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Summary:

Melrose, Massachusetts; General Obligation; Note

Credit Profile

US$18.785 mil GO rfdg bnds ser 2015 B due 08/01/2027

Long Term Rating AA+/Stable New

US$7.3 mil GO BANs dtd 11/13/2015 due 11/11/2016

Short Term Rating SP-1+ New

US$4.46 mil GO mun purp loan bnds ser 2015 A due 11/01/2035

Long Term Rating AA+/Stable New

Melrose GO

Long Term Rating AA+/Stable Affirmed

Melrose GO mun purp loan

Long Term Rating AA+/Stable Affirmed

Melrose GO

Unenhanced Rating AA+(SPUR)/Stable Affirmed

Many issues are enhanced by bond insurance.

Rationale

Standard & Poor's Ratings Services has assigned its 'AA+' long-term rating to the City of Melrose, Mass' series 2015A

general obligation (GO) municipal purpose loan bonds and series 2015B GO refunding bonds. At the same time,

Standard & Poor's affirmed its 'AA+' long-term rating on the city's GO debt outstanding. The outlook on all bonds is

stable.

In addition, Standard & Poor's assigned its 'SP-1+' short-term rating to Melrose's $7.3 million series 2015 bond

anticipation notes (BANs) maturing Nov. 11, 2016.

The short-term note rating reflects our criteria for evaluating and rating BANs. In our view, Melrose maintains a very

strong capacity to pay principal and interest when the notes come due. The city maintains what we view as a low

market risk profile because it has strong legal authority to issue long-term debt to take out the notes and is a frequent

issuer that regularly provides ongoing disclosure to market participants.

The city's full faith and credit pledge, subject to Proposition 2 1/2 secures the bonds and notes. We understand that

city officials will use series A bond and BAN proceeds to finance various equipment purchases and capital projects

throughout the city. The series B bond proceeds will be used to refund the city's series 2007 GO bonds outstanding for

debt service savings with no extension of maturity.

The long-term rating reflects our assessment of the following factors for Melrose:

• Very strong economy, with access to a broad and diverse metropolitan statistical area (MSA);
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• Strong management, with "good" financial policies and practices under our financial management assessment

(FMA) methodology;

• Strong budgetary performance, with slight operating surpluses in the general fund and at the total governmental

fund level;

• Adequate budgetary flexibility, with an available fund balance that we expect will decrease in the near term from its

fiscal 2014 level of 8.4% of operating expenditures;

• Very strong liquidity, with total government available cash of 14.8% of total governmental fund expenditures and

2.7x governmental debt service, and access to external liquidity we consider strong;

• Adequate debt and contingent liability position, with debt service carrying charges of 5.5% of expenditures and net

direct debt that is 66.4% of total governmental fund revenue, and low overall net debt at less than 3.0% of market

value and rapid amortization with 66.2% of debt scheduled to be retired in 10 years, but a large pension and other

postemployment benefit (OPEB) liability and the lack of a plan to sufficiently address the obligation; and

• Strong institutional framework score.

Very strong economy

We consider Melrose's economy very strong. The city, with an estimated population of 27,885, is located in Middlesex

County in the Boston-Cambridge-Newton MSA, which we consider to be broad and diverse. The city has a projected

per capita effective buying income of 144% of the national level and per capita market value of $138,723. Overall, the

city's market value grew by 5.8% over the past year to $3.9 billion in 2015. The county unemployment rate was 4.6%

in 2014.

Melrose is a primarily residential suburban community 7 miles north of Boston. Consequently, the city enjoys

convenient access to downtown Boston, and other employment centers throughout the region. The city is

experiencing a number of development redevelopment projects related to commercial and residential properties as a

result of management's rezoning initiative. Currently, there are three neighborhood business districts served by

commuter rail stations to enhance economic development opportunities and promote transit oriented development.

We believe this development will continue to have a positive impact on the city's tax base and, subsequently, property

tax revenues and other local receipt performance.

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.

Highlights include conservative budget assumptions and regular monitoring of budget performance with

budget-to-actuals reported to the Board of Aldermen monthly. The city's reserves are managed in accordance with

management's stated policy. The fund balance policy seeks a minimum fund balance in stabilization of 5% of

expenditures. There is a strong focus on capital planning, as evidenced by Melrose's five-year capital improvement

plan, which sets the parameters and outlays the debt and nondebt financing of all the capital projects within the plan.

The city does not have a formal debt management policy but targets nonexempt debt at no more than 5% of general

fund expenditures and amortization of principal at 75% over 10 years. We understand these are institutionalized

targets set forth by the mayor. The city adheres to its formal investment policy, which mirrors state guidelines and

requires monthly, as well as quarterly holdings and earnings reports. Management has historically projected revenues
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and expenditures as part of its planning, and in fiscal 2016 it will be implementing a system that will forecast out

through 2020, and will be published on the city's website.

Strong budgetary performance

Melrose's budgetary performance is strong in our opinion. The city had slight operating surpluses of 0.8% in the

general fund and 0.8% across all governmental funds in fiscal 2014. General fund operating results of the city have

been stable over the past three years, with a result of 0.4% in 2013 and a result of 0.1% in 2012.

Our calculation of general fund and total governmental fund performance includes adjustments for $2.3 million in total

governmental funds expenditures related to one-time capital outlay and total governmental fund revenues to reflect

transfers into the general fund from the city's enterprise funds for indirect costs totaling about $2 million and netting

out $1.8 million in Massachusetts School Building Authority reimbursement in the high school science lab fund.

The city's budgetary performance has been stable, closing with general fund surpluses in three of the past four fiscal

years. Unaudited results for fiscal 2015 show Melrose closed fiscal 2015 with a slight general fund drawdown of

$430,000 (0.5% of budget) and a total governmental funds drawdown of $1.4 million (1.5% of budget) after adjusting

for about $3.2 million in one-time capital spending financed by bond proceeds. Management attributes the fiscal 2015

general fund performance to a harsh winter, which led to increased snow and ice expenditures. City officials initially

budgeted about $500,000, and expended $2.5 million. However, the city has chosen not to amortize this cost over the

next three years and is subsequently closing the deficit with free cash and eligible Federal Emergency Management

Agency reimbursement.

The city's fiscal 2016 budget is balanced with recurring revenues equal to recurring expenditures and totals $72.8

million. Given the one-time nature of the city's snow and ice costs in 2015 and the balanced budget adopted for fiscal

2016, we anticipate the city's budgetary performance will remain strong over the next two fiscal years. Furthermore,

the city's revenue profile is stable with about 61% of the city's revenues related to property taxes and 28% from

intergovernmental aid. Tax collections have been strong, in our view, with the city averaging more than a 98%

collection rate on a current basis in the past four years. City officials are also seeking a $2.25 million override in

November of 2015 to fund increased education costs and other budget items. In our opinion, management's ability to

successfully achieve an override would allow Melrose to sustain a stable budgetary performance given that it would

permanently increase the tax levy beyond the 2.5% levy cap to support rising expenditures.

Adequate budgetary flexibility

Melrose's budgetary flexibility is adequate, in our view, with an available fund balance that we expect will decrease in

the near term from its fiscal 2014 level of 8.4%, or $7.1 million.

Unaudited results show the city's available reserves will decline to $6.43 million at the close of fiscal 2015 from $7.10

million in 2014, equivalent to about 7.8% of general fund expenditures. In the past four fiscal years the city's budgetary

flexibility has ranged from 7.5%-8.4% of general fund expenditures. Over the next two fiscal years, we believe the city

will continue to maintain at least an adequate level of available reserves given management's prudent budget practices,

and the stable credit conditions within the state.
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Very strong liquidity

In our opinion, Melrose's liquidity is very strong, with total government available cash of 14.8% of total governmental

fund expenditures and 2.7x governmental debt service in 2014. In our view, the town has strong access to external

liquidity if necessary.

Our liquidity calculation includes adjusting out about $12.1 million in restricted bond and BAN proceeds, as well as

restricted cash in the nonmajor governmental funds. The city maintains strong market access due to its frequent

issuance of GO bonds and BANs in the past 15 years. Overall, we anticipate the city's liquidity will remain very strong

as it has historically maintained a stable total governmental fund cash position.

Adequate debt and contingent liability profile

In our view, Melrose's debt and contingent liability profile is adequate. Total governmental fund debt service is 5.5% of

total governmental fund expenditures, and net direct debt is 66.4% of total governmental fund revenue. Overall net

debt is low at 1.6% of market value and approximately 66.2% of the direct debt is scheduled to be repaid within 10

years, which are in our view positive credit factors.

After this issue, the city will have $61.4 million in overall net debt outstanding, of which $7.3 million comprises BANs,

and net of $2.3 million in state aid reimbursement and $5.9 million in self-supporting water and sewer debt. We

understand the city does not have new debt plans over the next two fiscal years.

In our opinion, a credit weakness is Melrose's large pension and OPEB liability, without a plan in place that we think

will sufficiently address the obligation. Melrose's combined pension and OPEB contributions totaled 10.4% of total

governmental fund expenditures in 2015. Of that amount, 5.7% represented contributions to pension obligations and

4.7% represented OPEB payments. The city made its full annual required pension contribution in 2015. The pension

funded ratio is 54.0%.

Melrose participates in a cost-sharing, multiple-employer, defined-benefit pension plan administered by the Melrose

Contributory Retirement Board (the system). As of Jan. 1, 2014, the date of the most recent actuarial valuation, the

actuarial accrued unfunded liability is $55.8 million, assuming an 8% investment return.

As of Jan. 1, 2014, the city's OPEB unfunded actuarial accrued liability is $129.5 million. The OPEB annual required

contribution (ARC) was $11.6 million (about 12.3% of total governmental expenditures), and the city's actual

pay-as-you-go contribution was $4.4 million, or 38% of the ARC. City management adopted an OPEB trust fund in

fiscal 2014 with board of aldermen approval, and as of June 30, 2015, the balance of the fund is $125,850.

Overall, we believe Melrose's budgetary performance will remain pressured by the city's high pension and OPEB

contributions in the next three-to-five years. In addition, while we understand management has established a trust to

address the city's OPEB obligation and will also continue to pay 100% of the ARC for its pension liability, we still

believe officials lack a credible plan to alleviate the stress these unfunded liabilities will continue to pose on budgetary

performance.

Strong institutional framework

The institutional framework score for Massachusetts municipalities is strong.
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Outlook

The stable outlook reflects our view of Melrose's very strong economy, and supported by a strong management

environment with good financial management policies and practices. We do not expect to change the rating within our

two-year outlook horizon due to our expectation that the city will maintain a stable budgetary performance and

adequate budget flexibility.

Upward scenario

Consideration of a positive rating action over time would require further actions to mitigate the effects of Melrose's

long-term liabilities.

Downward scenario

Although unlikely during the two year parameter of the outlook period, significant pressure on budgetary performance

and flexibility due to rising pension and OPEB costs or significant additional debt issuance could lead to a downward

rating action.

Related Criteria And Research

Related Criteria

• USPF Criteria: Assigning Issue Credit Ratings Of Operating Entities, May 20, 2015

• USPF Criteria: Local Government GO Ratings Methodology And Assumptions, Sept. 12, 2013

• USPF Criteria: Bond Anticipation Note Rating Methodology, Aug. 31, 2011

• Criteria: Use of CreditWatch And Outlooks, Sept. 14, 2009

• USPF Criteria: Debt Statement Analysis, Aug. 22, 2006

• USPF Criteria: Financial Management Assessment, June 27, 2006

• USPF Criteria: Limited-Tax GO Debt, Jan. 10, 2002

Related Research

• Institutional Framework Overview: Massachusetts Local Governments

Complete ratings information is available to subscribers of RatingsDirect at www.globalcreditportal.com. All ratings

affected by this rating action can be found on Standard & Poor's public Web site at www.standardandpoors.com. Use

the Ratings search box located in the left column.
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reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
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activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established

policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain

regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P

Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any

damage alleged to have been suffered on account thereof.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and

not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase,

hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to

update the Content following publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment

and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does

not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives.
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system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be
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