapolis metropolitan area, allowing many residents to commute for work and boost local
incomes.

e Financial results that are consistently positive, which we expect to continue, and evident in no
deficit results since fiscal 2014. While we believe that financial results may moderate in the
future, management has demonstrated the ability to continue to operate within a surplus
environment.

e Large operating flexibility allows Prior Lake to withstand one-time costs. As of the most recent
fiscal year, reserves stand at 64% of total general fund revenues, which we view as very strong.

o Management practices are well defined and forward looking, and include narratives
surrounding decision making and frequent monitoring of budget-to-actual performance. In
addition, the presence of investment, debt, and fund balance policies restricts the city to
operating more conservatively, reflective of its financial performance. Cyber security practices
are in line with peers.

o Net direct debt levels are manageable at 93% of total governmental funds revenues and net
direct debt of $1,000 and are expected to remain at current levels despite annual issuances of
new money debt. We estimate future debt costs will rise to approximately 23% of
governmental funds revenues within the next two years, which is elevated, in our view.

e For more information on our institutional framework assessment for Minnesota municipalities,
see Institutional Framework Assessment: Minnesota Local Governments, Sept. 10, 2024.

Environmental, social, and governance

We have analyzed Prior Lake's environmental, social, and governance (ESG) risks relative to the
city's economy, management, financial measures, and debt and liability profile, and have
determined that all are neutral within our credit rating analysis.

Rating above the sovereign

Prior Lake's bonds are eligible to be rated above the sovereign because we believe the city can
maintain better credit characteristics than the nation in a stress scenario. Under our criteria
Ratings Above The Sovereign--Corporate And Government Ratings: Methodology And
Assumptions, Nov. 19, 2013, we consider state and local governments to have moderate
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sensitivity to country risk. The city's special assessments and local property tax revenue are the
primary source of security on the bonds, which significantly limits the possibility of negative
sovereign intervention in the payment of debt or operations. The institutional framework in the
nation is predictable for local governments, allowing them significant autonomy and independent
treasury management; there has been no history of negative federal government intervention in
local finances.

Outlook

The stable outlook reflects our view that the city will continue to have positive financial results,
strong reserve levels, and assessed valuation growth that will support stability within its
operations.

Downside scenario

We could take a negative rating action if the city were to issue significant amounts of debt
beyond current plans and economic growth would slow or income metrics would materially
weaken.

Prior Lake, Minnesota--credit summary

Institutional framework (IF) 1
Individual credit profile (ICP) 1.65
Economy 1.5
Financial performance 2
Reserves and liquidity 1
Management 1.00
Debt and liabilities 2.75

Prior Lake, Minnesota--key credit metrics

Most recent 2025 2024 2023
Economy
Real GCP per capita % of U.S. 78 - 78 74
County PCPI % of U.S. 16 - 16 16
Market value ($000s) 6,486,913 6,174,919 6,025,493 5,814,922
Market value per capita ($) 227,188 216,262 211,028 204,470
Top 10 taxpayers % of taxable value 4.7 4.3 3.3 4.5
County unemployment rate (%) 3.5 3.4 2.8 2.4
Local median household EBI % of U.S. 144 - 144 156
Local per capita EBI % of U.S. 145 - 145 157
Local population 28,653 - 28,553 28,439
Financial performance
Operating fund revenues ($000s) - 22,660 21,877 18,394
Operating fund expenditures ($000s) - 21,766 20,103 17,774
Net transfers and other adjustments ($000s) - 97 633 (73)
Operating result ($000s) - 991 2,407 547
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Prior Lake, Minnesota--key credit metrics

Most recent 2025 2024 2023
Operating result % of revenues - 4.4 1.0 3.0
Operating result three-year average % - 6.1 4.7 1.6
Reserves and liquidity
Available reserves % of operating revenues - 63.6 61.3 59.8
Available reserves ($000s) -- 14,402 13,412 11,005
Debt and liabilities
Debt service cost % of revenues - 15.0 14.9 14.5
Net direct debt per capita ($) 1,019 848 938 1,006
Net direct debt ($000s) 29,090 24,215 26,775 28,620
Direct debt 10-year amortization (%) 93 94 97 --
Pension and OPEB cost % of revenues - 6.0 5.0 5.0
NPLs per capita ($) - 230 261 333
Combined NPLs ($000s) -- 6,567 7,455 9,469

Financial data may reflect analytical adjustments and are sourced from issuer audit reports or other annual disclosures. Economic data is
generally sourced from S&P Global Market Intelligence, the Bureau of Labor Statistics, Claritas, and issuer audits and other disclosures.
Local population is sourced from Claritas. Claritas estimates are point in time and not meant to show year-over-year trends. GCP--Gross
county product. PCPI--Per capita personal income. EBI--Effective buying income. OPEB--Other postemployment benefits. NPLs--Net

pension liabilities.
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