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New London GO

Unenhanced Rating A+(SPUR)/Stable Affirmed

Many issues are enhanced by bond insurance.

Rationale

Standard & Poor’s Ratings Services has assigned its ‘A+’ long-term rating, and stable outlook,
to New London, Conn.’ series 2010 refunding bonds and affirmed its *A+’ ratings on the city’s
previously rated general obligation (GO) debt, reflecting our view of:

= A local economy that over time has diversified away from military and defense-related
employment,

= Adequate income levels and slightly above average unemployment;

= Very strong per capita market values;

= A good level of general fund reserves, providing operating flexibility in what is still a very

challenging budgetary environment; and

A low debt burden and manageable future capital needs.

New London is located in southeastern Connecticut, approximately 50 miles southeast of
Hartford and 120 miles northeast of New York City. The city’s population is currently
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estimated at 25,900. Since the mid-1990s, the local economy has shifted away from a heavy focus on
defense-related activities toward more of a service-area-oriented economy. Core city employers include
Lawrence and Memorial Hospital (2,300 employees) and Connecticut College (845). The U.S. Coast
Guard (1,300 military and civilian employees) also maintains a solid presence within the city.
Nevertheless, unemployment in the city has historically been above the state and national averages.
Moreover, through the recession, the unemployment rate rose substantially, averaging 9.4% in 2009,
up from an average of 6.9% in 2008. Through August, the 2010 unemployment rate is slightly above
the state average at 11.6% compared with 9.1% for the state. Moreover, household income levels for
the city are adequate, in our view; 2008 median household effective buying income was 81% of the
national level.

The city’s tax base has seen modest growth over the past few years. For 2011, the city’s tax base (net
grand list) totaled $1.5 billion; this is an increase of 22% from 2009 levels due to a citywide
revaluation of the grand list. Based on the most recent taxable grand list, residential properties make up
54% of the tax base, which is a down from 59% before the revaluation. Conversely, commercial and
industrial properties now account for 45% of the grand list, which is up from 38% in 2009. On a full
market value basis, the equalized net grand list totals $2.3 billion, or what we consider a very strong
$91,521 per capita. The tax base remains very diverse, with the 10 largest taxpayers accounting for
119% of the grand list.

We consider the city’s financial profile to be good. At the close of fiscal 2009, the city reported $6.1
million (roughly 7.4 % of general fund operating expenditures) within the unreserved general fund
balance. In fiscal 2010, the city did realize decreases in some revenues, but management is projecting
closing the fiscal year with a budgetary surplus of $305,263.

The 2011 budget totals $80.6 million, which is an increase of 4.4% from the previous year. The city
revised revenues estimates downward by 2% for property tax receipts and other local revenues, but did
budget higher by roughly 10% for investment income and state aid. Property taxes are budgeted to
account for 49% of the city’s general fund revenues while state aid will account for 44%. Property tax
collections remained stable and strong in 2009, with a 97% collection rate, and current estimates
indicate no deviation from that level despite the higher unemployment. For long-term stability of
reserves, the city’s legislative body adopted a fund balance policy requiring a minimum undesignated
fund balance of between 5% and 10% of expenditures, which are levels we consider to be good to
strong.

Based on a review of several key financial practices, Standard & Poor’s considers New London’s
management practices “good’ under its Financial Management Assessment (FMA) methodology,
indicating that practices and policies exist in most key areas, although not all may be formalized. In
addition to the city’s formal fund balance policy, additional highlights include quarterly reporting of
budget performance and timely budget adjustments to address intrayear revenues and expenditure
changes. In addition, the city has had a better focus on financial and capital planning, evidenced by its
five-year capital plan, with funding sources attached to each project, and a five-year budget forecast,
used to identify future needs.
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The debt burden remains favorable, in our opinion, with overall debt per capita at $1,979, or a low
2.2% debt to market value. Amortization of principal is above average, with 68% retired in 10 years,
86% in 15 years, and 100% by 2030. In our view, debt service carrying charges are low, ranging from
4%-6% since fiscal 2002 and budgeted to be 6.3% in 2011.

Outlook

The stable outlook reflects our expectation that management will be able to maintain stability within
recurring revenues and recurring expenditures for the future as has been demonstrated recently. Further
stability reflects the diverse property tax base, coupled with the town’s strong tax collection history,
which we believe helps ensure continued stable property tax collections, which are the city’s primary
revenue source. In addition, based on the capital needs identified in the town’s capital plan, Standard &
Poor’s expects debt levels to remain manageable, given the current low debt burden.

Related Criteria And Research
USPF Criteria;: GO Debt, Oct. 12, 2006
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