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Summary:

South Portland, Maine; General Obligation

US$13.5 mil GO bnds ser 2016 due 09/01/2036

Long Term Rating AAA/Stable New
South Portland GO
Long Term Rating AAA/Stable Affirmed
Rationale

S&P Global Ratings assigned its '"AAA' rating to the City of South Portland, Maine's 2016 general obligation (GO)
bonds. At the same time, S&P Global Ratings affirmed its 'AAA' long-term rating on the city's GO debt outstanding.
The outlook is stable.

The bonds are general obligations of the city, for which it has pledged its full faith and credit. The bonds are payable
from ad valorem taxes that are subject to limitation under the state's property tax levy limit, except for bonds issued
for school projects which are from unlimited ad valorem taxes. We understand the bonds will pay for the construction

of a community services facility for the public works, parks, and transportation departments.

We rate South Portland above the sovereign because we believe it can maintain better credit characteristics than the
US. in a stress scenario, based on its predominantly locally derived revenue base and our view that pledged revenue
supporting debt service on the bonds is at limited risk of negative sovereign intervention. The rating above the
sovereign is based on our criteria, "Ratings Above The Sovereign: Corporate And Government Ratings—Methodology
And Assumptions" (published Nov. 19, 2013, on RatingsDirect).

The rating reflects our assessment of the following factors for the city:

e Very strong economy, with access to a broad and diverse metropolitan statistical area (MSA);

e Very strong management, with "strong" financial policies and practices under our financial management assessment
(FMA) methodology;

e Strong budgetary performance, with balanced operating results in the general fund and an operating surplus at the
total governmental fund level in fiscal 2015;

e Very strong budgetary flexibility, with an available fund balance in fiscal 2015 of 20% of operating expenditures, and
the flexibility to raise additional revenues despite statewide tax caps;

e Very strong liquidity, with total government available cash at 40.8% of total governmental fund expenditures and
6.0x governmental debt service, and access to external liquidity we consider strong;

e Strong debt and contingent liability position, with debt service carrying charges at 6.8% of expenditures and net
direct debt that is 64.4% of total governmental fund revenue, as well as low overall net debt at less than 3% of
market value; and

e Strong institutional framework score.
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Summary: South Portland, Maine; General Obligation

Very strong economy

We consider South Portland's economy very strong. The city, with an estimated population of 25,493, is located in
Cumberland County in the Portland-South Portland MSA, which we consider to be broad and diverse. The city has a
projected per capita effective buying income of 113% of the national level and per capita market value of $144,995.
Overall, the city's market value grew by 3.2% over the past year to $3.7 billion in 2016. The county unemployment rate
was 3.4% in 2015.

Located just south of Portland and on the coast, South Portland is a suburban-urban city and the fourth-largest city in
Maine. Once principally a residential community, the city now has a diverse commercial and industrial sector, which
comprises 37% of the tax base. Leading local employers include UnumProvident Life Insurance Co. (3,500 employees)
and Anthem/Blue Cross & Blue Shield of Maine (1,000 employees).

Local officials report the employment base remains strong; however, there may be job losses associated with the
acquisition of Fairchild Semiconductor by a competitor, which employs 500 at its South Portland facility. At this time,
city officials are not aware of pending lay-offs, and they said the South Portland facility has received substantial

investments over the past five years.

We expect South Portland's economy to maintain its vibrancy, due to its diversified tax base and its location on major
shipping routes via rail, highways, and sea. According to city officials, there are a number of developments in the
pipeline, including a 128-unit senior housing complex; a four-story, 110-room extended stay hotel; and a 118-unit
residential development in Brickhill. The city's 10 largest taxpayers account for a diverse 20.4% of assessed value (AV),
with General Growth Properties' Maine Mall and Texas Instruments comprising 6.48% and 4.63% of AV, respectively.
The Maine Mall, which is one of the biggest commercial centers in the state, is operating at 93% occupancy, which is
slightly down from before due to the recent loss of Sports Authority.

Very strong management conditions
We view the city's management as very strong, with "strong" financial policies and practices under our FMA

methodology, indicating financial practices are strong, well embedded, and likely sustainable.

South Portland does quarterly reporting of budget performance and investment positions, and maintains a formal
five-year capital improvement plan. In addition, the city has a five-year financial plan and is currently in the process of
formulating a comprehensive economic development plan to complement this plan. South Portland also has a formal
debt policy under the city's charter. On June 20, 2011, the city adopted a fund balance policy that requires it to
maintain an unassigned fund balance at 9%-12% of general fund expenditures. Should reserves fall below this range,
management is required to restore the fund balance to minimum levels within three years. Finally, the city has an

investment policy that prioritizes safety, liquidity, and yield in investment decisions.

Strong budgetary performance

South Portland's budgetary performance is strong in our opinion. The city had balanced operating results in the
general fund of 0.3% of expenditures, and surplus results across all governmental funds of 1.8% in fiscal 2015. General
fund operating results of the city have been stable over the last three years, with a result of 0.5% in 2014 and a result of
negative 0.7% in 2013.
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In our assessment of budgetary performance, we netted out one-time capital paid for with bond proceeds. With the
exception of public works, which experienced a deficit due to an unusually harsh winter, all city departments came in
under budget. South Portland outperformed its revenue assumptions owing to very strong excise taxes and favorable
property tax performance. City officials report 2016 operating performance was positive due to revenue coming in
higher than projections and turn-backs across departments.

The 2017 budget is balanced and is a 3.9% increase over the previous year with $35.11 million in appropriations.
Changes to this year's budget include the introduction of a Sunday bus service, the addition of several staff positions,
and a higher cost-of-living adjustment for several unions. The majority of the city's revenue comes from property taxes
(80%), followed by intergovernmental (15%) and charges for services (2%).

The city is defending a lawsuit against Portland Pipe Line Corp. and American Waterways Operators based on the
citizen-led enactment of the "Clear Skies Ordinance," which prohibits the bulk loading of crude oil onto marine tank
vessels in South Portland and affects the ability of Portland Pipe Line Corp. to reverse the flow of the South
Portland-to-Montreal pipeline to bring Canadian tar sands oil into Maine. The city has earmarked just under $1 million
for legal fees to date, and may incur additional costs. While South Portland may use reserves to cover legal fees, we do
not expect the suit to significantly affect our view of budgetary performance or flexibility as we believe the city will
manage the costs so as to preserve its financial health. The city's charter allows the city council the flexibility to repeal

the ordinance.

Very strong budget flexibility
South Portland's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2015 of 20% of
operating expenditures, or $16.1 million. In addition, the city has the flexibility to raise additional revenues within

statewide tax caps, which we view as a positive credit factor.

Reserves have grown in recent years to $16.1 million in 2015 from $13.2 million in 2013. However, over the next few
years, city officials expect to draw on the fund balance for one-time capital items identified in its capital improvement
plan, as they are well above their policy to keep at least 12% of expenditures in reserves.

We expect our assessment of flexibility to remain at least strong, due to prudent management, strong oversight, and a
track record of adhering to the city's policies. Providing further flexibility, in our opinion, is the approximately $5.3
million in banked levy capacity under the state's LD1 tax levy cap.

Very strong liquidity
In our opinion, South Portland's liquidity is very strong, with total government available cash at 40.8% of total
governmental fund expenditures and 6.0x governmental debt service in 2015. In our view, the city has strong access to

external liquidity if necessary.

Liquidity will likely remain very strong, in our opinion. According to city officials, South Portland does not currently
have any contingent liquidity risk from financial instruments with payment provisions that change on certain
circumstances. The majority of the city's cash is held as collateralized bank deposits and certificates of deposit, which

we do not consider aggressive.
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Strong debt and contingent liability profile
In our view, South Portland's debt and contingent liability profile is strong. Total governmental fund debt service is
6.8% of total governmental fund expenditures, and net direct debt is 64.4% of total governmental fund revenue.

Overall net debt is low at 1.9% of market value, which is in our view a positive credit factor.

Following the issuance of the 2016 bonds, the city will have approximately $60 million in debt outstanding, and $3.3
million in overlapping debt relating to the county. South Portland is also responsible for its proportionate share of debt
issued through the Portland Water District in the event that water rates cannot pay debt service. In 2015, South
Portland's proportionate share of this liability was $6.3 million or 13.79%. City managers report there is no planned
borrowing in the near term, but that the city may bond for upgrades to one of its middle schools in four to six years; or
may consolidate into one school, a project for which it has been qualified for state subsidy.

South Portland's combined required pension and actual other postemployment benefits (OPEB) contributions totaled
1.9% of total governmental fund expenditures in 2015.

The city contributes to the Maine Public Employees Retirement System, a cost-sharing, multiple-employer retirement

system. The city pays 100% of the actuarial determined contribution. At present, 83.1% of the contributions related to
the teachers' group are made by the Maine Department of Education on the city's behalf. South Portland also provides
OPEB to certain retirees. As of June 30, 2015, its unfunded actuarial accrued liability was $4.2 million.

Strong institutional framework

We consider the institutional framework score for Maine cities strong.

Outlook

The stable outlook reflects our view of the city's consistently very strong liquidity and strong budgetary flexibility.
South Portland's participation in the broad and diverse Portland MSA and its limited capital needs enhance stability.
We do not anticipate changing the rating in our two-year outlook horizon as we expect that the city's very strong
management will continue to maintain at least adequate budgetary performance and limit exposure to costs associated
with the Clear Skies Ordinance. However, we could lower the rating should budgetary performance become

imbalanced, leading to a draw on reserves.

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 2015 Update Of Institutional Framework For U.S. Local Governments

Ratings Detail (As Of August 18, 2016)

South Portland GO bnds
Long Term Rating AAA/Stable Affirmed
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Ratings Detail (As Of August 18, 2016) (cont.)

South Portland GO bnds ser 2012 dtd 05/30/2012 due 07/15/2013-2032
Long Term Rating AAA/Stable Affirmed

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.globalcreditportal.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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