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Credit Profile

US$23.28 mil GO BANs due 11/04/2019

Short Term Rating SP-1+ New

US$21.045 mil GO bnds ser 2018 due 11/01/2038

Long Term Rating AA+/Stable New

Milford GO

Long Term Rating AA+/Stable Affirmed

Milford GO BANs due 11/04/2019

Short Term Rating SP-1+ Affirmed

Rationale

S&P Global Ratings assigned its 'AA+' long-term rating to Milford, Conn.'s series 2018 general obligation (GO) bonds.

At the same time, we affirmed our 'AA+' long-term rating on the city's outstanding GO debt. The outlook is stable.

We also assigned our 'SP-1+' short-term rating to the city's series 2018 GO bond anticipation notes (BANs) and

affirmed our 'SP-1+' rating on its BANs outstanding that mature Nov. 5, 2018.

The long-term rating reflects Milford's overall strong budget monitoring framework, which has yielded consistent and

positive budgetary performance over the last three audited fiscal years. As a result, the city's overall stable operating

trends and adoption of more comprehensive policies supports its maintenance of very strong flexibility and liquidity to

guard against recent state-level fiscal pressures. While we expect Milford to maintain steady economic growth over the

two-year outlook period, we believe it remains somewhat susceptible to medium-term pressures from a less

predictable state fiscal environment. We believe the city is likely to incur substantial bonding plans over the next five

years, but bonds and notes are structured to retire debt at a rate equal to new debt issuances, which should support

our view of the city's manageable debt profile. Milford also maintains a manageable pension and OPEB cost profile

and adjusted its actuarial assumptions to reflect conservative market return conditions; however, we note that the city

has not contributed its full annual pension contribution, which could pose a long-term credit risk.

Milford's full faith and credit pledge, payable from the levy of an unlimited-ad valorem tax on all taxable property in

the city secures the series 2018 bonds and notes.

The short-term rating on the notes reflects our criteria for evaluating and rating BANs. In our view, Milford maintains a

very strong capacity to pay principal and interest when the notes come due. We view the city's market risk profile as

low because it has strong legal authority to issue long-term debt to take out the notes and is a frequent debt issuer that

regularly provides ongoing disclosure to market participants.

We understand that officials intend to use proceeds (approximately $21.05 million) from the series 2018 bonds to
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permanently finance a portion of outstanding notes and to provide new money financing for various public

improvement projects. At the same time, we understand that officials intend to use proceeds from the series 2018

notes (approximately $23.28 million) to provide temporary financing for construction and improvements related to

various public improvement, school, and sewer projects.

The rating reflects our opinion of the following factors for Milford, specifically its:

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

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

methodology;

• Strong budgetary performance, with a slight operating surplus in the general fund and break-even operating results

at the total governmental fund level in fiscal 2017;

• Very strong budgetary flexibility, with an available fund balance in fiscal 2017 of 16% of operating expenditures;

• Very strong liquidity, with total government available cash at 27.7% of total governmental fund expenditures and

4.3x governmental debt service, and access to external liquidity we consider strong;

• Strong debt and contingent liability position, with debt service carrying charges at 6.5% of expenditures and net

direct debt that is 77.1% of total governmental fund revenue, as well as low overall net debt at less than 3% of

market value; and

• Strong institutional framework score.

Very strong economy

We consider Milford's economy very strong. The city, with an estimated population of 50,686, encompasses 23.5

square miles in New Haven County in the New Haven-Milford MSA, which we consider broad and diverse. The city

has a projected per capita effective buying income of 140% of the national level and per capita market value of

$185,094. Overall, Milford's market value was stable over the past year at $9.4 billion, and the city's net taxable grant

list was $6.57 billion in 2019.

Milford is a predominantly residential community with a substantial commercial and industrial sector that supports its

overall strong underlying wealth and income indicators. Residential properties make up 67% of the city's net taxable

grand list, while industrial and commercial property account for 20%.

In addition, Interstate Highway 95 and State Route 15 (commonly referred to as the Merritt/Wilbur Cross Parkway)

traverse the city, connecting residents with regional employment opportunities in surrounding labor markets. Although

the state has struggled to regain its economic footing and the New Haven-Milford MSA's gross domestic product

(GDP) remained flat between 2010 and 2018, Milford's overall economic and employment conditions have remained

stable relative that of the regional labor market and the state. Historically, we believe that Milford has maintained a

local unemployment rate (estimated at 4.2% in 2017) that trends slightly lower relative to county (5%), state (4.7%),

and national (4.4%) averages.

Municipal government, education, and health care sectors anchor Milford's employment base, which also features

manufacturing, commercial retail, and professional services. In addition to the city and board of education (1,857
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employees combined), Subway World Headquarters (995), Milford Hospital (650), and Schick (500) make up the city's

leading employers. The city reports overall stability among its leading employers and taxpayers in recent years. Due to

its large residential and diversified business composition, its 10 leading taxpayers account for 7.8% of total AV,

representing a very diverse tax base in our opinion.

Management reports that the city's recent planning and public infrastructure initiatives continue to support a favorable

climate for small- and medium-sized business starts; this has contributed to modest grand list growth and an increase

in local construction activity. The city reports that over 450 new business filings occurred in the city in fiscal 2017, and

the Milford has recognized steady building permit activity; building permits exceeded 1,300 and $64 million in value

over the last three years. Based on our expectation that a modest uptick in tax base growth will continue to support

Milford's stable underlying wealth and income conditions, we believe its economic profile will remain very strong over

the next two years.

Strong management

We view the city's management as strong, with good financial policies and practices under our FMA methodology,

indicating financial practices exist in most areas, but that governance officials might not formalize or monitor all of

them on a regular basis. Our revised assessment of the Milford's management environment to good from standard

reflects its adoption and consistent implementation of more comprehensive budget development practices and a

formal reserve policy.

Key budget development practices include management's use of at least three years of historical data to forecast

annual revenue and expenditure assumptions, and to identify outlying line items. In preparation of its annual budget,

management reviews each department's annual operation requests and prioritizes operating expenditures. Due to

uncertainty of state aid over the past several years, finance officials consult state publications to conservatively

estimate revenue from this source. It also monitors grand list growth to estimate changes in local tax revenue and mill

rate. During each fiscal year, the city monitors the budget regularly, reporting budget-to-actual results to the mayor

monthly, who can propose amendments to the budget as necessary. However, we note that management does not

provide budget-to-actual reports to the board. Furthermore, Milford adheres to state statutes governing investments

and reports earnings and holdings in its annual audit.

Milford also maintains a strong focus on capital planning, evidenced by a comprehensive five-year capital

improvement plan (CIP) that identifies projects and costs across all departments. The city updates its CIP annually and

details pay-as-you-go funding, intergovernmental grants, and bond financing of all capital projects. However, the city

does not maintain a formal long-term financial forecast.

In fiscal 2017, the city formalized several long-standing administrative financial management practices into written city

policies, including a debt management and fund balance policy. The formal reserve policy calls for unassigned fund

balance to be maintained at a minimum of 5% of annual operating expenditures, which the city uses to mitigate

financial risk and manage cash flows in the event of a revenue shortfall and unexpected changes in expenditures. In

addition, the city maintains a formal debt management policy, which features local debt affordability limitations and

management incorporates a debt service affordability analysis in its annual budget process.
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Strong budgetary performance

Milford's budgetary performance is strong in our opinion. The city had slight surplus operating results in the general

fund of 1% of expenditures, and balanced results across all governmental funds of 0.3% in fiscal 2017. General fund

operating results of the city have been stable over the last three years, with a result of 0.7% in 2016 and a result of

negative 0.8% in 2015.

For analytical consistency, we adjusted fiscal 2017 total governmental funds results to account for the use of bond

proceeds to fund expenditures from the capital nonrecurring, sanitary sewer, and the school facilities funds. We also

adjusted both total governmental funds and general fund results to account for the deferred pension payment of $2.15

million. The city previously reduced its discount rate, which consequently increased outstanding liabilities and annual

contributions. Milford intended to phase in its full actuarially determined contribution (ADC) over a three-year period.

However, the city further reduced its discount rate in the upcoming actuarial valuation, which will likely lengthen the

timeframe for phasing in full payment of its ADC. While pension costs remain manageable, ongoing deferral of annual

pension contributions could have medium- to long-term implications under a more constrained budgetary

environment.

Despite its recent history of deferring annual pension contributions, we expect Milford to maintain strong budgetary

performance over the next several years, largely due to its embedded budgeting development framework, coupled with

its manageable expenditure profile. In addition, the city benefits from an overall stable property tax base, which

generated approximately 79% of general fund revenue in fiscal 2017. In addition, tax collections have remained strong

with collections exceeding 98% over the past three years. Intergovernmental (state) sources represent the

second-highest share of general fund revenue at 15.2%, while charges for services and other local revenue constitute

about 4.8%. Although statutory aid makes up a relative small component of Milford's general fund revenue, we believe

the city would still be somewhat susceptible to performance volatility during an extended period of state fiscal

uncertainty and moderate-to-severe state aid reductions, particularly education cost sharing (ECS) grants.

Milford reported positive year-end general fund performance for fiscal 2017, which management attributed to

better-than-budgeted local tax receipts, investment income, and other revenue. Increases in these locally derived

revenue sources offset a nearly $360,000 decline in statutory aid. At the same time, the city recognized cost savings

from unexpended department appropriations and other spending controls.

The state's budget impasse last year, which extended four months into the 2018-2019 biennium, had a harmful effect

on municipal finances entering fiscal 2018. While the likelihood of statutory aid cuts affects all local governments in the

state, we believe Milford demonstrated ample capacity within its budget in fiscal 2018 to raise local revenue and

reduce expenditures to stabilize operations. Based on estimated statutory aid reductions for 2018, the city reduced

spending through a combination of expenditure savings and hiring freezes in the city and school budgets. Due to these

tight controls of spending throughout the year and conservatively budgeting of property taxes and charges for services,

officials expects better-than-budgeted operating results. The city estimates an approximately $9.37 million surplus at

fiscal year-end.

The city adopted a balanced $210.2 million fiscal 2019 budget. The budget includes an expected $1 million increase in

debt service, but due to identified expenditure reductions and growth in the net taxable grand list, Milford was able to
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reduce its mill rate to 27.74 mills from 27.79 mills. Although early in the current budget year, officials generally expect

local revenues to outperform the budget, and the city will continue to identify and adjust expenditures as necessary to

produce at least balanced results at fiscal year-end.

We also note that the city's largest collective bargaining contracts are current, reducing a potential area of cost

uncertainty over the next two years. Despite potential state fiscal challenges entering the next biennium, which could

contribute to future cuts to statutory aid to municipalities, we believe Milford is likely to maintain stable and strong

performance over our two-year outlook period.

Very strong budgetary flexibility

Milford's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2017 of 16% of

operating expenditures, or $35.4 million.

While management has historically budget for appropriations of fund balance for tax rate stabilization, the city has

typically outperformed its budget expectation and reported positive operating results at fiscal year-end. Due to strong

and positive budgetary performance over the past three fiscal years, Milford improved its assigned and unassigned

reserve position to approximately $35.4 million in fiscal 2017 from $24.03 million in fiscal 2015. Unaudited year-end

results estimate that the city will maintain positive operating performance in fiscal 2018, and we understand that

assigned and unassigned reserves could increase to nearly $44.8 million, or 22% of general fund expenditures. Based

on management's general expectation that Milford will maintain at least balanced operations for fiscal 2019, with no

planned draws on reserves over the next two years, we do not expect its available fund balance to fall below current

levels.

Furthermore, the city's formal reserve policy stipulates that it maintain an unassigned fund balance of at least 5% of

annual operating expenditures, a target it has historically met and sustained. Therefore, we expect the city's flexibility

to remain very strong over the next two years.

Very strong liquidity

In our opinion, Milford's liquidity is very strong, with total government available cash at 27.7% of total governmental

fund expenditures and 4.3x governmental debt service in 2017. In our view, the city has strong access to external

liquidity if necessary.

In our view, the city has strong access to external liquidity, demonstrated by its regular issuance of GO bonds and

notes over the past 20 years. Furthermore, the city does not engage in an aggressive use of investments that could add

significant volatility to its liquidity position. It is also not exposed to variable-rate or privately placed debt that could

result in undue contingent liabilities through acceleration events or interest rate risk. Therefore, in our opinion, Milford

is likely to maintain its very strong liquidity over the near-term.

Strong debt and contingent liability profile

In our view, Milford's debt and contingent liability profile is strong. Total governmental fund debt service is 6.5% of

total governmental fund expenditures, and net direct debt is 77.1% of total governmental fund revenue. Overall net

debt is low at 2.1% of market value, which is in our view a positive credit factor.

Following the current bond and note issuance, Milford will have approximately $196.6 million in total direct debt
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outstanding, of which $23.3 million is in BANs. While our debt statement analysis does not factor retirement of the

notes into our overall assessment of debt amortization because they will be fixed out to long-term debt in future years,

we understand management has maintained the historical practice of using budget surpluses to pay down existing

BANs when possible. We believe this practice slightly improves our view of the city's amortization over 10 years from

59% to approximately 64%. Like most Connecticut municipalities, the city has no overlapping or underlying debt

obligations.

Historically, the city has issued $10 million to $15 million in new money debt annually to maintain a stable total direct

debt profile, which they expect to continue. Management generally strives to retire debt at an amount equal to the debt

that it will issue over the next two years. Officials plan to issue about $10 million to $20 million in additional debt over

the next two years. Although the city's long-term capital plan features a $30 million project line-item for a new police

headquarters, management notes that it is in preliminary planning to assess the scope and costs of the project, and the

expected authorization and issuance will likely be beyond the two-year outlook horizon. Despite potentially significant

amount of future issuance over the next five years, we believe the city will likely sustain capacity to absorb future debt

issuances based on efforts to retire debt at an equal rate to new debt issuances.

Milford's combined required pension and actual other postemployment benefits (OPEB) contributions totaled 8.2% of

total governmental fund expenditures in 2017. Of that amount, 2.9% represented required contributions to pension

obligations, and 5.3% represented OPEB payments. The city made 71% of its annual required pension contribution in

fiscal 2017.

The city administers a single-employer, defined plan for eligible employees, the City of Milford Retirement System. It

also makes monthly contributions to the State Survivors' Plan based on an amount invoiced by the state. For fiscal

2017, the retirement system fiduciary net position as a percentage of the total pension liability was 82.61%. While the

city has historically contributed 100% of its ADC, a reduction in the assumed rate of return to 7.75% from 8% more

than doubled its ADC as of fiscal 2015. As previously noted, the city has further reduced its discount rate to 7.5%, as of

the July 1, 2016 valuation date. Milford plans to gradually phase in the required contribution, increasing annual

payments by 15% until the full actuarial contribution is reached annually. The city has also instituted reforms with a

few of collective bargaining units to increase the years of service requirement from 20 to 25, increase employee

contributions, and exempt overtime costs from calculation of the pension formula, which management believes could

limit substantial fluctuations of pension-related costs over time. As of the 2017 audit, the city's net pension liability was

approximately $70.22 million.

The city also provides OPEBs funded on a pay-as-you go basis. It established a trust fund to being pre-funding OPEB

benefits. As of July 1, 2014, the trust had a funded ratio of 3.22% and an unfunded liability of $182.3 million.

While Milford has maintained an overall stable net pension liability and plan funded ratio following the update to its

actuarial assumptions, we could modify our view of the overall debt profile if ongoing deferral of the annual pension

payments materially increase future contribution costs and become a potential stressor on the city's finances.

Strong institutional framework

The institutional framework score for Connecticut municipalities is strong.
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Outlook

The stable outlook reflects our expectation that Milford will sustain good financial practices and policies that

contribute to generally strong and predictable budgetary performance. It also represents our view that the city

maintains sufficient capacity to adjust revenue and expenditures to mitigate downward pressure from an uncertain

state fiscal environment, which will likely support Milford's very strong liquidity and flexibility. The outlook also

reflects our view of the city's overall very strong underlying wealth and income levels, which will likely ensure credit

stability. For these reasons, we do not expect to change the rating within our two-year outlook horizon.

Upside scenario

If Milford maintains consistently positive financial performance that supports sustained improvement in its reserves

despite challenges posed by a less predictable state fiscal environment, while also demonstrating consistent funding its

full annual pension contributions, and exhibiting improved wealth and income levels that are commensurate with those

of higher-rated peers, we could raise the rating.

Downside scenario

We could lower the rating if budgetary performance deteriorates–due to a material loss in statutory aid, substantial

increases in pension and OPEB costs, or otherwise–leading to a significant decline in available reserves or liquidity to

levels commensurate with those of lower-rated peers.

Related Research

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

• Incorporating GASB 67 And 68: Evaluating Pension/OPEB Obligations Under Standard & Poor's U.S. Local

Government GO Criteria, Sept. 2, 2015

Ratings Detail (As Of October 19, 2018)

Milford nt

Short Term Rating SP-1+ Affirmed

Milford GO

Long Term Rating AA+/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.capitaliq.com. All ratings affected by this rating action can be found

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

column.
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