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Summary:

Spring Hill, Tennessee; General Obligation

Credit Profile

US$26.5 mil GO bnds ser 2020A due 06/01/2040

Long Term Rating AA/Stable New

US$10.19 mil GO rfdg bnds ser 2020B due 06/01/2034

Long Term Rating AA/Stable New

Spring Hill GO

Long Term Rating AA/Stable Affirmed

Rating Action

S&P Global Ratings assigned its 'AA' long-term rating to the City of Spring Hill, Tenn.'s $26.5 million series 2020A

general obligation (GO) bonds, and $10.2 million series 2020B GO refunding bonds. At the same time, S&P Global

Ratings affirmed its 'AA' long-term rating on the city's GO debt outstanding. The outlook is stable.

The GO bonds are payable with revenue from an unlimited ad valorem tax to be levied on all taxable property within

the city. The series 2020A bonds will fund the roads, a new fire truck and will refinance the 2019 notes on the other fire

truck. The 2020B bonds are 100% supported by water and sewer revenues and are being used to refinance the state

revolving fund loan agreements for savings.

Spring Hill's GO bonds are payable with revenue from an unlimited ad valorem tax to be levied on all taxable property

within the city.

Credit overview

S&P Global Ratings believes that economic recovery from the COVID-19 pandemic and associated recession will be

slow, with unemployment remaining above precrisis levels until the end of 2023. (See S&P Global Economics' report

"The U.S. Faces A Longer And Slower Climb From The Bottom," published June 25, 2020, on RatingsDirect.) In our

view, this will likely translate into a reduction in sales tax collections over the next couple of years. We believe that

Spring Hill is entering the crisis with significant liquidity cushion and can withstand a short-term dip in tax revenues.

The city's thriving real estate sector should provide some insulation against direct economic impacts associated with

the pandemic.

Spring Hill participates in the Nashville-Davidson-Murfreesboro-Franklin metropolitan statistical area (MSA) and is one

of the fastest-growing cities in Tennessee. Strong economic growth, combined with strong management practices and

policies, has led to financial stability and very strong budgetary flexibility in recent years. While we expect economic

growth and financial stability will continue, the city's weak debt profile and growing debt needs constrain the rating.

The rating reflects our view of the city's:
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• 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;

• Adequate budgetary performance, with operating results that we expect could deteriorate in the near term relative

to fiscal 2019, which closed with operating surpluses in the general fund and at the total governmental fund level;

• Very strong budgetary flexibility, with an available fund balance in fiscal 2019 of 60% of operating expenditures;

• Very strong liquidity, with total government available cash at 136.7% of total governmental fund expenditures and

18.3x governmental debt service, and access to external liquidity we consider strong;

• Weak debt and contingent liability profile, with debt service carrying charges at 7.5% of expenditures and net direct

debt that is 171.1% of total governmental fund revenue, and significant medium-term debt plans, but low overall net

debt at less than 3.0% of market value; and

• Very strong institutional framework score.

Environmental, social, and governance factors

We analyzed the city's environmental, social, and governance risks relative to its economy, management, financial

measures, and debt and liability profile, and determined that all are in line with our view of the sector standard, absent

any risks related to COVID-19, which we view as a health and safety risk. Oversight provided by the Tennessee

comptroller's offices provides basis for strong governance across the state.

Stable Outlook

Downside scenario

All else being equal, should the city realize prolonged revenue pressure leading to material drawdowns in its reserve

position, we could consider lowering the rating.

Upside scenario

We could raise the rating if the city's economic indicators strengthen to levels that we consider commensurate with

those of higher-rated peers, while maintaining very strong liquidity and flexibility. However, given our expectations of

current economic volatility because of the recession, we view this as unlikely.

Credit Opinion

Very strong economy

We consider Spring Hill's economy very strong. The city is located in Maury and Williamson counties in the

Nashville-Davidson-Murfreesboro-Franklin MSA, which we consider broad and diverse. Spring Hill, one of the

fastest-growing cities in Tennessee, is approximately 35 miles south of Nashville. The city's population has risen more

than fourfold from 2000 to 2020 to about 43,769. Seventy-five percent of Spring Hill's population resides on the

Williamson County side.

Wealth and income levels in the area exceed the average levels across the U.S.--the city has a projected per capita
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effective buying income of 115% of the national level and per capita market value of $118,788. The tax base is deep

and diverse--the city's market value amounted to $5.2 billion in 2020. The weight-averaged unemployment rate of the

counties was 2.6% in 2019. The unemployment rate for Maury County is 22% and the unemployment rate for

Williamson County is 10.4% in April 2020. We expect unemployment rates to decrease as regular activities resume,

though they could stabilize at a higher levels compared with previous years.

Manufacturing, retail, and residential development has spurred continued growth in the local economy. The largest

local employers include General Motors Co. (GM; 4,000 employees), Maury Regional Hospital (2,610), Maury County

School System (1,696), and Ryder Logistics (1,300). GM's Spring Hill plant is the largest manufacturing facility in North

America and one of the most flexible-- the plant assembles Cadillac XT5, XT6, GMC Acadia, and Holden Acadia

models, among others, and supports $344 million in annual wages. The plant is currently operating at a full capacity;

however, it will likely eliminate the third shift, resulting in a loss of 524 jobs. Officials believe that laid-off employees

will be able to find employment elsewhere in the greater MSA.

The city's thriving real estate sector provides some insulation against direct economic impacts associated with

COVID-19. The interchange project is expected to open a new gateway corridor for development immediately

adjacent to I-65 that will be composed of more than 2,600 residential dwellings, 1.25 million square feet of retail, and

3.8 million square feet of office development on full build-out.

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.

Strengths of the assessment, in our opinion, include conservative budget assumptions that use typically from four to

seven years of historical data, the ability to amend the budget as needed with updates provided monthly, a formal

10-year capital improvement plan, a formal debt management policy, and a formal reserve policy requiring the city to

maintain available reserves equal to 15%-30% of operating expenditures.

The city does not maintain a multiple-year forecast at present and follows state investment guidelines. Investment

earnings are not specifically reported to the Board of Mayor & Aldermen, though the updates on the investments are

provided in the annual audits.

Adequate budgetary performance

Spring Hill's budgetary performance is adequate in our opinion. The city had operating surpluses of 20% of

expenditures in the general fund and of 18.7% across all governmental funds in fiscal 2019.

Property taxes are the primary general fund revenue source, making up 33% of the total general fund revenues in fiscal

2019, followed by local option sales taxes (30%), state shared revenues, including state share sales taxes (21%), and

other miscellaneous revenue sources.

The city's financial results were mostly positive in recent history thanks to strong revenue collection trends, underlying

economic growth, and prudent budgeting. In May 2020, the Maury County side of Spring Hill implemented an increase

of 0.50% on local option sales tax. General fund revenues generated from this increase are estimated to be $645,000
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annually. The city also passed two-tier property tax increases for 2020 and 2021. The revenues from tax hikes are

earmarked for capital spending to support the city's growing infrastructure needs.

Spring Hill expects fiscal 2020 (June 30) to have a $2 million general fund surplus; while the 2020-2021 budget that

assumes a 20% reduction in a sales tax is essentially balanced. While certain revenue categories could decline due to

the unemployment and reduced consumption and business activities, officials report that revenue trends are currently

positive. String Hill officials have collaborated with Maury Alliance, and the cities of Columbia and Mt. Pleasant, to

contract with a retail advisory firm to help forecast and project the effect on sales tax locally and to assist the city with

defining the potential COVID-19-related impact as it relates to sales tax collection, unemployment, and consumer

spending. In our view, pressures resulting from the pandemic and recession will likely pose budgetary challenges in the

near term--the city's reliance on the sales taxes is substantial. The budgetary performance score of adequate reflects

our view of revenue uncertainty the city faces in the current economic climate.

Very strong budgetary flexibility

Spring Hill's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2019 of 60% of

operating expenditures, or $12.0 million. We expect the available fund balance to remain above 30% of expenditures

for the current and next fiscal years, which we view as a positive credit factor.

Given the city's historically strong budgetary performance, surplus results expected in 2020, and an essentially

balanced 2021 budget, we believe Spring Hill's budgetary flexibility will remain very strong.

Very strong liquidity

In our opinion, Spring Hill's liquidity is very strong, with total government available cash at 136.7% of total

governmental fund expenditures and 18.3x governmental debt service in 2019. In our view, the city has strong access

to external liquidity if necessary.

We expect that the city's total government cash position will remain within very strong liquidity parameters, given our

expectation of at least adequate budgetary performance. We do not consider the city's investments aggressive, as all

investments are held in collateralized operating accounts within a local bank and in U.S. Treasuries. Our opinion that

Spring Hill maintains strong access to external liquidity is based on the city's 15-year history of issuing GO bonds.

Spring Hill has no contingent liabilities that, in our opinion, could cause immediate or future liquidity risks. Series 2002,

2018, and 2019 Tennessee Municipal Bond Fund notes and 2016 capital note were privately placed; note documents

include standard payment provisions, no acceleration terms, and no unusual events of default.

Weak debt and contingent liability profile

In our view, Spring Hill's debt and contingent liability profile is weak. Total governmental fund debt service is 7.5% of

total governmental fund expenditures, and net direct debt is 171.1% of total governmental fund revenue. Overall, net

debt at $57 million is low at 2.1% of market value, which is in our view a positive credit factor.

Negatively affecting our view of the city's debt profile is its significant medium-term debt plans. We note that if the

city's overall net debt were to rise above 3.0% of its market value, the debt profile could weaken to a level that we

consider very weak. Spring Hill intends to issue additional debt to fund a new police headquarters building, new

library, renovate fire halls, and invest in a sewer plant expansion of approximately $48 million in 2022. A two-tier

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JULY 6, 2020   5

Summary: Spring Hill, Tennessee; General Obligation



property tax increase and water and sewer rate increases will help support debt service payments. The city has also

implemented adjustments to the traffic impact fee structure and these additional funds will be utilized to pay for

various street improvement projects identified in the city's capital improvement plan and Major Thoroughfare Plan.

Pension and other postemployment benefits

The city is not facing pressures from pension liabilities and other postemployment liabilities. Spring Hill participates in

the following plans:

Tennessee Consolidated Retirement System (TCRS)--Public Employee Retirement Plan: an agent multiple-employer

plan. The city's component is 92% funded, with a small net pension liability of $1.3 million as of June 30, 2018. The

contributions are actuarially determined.

The city does not provide postemployment medical insurance benefits to its employees.

Significant funding progress was made in relation to TCRS in the most recent year, with contributions above our

minimum funding progress metric. We believe that the plan's closed, level-dollar amortization of less than 20 years will

support a stable contributions schedule. However, the plan's 7.25% assumed discount rate leaves some risk of rising

pension costs as a result of exposure to market volatility.

Spring Hill's pension contributions totaled 3.0% of total governmental fund expenditures in 2019. The city made its full

annual required pension contribution in 2019.

Very strong institutional framework

The institutional framework score for Tennessee municipalities is very strong.

Related Research

• Through The ESG Lens 2.0: A Deeper Dive Into U.S. Public Finance Credit Factors, April 28, 2020

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

• Alternative Financing: Disclosure Is Critical To Credit Analysis In Public Finance, Feb. 18, 2014

• Criteria Guidance: Assessing U.S. Public Finance Pension And Other Postemployment Obligations For GO Debt,

Local Government GO Ratings, And State Ratings, Oct. 7, 2019

• 2019 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.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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