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Credit Profile

US$7.105 mil GO Bnds, iss ser 2017 due 09/01/2037

Long Term Rating AAA/Stable New

US$1.675 mil GO BANs dtd 09/14/2017 due 09/13/2018

Short Term Rating SP-1+ New

East Hampton GO

Unenhanced Rating AAA(SPUR)/Stable Affirmed

Long Term Rating AAA/Stable Affirmed

Many issues are enhanced by bond insurance.

Rationale

S&P Global Ratings has assigned its 'AAA' long-term rating and stable outlook to the Town of East Hampton, Conn.'s

series 2017 general obligation (GO) bonds. At the same time, S&P Global Ratings affirmed its 'AAA' rating and stable

outlook on the town's debt outstanding.

East Hampton is rated above the sovereign because we believe the town can maintain better credit characteristics than

the U.S. 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. Intergovernmental

revenue--the majority of which is state aid for education--accounted for 26% of the town's revenue base in fiscal 2016.

(See "Ratings Above The Sovereign: Corporate And Government Ratings—Methodology And Assumptions" (published

Nov. 19, 2013, on RatingsDirect.)

We also assigned our 'SP-1+' rating to the town's bond anticipation notes (BANs). The short-term note rating reflects

the application of our criteria for evaluating and rating BANs. The town maintains a very strong capacity to pay

principal and interest when the notes come due, in our view. It also has a low market-risk profile due to East

Hampton's strong legal authority that allows the town to issue long-term debt to take out the notes and is a frequent

issuer that regularly provides disclosure to market participants.

The town's full-faith-and-credit pledge secures the bonds and BANs. Bond and BAN proceeds will primarily pay for

high school renovations and additions, with a small portion funding road renovations.

The long-term rating reflects our assessment of the town's:

• 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;
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• Strong budgetary performance, with balanced operating results in the general fund and a slight operating surplus at

the total governmental fund level;

• Strong budgetary flexibility, with an available fund balance in fiscal 2016 of 11.2% of operating expenditures;

• Very strong liquidity, with total government available cash at 14.6% of total governmental fund expenditures and

7.9x governmental debt service, and access to external liquidity that we consider strong;

• Very strong debt and contingent liability profile, with debt service carrying charges at 1.9% of expenditures and net

direct debt that is 58.3% 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 East Hampton's economy very strong. The town, with an estimated population of 13,249, is located in

Middlesex County in the Hartford-West Hartford-East Hartford MSA, which we consider to be broad and diverse. The

town has a projected per capita effective buying income of 161% of the national level and per capita market value of

$123,259. Overall, the town's market value grew by 0.6% over the past year to $1.6 billion in 2016. The county

unemployment rate was 4.4% in 2016.

East Hampton is a residential community with a light industrial tax base and limited seasonal resorts. It is 21 miles

south of Harford and is traversed by state routes 16, 66, 151, and 196. Major employers include the town itself (375

employees) followed by Stop & Shop, a grocer (150 employees) and Cobalt Lodge, a health facility (74 employees).

There remains a sizable amount of land for development and a recent expansion of natural gas, which will likely

contribute to the town's future growth. Given East Hampton's above-average wealth and income indicators and access

to regional employment centers, we expect the town's economy to remain very strong.

Strong management

We view the town'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.

Revenue and expenditure estimates are conservative, yielding consistently strong budgetary results. Town

management does a trend analysis when planning for the upcoming budget, using five to 10 years of historical data.

Management also engages in strong budgetary oversight, reporting monthly budget-to-actuals and investment

holdings and earnings. Documents include a long-term financial plan and five-year capital plan that are annually

updated. In addition to an 8% undesignated fund balance minimum policy, the town has debt and investment

management policies.

Strong budgetary performance

East Hampton's budgetary performance is strong in our opinion. The town had balanced operating results in the

general fund of negative 0.2% of expenditures, and slight surplus results across all governmental funds of 0.7% in fiscal

2016. General fund operating results of the town have been stable over the last three years, with a result of 0.4% in

2015 and a result of 0.4% in 2014.

General fund expenditures were adjusted for recurring transfers, while governmental fund expenditures were adjusted

for the spending of bond proceeds in the capital initiatives fund. The slight negative operating result is due to an
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additional appropriation toward regional dispatch equipment. East Hampton officials expect 2017 audited statements

to show a $300,000 surplus. The positive operated result was driven by turnbacks across departments, health-care

savings, and above-budget revenues.

Given Connecticut's troubled budgetary environment, fiscal 2018 could be challenging for East Hampton. To balance

the state budget, the governor is proposing to cut as much as $6.3 million in state aid to the town (or 8% of operating

expenditures). East Hampton is developing a mitigation strategy, and although officials do not expect the cut to be as

large as proposed, they have suggested a number of strategies to balance the budget, including tax sales, delaying

non-critical capital items, and use of reserves. If the state aid cut were to be made permanent, town management

expects to raise additional revenue through tax increases.

At this point, we expect East Hampton to be able to manage reductions to state aid so as to protect reserve levels.

However, if revenues do not align with expenditures on a recurring basis and the town draws on reserves, we could

revise our view of its operating performance downward.

Strong budgetary flexibility

East Hampton's budgetary flexibility is strong, in our view, with an available fund balance in fiscal 2016 of 11.2% of

operating expenditures, or $5.0 million. Over the past three years, the total available fund balance has remained at a

consistent level overall, totaling 11.7% of expenditures in 2015 and 11.3% in 2014.

Management currently has no plans to draw down on its fund balance. However, reserves could decline if the

governor's proposed cuts materialize. Despite this risk, we believe the town has strong financial controls and oversight;

which we believe will protect the town's balance sheet in the near-term.

Very strong liquidity

In our opinion, East Hampton's liquidity is very strong, with total government available cash at 14.6% of total

governmental fund expenditures and 7.9x governmental debt service in 2016. In our view, the town has strong access

to external liquidity if necessary.

We adjusted cash levels in the audited statements to exclude restricted cash. The town is a frequent issuer of GO debt,

which we believe demonstrates strong access to the capital markets. East Hampton has no variable-rate or

direct-purchase debt. We expect its liquidity profile to remain very strong.

Very strong debt and contingent liability profile

East Hampton's debt and contingent liability profile is very strong, in our view. Total governmental fund debt service is

1.9% of total governmental fund expenditures, and net direct debt is 58.3% of total governmental fund revenue.

Overall net debt is low at 2.2% of market value, which is in our view a positive credit factor.

Following this issue, the town's debt service will rise to 6.4%. The town has $35.6 million of direct debt outstanding,

$1.68 million of which are BANs. East Hampton might issue $18.9 million for debt associated with a new town hall and

police station, but doesn't expect to do so until 2022. In the near term, we expect our evaluation of the town's debt

profile to remain very strong.

East Hampton's combined required pension and actual other postemployment benefits (OPEB) contributions totaled
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2% of total governmental fund expenditures in 2016. The town made 100% of its actuarial determined contribution

(ARC) in 2016.

The town administers a single-employer, public employee retirement system; the defined-benefit plan covers all

employees working more than 20 hours a week except teachers (covered under the state's teachers' retirement

system). The plan is closed to certain new employees hired after July 2015. East Hampton contributed $960,000 in

fiscal 2016. The town has a history of overfunding its ARC--even during the last recession--which management reports

is an effort to increase the plan's funded status to 100%. Its OPEB liability stems from an implicit rate subsidy for board

of education employees; notably, the town has no OPEB liability. Its 2016 OPEB contribution was $218,000.

Strong institutional framework

The institutional framework score for Connecticut municipalities is strong.

Outlook

The stable outlook reflects East Hampton's strong financial operations, with consistently balanced operations and

strong reserve levels. It also reflects the town's limited pension and OPEB liabilities, as well as the wealth and stability

of East Hampton's property tax base. We do not expect to revise the outlook within the two-year outlook horizon.

However, if the town's financial performance were to deteriorate, causing a drawdown on reserves, we could lower the

rating.

Related Research

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

• Ratings Above The Sovereign: Corporate And Government Ratings—Methodology And Assumptions, Nov. 19,

2013.

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

Government GO Criteria, Sept. 2, 2015

• 2016 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.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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