This Preliminary Official Statement and the information contained herein are subject to completion and amendment. These securities may not be sold nor may an offer to buy be accepted prior to the time the Official Statement i

delivered in final form. Under no circumstances shall this Preliminary Official Statement constitute an offer to sell or a solicitation of an offer to buy, nor shall there be any sale of these securities in any jurisdiction in which said offei
solicitation or sale would be unlawful prior to registration or qualification under the securities laws of any jurisdiction. A definitive Official Statement with respect to these securities will be made available concurrently to their sale.

PRELIMINARY OFFICIAL STATEMENT DATED SEPTEMBER 30, 2014

NEW ISSUE Rating for the Bonds: S&P: “AAA”
In the opinion of Moses Afonso Ryan Ltd., Bond Counsel, based upon an analysis of existing law and assuming, among other matters, compliance with
certain covenants, interest on the $1,505,000 General Obligation Bonds, Series 2014 A (Tax-Exempt) (the “Bonds”) is excludable from gross income for federal
income tax purposes under the Internal Revenue Code of 1986 and interest on the Bonds is not an item of tax preference for the purpose of calculating the
alternative minimum tax imposed on individuals and corporations. Interest on the Bonds will, however, be included in the calculation of adjusted current earnings
for the purpose of computing the alternative minimum tax imposed on corporations. Interest on the $400,000 General Obligation Bond Anticipation Notes
(Federally Taxable) (the ’Notes™) is fully includable in gross income for federal income tax purposes. Under existing law, income from the Bonds and the Notes is
exempt from taxation by the State of Rhode Island (the *“State™) or any instrumentality of the State, although the income therefrom may be included in the measure
of Rhode Island estate taxes and certain Rhode Island corporate and business taxes. Bond Counsel expresses no opinion regarding any other tax consequences
related to the ownership or disposition of, or the accrual or receipt of interest on the Bonds or the Notes. See “TAX STATUS” and “APPENDIX C” herein.

PRELIMINARYOFFICIAL STATEMENT

of the
TOWN OF PORTSMOUTH, RHODE ISLAND
Relating to
$1,505,000 GENERAL OBLIGATION BONDS, SERIES 2014 A (Tax-Exempt)
Dated: Date of Delivery Due: As shown on the inside front cover
and

$400,000 GENERAL OBLIGATION BOND ANTICIPATION NOTES (Federally Taxable)

Dated: October 23, 2014 Due: October 22, 2015
Amount Interest Rate Reoffering Yield CUSIP No.*
$400,000 % %

The Bonds are issuable only as fully registered Bonds without coupons, and, when issued, will be registered in the name of Cede &
Co., as Bondowner and nominee for The Depository Trust Company ("DTC"), New York, New York. DTC will act as securities depository for
the Bonds. Purchases of the Bonds will be made in book-entry form, in the denomination of $5,000 or any integral multiple thereof. Purchasers
will not receive certificates representing their interest in Bonds purchased. So long as Cede & Co. is the Bondowner, as nominee of DTC,
references herein to the Bondowners or registered owners shall mean Cede & Co., as aforesaid, and shall not mean the Beneficial Owners (as
defined herein) of the Bonds. So long as DTC, or its nominee Cede & Co., is the Bondholder, principal and semiannual interest payments will be
made directly to such Bondholder. Principal of and interest on the Bonds will be payable to DTC by U.S. Bank National Association, as Paying
Agent. Disbursement of such payments to the DTC Participants is the responsibility of DTC and disbursements of such payments to Beneficial
Owners is the responsibility of the DTC Participants and the Indirect Participants, as more fully described herein. (See "THE BONDS AND THE
NOTES—Book-Entry Only System" herein.) Interest on the Bonds is computed on the basis of a 360-day year consisting of twelve 30-day
months.

The Bonds will be dated the date of delivery. Interest on the Bonds will be payable on April 15, 2015 and semiannually thereafter on
April 15 and October 15 of each year at the rates as shown in the maturity schedule on the inside front cover. Principal of the Bonds will be
payable on October 15 as shown in the maturity schedule on the inside front cover.

The Notes are issuable only as fully registered Notes, and, when issued, will be registered in the name of Cede & Co., as Noteowner
and nominee for DTC. DTC will act as securities depository for the Notes. Purchases of the Notes will be made in book-entry form, in the
denomination of $1,000 or any integral multiple thereof. Purchasers will not receive certificates representing their interest in Notes purchased.
So long as Cede & Co. is the Noteowner, as nominee of DTC, references herein to the Noteowners or registered owners shall mean Cede & Co.,
as aforesaid, and shall not mean the Beneficial Owners (as defined herein) of the Notes. So long as DTC, or its nominee Cede & Co., is the
Noteholder, such payments will be made directly to such Noteholder. Principal of and interest on the Notes will be payable to DTC by U.S. Bank
National Association, as Paying Agent. Disbursement of such payments to the DTC Participants is the responsibility of DTC and disbursements
of such payments to Beneficial Owners is the responsibility of the DTC Participants and the Indirect Participants, as more fully described herein.
(See "THE BONDS AND THE NOTES—Book-Entry Only System™ herein.) Interest on the Notes is computed on the basis of a 360-day
year consisting of twelve 30-day months.

The Bonds are subject to optional redemption prior to maturity, as further described herein. The Notes are not subject to
optional redemption prior to maturity.

The Bonds will be designated as “qualified tax exempt obligations” pursuant to Section 265(b)(3) of the Code.

The Bonds are being offered for sale at 11:00 A.M. on October 8, 2014 and the Notes are being offered for sale at 11:30 A.M. on October 1, 2014.
Reference is made to the official Notice of Sale for conditions of such sale. The Bonds and the Notes are offered for delivery when, as, and if issued, subject to the
final approving opinion of Moses Afonso Ryan Ltd., Bond Counsel, of Providence, Rhode Island, and to certain other conditions referred to herein. Public
Financial Management, Inc. will be serving as financial advisor for the Town on this transaction. It is expected that the Bonds and the Notes in definitive form will
be available for delivery to DTC in New York, New York, on or about October 23, 2014.

Public Financial Management, Inc.
Official Statement Dated October __, 2014

*See inside front cover.



$1,505,000 GENERAL OBLIGATION BONDS, SERIES 2014 A (Tax-Exempt)

MATURITIES, AMOUNTS, INTEREST RATES, PRICES OR YIELDS

Maturity Principal Interest Price or CUSIP Maturity Principal Interest Price or CUSIP
October 15 Amount Rate Yield No.* October 15 Amount Rate Yield No.*
2015 $155,000 2020 $150,000
2016 150,000 2021 150,000
2017 150,000 2022 150,000
2018 150,000 2023 150,000
2019 150,000 2024 150,000

*The CUSIP Numbers have been assigned by an independent company not affiliated with the Town or the Financial Advisor and are included solely for the
convenience of the holders of the Bonds and the Notes. Neither the Financial Advisor nor the Town is responsible for the selection or uses of the CUSIP numbers,
and no representation is made as to their correctness on the Bonds and the Notes or as indicated above. The CUSIP number for a specific maturity is subject to
being changed after the issuance of the Bonds and the Notes as a result of various subsequent actions including, but not limited to, a refunding in whole or in part of
such maturity.



TABLE OF CONTENTS Page

THE BONDS AND THE NOTES
Description 0f the BOndS and the INOTES .........c.e.iiriiiieiiiiieiei ettt ettt bttt ettt b e b et s e bbb bttt et b sttt st ek ebeses et ebes e st e st et ebeseaeneatabenene 1
RECOTA DIALE ...ttt bbb bbb b e e b b s et H b et b e b b st b st s e 1
Authorization and Purpose of the Bonds and the Notes ..

BOOK-ENITY ONLY SYSIEIM.......euiiiriitiiiiiirietetettiirtstetetet sttt ettt ettt bttt b es ettt et ebesea et st et ebes s et st e b e b e b ea e st b e bk e b e sttt et e b e st st et et ebesea et et ebebesea e st et ebebebentatatenene
ReAEMPION PTIOT T0 IMATUIIEY ...ttt ettt e b ettt h st s bbbt b et e bt st e st e bt e st b e st e b e e e e et e b ee e eb et eh et ea e s aes e et es e et enteb et ebe s ese st ese st esetenene
Security for the Bonds and the Notes
THE TOWN OF PORTSMOUTH ..
General........ccoocciiininncnne.
Government
PrINCIPAL OFFICTIALS ...ttt ettt ettt b ettt b e s et b e b bt a et st bbb ottt b ke b sttt et b sttt et e b s sttt bebe sttt e bbb bt ettt
Government Services.
Education
Municipal EMPLOYEES (FULL-TIIE) .......eueuiriiiieiiiiiiieiet ettt ettt ettt eb ettt es sttt s et b b bt s et b ek b ettt et b sttt s s et ebeses st ebebesea e st et ebebebenestabenene 8
Employee Relations
Retirement Plans.....
Other Post-Employment Plans ...
ECONOMIC CHARACTERISTICS ...ttt bbbttt ettt bbbttt eaenena 16
GIEIIETAL ...ttt ettt h e st a et et s ek e st e b et e bt e e et a2 es a4 e Rtk e R R ea e e R et oAt e e eR et e R e R e Rt e R e a e e R e ateE e et eh e s eh et e Rt A e Rt ee e Rt A oAtk eat e b et e Rt et e st et e s et en e beneebe s eneneas
Economic Development.
POPULATION ...ttt b ettt ettt b e bt eh e e st e b et et et e b e et e bt s eh e eeeh et eh et h b e e e b n £ e b e e bt eh et bt h b h e e st et et bbbt e st et s et enes
PI CaPIta INCOMIE. ...c..eeteiiteieieiet ettt ettt et s st e s et s et e st eb e e es e s e e st e s es et es e eh e e ea e eees e s es et es e s es b en e esen e eseatebeaseh et eaeesen e eses e et en e et entebentenensenenseneasenen
Median Family Income..
HOUSIIE ...ttt ettt b e bt h e e eh e s 4o st et eh e bt e b e e e h e et eh e 4o b et eh b e e e b et e b et e b et eh et bt h et a e e e st et a e bt b et bt ese et st enes
UNCMPLOYIMENE RALE ...ttt ettt ettt b et st e e st st e st et e st et e s s e b e s ea e e s es e eses e s es b es e b en e esen e es et eb et eb et eseesen e eae st et en e et enseb et eneasenenseneesenen
Monthly Unemployment Rate .
Employment...................
Major Private Employers.........
INDEBTEDNESS OF THE TOWN
DIEDt AT ...ttt bbbttt bbb bbb bt E e bbb s bbb bbbttt ettt
Actual Bonded Debt Service Requirements
Direct Debt Summary
SECULILY TOI The BOTIAS ...ttt ettt h bbb et e a et e bt e b et eh b e st e 4 e st et ea e et e et eb et eh e s eb e et ehe et eb et es e b e st s b et eb et et easebetebennene
Debt Ratios and Debt Per Capita
Authorized But Unissued Debt...
Tax Anticipation Notes.........
Bond Anticipation Notes
OVETIAPPING DIEDL .. vttt ettt ettt ettt eae et et e se st et e s e et e st et e s et e eses e et es et es e eses s esensesenses e st et e s es et eseesen e esene et emtesensese st esesseneeseseseneebeneesentesannas
FINANCIAL INFORMATION.
Financial Reporting
SCROOT AT .. h bbbttt
Reporting Requirements of Municipalities and School Districts..
STALE OVEISIZRL. ..ottt ettt ettt b et s e bbb et e e s s ettt st bt e e bt e et e a b s st e e b s sttt b bt s bt eaenen
BUAZELATY PTOCEAUIES ... eueviieiieietietetieteie ettt ettt ettt et et et et et e st e s e e es e s esesses et es e se st eseeses e eses et ese s es s esensesenses et et et es et eneesentesese et ent et ensesensenesseneeseneesenes
Budgets ......ccooeeviiniiiiee
Capital Improvement Programs..
PROPERTY TAXES......ccccooueuee
GINETAL ...t h e b b a b e b b e b h bR bbb bR e bt h bbb b b
TAX LIIMIEATIONS ...ttt ettt ettt ettt ettt e s b e st e s ea et et et e st es e s eneesen e eseme et eaeebea s es e s ee e aees e et es et en e s en e e b en e es et es e e es et es et en e e s en e es e st et en e e b et e b et en et ene et eneesenen
Analysis of Taxable Property ..
PrOPETLY VAIUATION ....c..veuiiiiiieieiiirieteiet ettt ettt bttt ettt bbbttt b b eb ettt b ek b sttt et b bt s et st et e b s s et st bbb sttt b ek eb e sttt et bebe et et et ebeseneaeaes
ASSESSEA VAIUALIONS ... ettt ettt ettt st es st e st et e st ebes s es e s es e e s e st et es e et ea e eb e s eseeses e s es et es e b en e b en e eseaees et es et eh et en e esen e ee e st et en e ek et e b et e st et ene et e st enenen
Property Tax Levy and Collections
Principal Taxpayers .........c..c.c.....
LITIGATION............
TAX STATUS L.ttt h et b ettt
CONDITIONS PRECEDENT TO DELIVERY ..ottt ettt
No Litigation Certificate
Certificate With Respect to Preliminary Official STAtEIMENL.............ccveueiiirieirieieieieieetet ettt ettt st ettt e b ese b et ssentesesaesensesensesessenesseneeseneesenes
ADPPIOVAL OF LEZALILY ...ttt ettt b st a e e bbbt st bbb bttt et b sttt s e ek b s ot et e b b st st bbb bttt bbbttt b sttt eee

APPENDIX A—Comparative General Fund Financial Statements
APPENDIX B—Audited Financial Statements for the Fiscal Year ended June 30, 2013 .
APPENDIX C—Proposed Forms of Legal Opinion for the Bonds and the Notes
APPENDIX D—Proposed Form of Continuing Disclosure Certificate




This Preliminary Official Statement is made available to prospective purchasers of the Bonds and the
Notes for review prior to purchase and is in a form deemed final by the Town as of its date (except for permitted
omissions) for purposes of paragraph (b)(1) of Securities and Exchange Commission Rule 15¢-2-12 (the “Rule”),
but is subject to revision, amendment and completion (as so revised, amended or completed such document will be
referred to as the “Final Preliminary Official Statement”).

This Preliminary Official Statement is not to be construed as a contract or agreement between the Town
of Portsmouth and the purchasers or holders of any of the Bonds and the Notes. Any statements made in this
Preliminary Official Statement involving matters of opinion, whether or not expressly so stated, are intended
merely as opinion and not as representations of fact. The information and expressions of opinion herein are
subject to change without notice and neither the delivery of this Preliminary Official Statement nor any sale
made hereunder shall, under any circumstances, create any implication that there has been no change in the
affairs of the Town since the date hereof.

All quotations from and summaries and explanations of provisions of laws and documents described
herein do not purport to be complete and reference is made to said laws and documents for full and complete
statements of their provisions.

No dealer, salesman or any other person has been authorized to give any information or to make any
representations, other than information and representations contained herein, in connection with the offering of
the Bonds and the Notes, and if given or made, such information or representations must not be relied upon. This
Preliminary Official Statement does not constitute an offer to sell or solicitation of an offer to buy any of
the Bonds and the Notes in any jurisdiction to any person to whom it is unlawful to make such offer or
solicitation in such jurisdiction. The information set forth herein has been furnished by the Town and other
sources which are believed to be reliable, but is not guaranteed as to accuracy or completeness.

Upon issuance, the Bonds and the Notes will not be registered under the Securities Act of 1933, as
amended, in reliance upon exemptions contained in such Act. The Bonds and the Notes will not be listed on any
stock or other securities exchange. Any registration or qualification of the Bonds and the Notes in accordance
with applicable provisions of securities laws of the states in which the Bonds and the Notes may be registered or
qualified and the exemption from registration or qualification in other states cannot be regarded as a
recommendation thereof. Neither the Securities and Exchange Commission nor any other federal, state or other
governmental entity or agency, except for the Town, will have passed upon the accuracy of the Preliminary
Official Statement or, except for the Town, approved the Bonds and the Notes for sale. Any representation to
the contrary may be a criminal offense.

The financial advisor to the Town has provided the following sentence for inclusion in this Preliminary
Official Statement. The financial advisor has reviewed the information in this Preliminary Official Statement in
accordance with, and as part of, its responsibilities to the Town and, as applicable, to investors under the federal
securities laws as applied to the facts and circumstances of this transaction, but the financial advisor does not
guarantee the accuracy or completeness of such information.

The Underwriter has provided the following sentence for inclusion in this Preliminary Official Statement.
The Underwriter has reviewed the information in this Preliminary Official Statement in accordance with, and as
part of, its responsibilities to the Town and, as applicable, to investors under the federal securities laws as applied
to the facts and circumstances of this transaction, but the Underwriter does not guarantee the accuracy or
completeness of such information.

The information relating to The Depository Trust Company ("DTC") and the book-entry only system
contained in this Preliminary Official Statement has been furnished by DTC (see "THE BONDS AND THE
NOTES--Book-Entry Only System' herein). No representation is made by the Town as to the adequacy or
accuracy of such information. The Town has not made any independent investigation of DTC or the book-entry
only system.

The cover page hereof, this page and the appendices attached hereto are part of this Preliminary Official
Statement.



PRELIMINARY OFFICIAL STATEMENT
of the
TOWN OF PORTSMOUTH, RHODE ISLAND
Relating to

$1,505,000 GENERAL OBLIGATION BONDS, SERIES 2014 A (Tax-Exempt)
and
$400,000 GENERAL OBLIGATION BOND ANTICIPATION NOTESS (Federally Taxable)

This Preliminary Official Statement provides certain information concerning the Town of Portsmouth, Rhode
Island (the "Town") in connection with the issuance by the Town of its $1,505,000 General Obligation Bonds, Series 2014
A (Tax-Exempt) dated the date of delivery (the "Bonds") and its $400,000 General Obligation Bond Anticipation Notes
(Federally Taxable) dated October 23, 2014 (the "Notes").

THE BONDS AND THE NOTES
Description of the Bonds and the Notes

The Bonds will be issued only as fully registered Bonds in the denomination of $5,000 or any integral multiple
thereof. The Bonds will be dated the date of delivery and will bear interest at the rates shown on the cover page hereof.

Interest on the Bonds will be payable on April 15, 2015 and semi-annually thereafter on April 15 and October 15
of each year at the rates shown in the maturity schedule on the cover page hereof. Principal of the Bonds will be payable
on October 15 of each year as set forth on the cover page hereof.

The Bonds are issuable only as fully registered Bonds without coupons, and, when issued, will be registered in
the name of Cede & Co., as Bondowner and nominee for The Depository Trust Company ("DTC"), New York, New
York. DTC will act as securities depository for the Bonds. Purchases of the Bonds will be made in book-entry form, in the
denomination of $5,000 or any multiple thereof. Purchasers will not receive certificates representing their interest in
Bonds purchased. So long as Cede & Co. is the Bondowner, as nominee of DTC, references herein to the Bondowners or
registered owners shall mean Cede & Co., as aforesaid, and shall not mean the Beneficial Owners (as defined herein) of
the Bonds. See "THE BONDS AND THE NOTES- Book-Entry Only System" below.

Principal of and interest are payable to DTC by U.S. Bank National Association as Paying Agent. So long as
DTC or its nominee, Cede & Co., is the Bondowner, such payments will be made directly to such Bondowner.
Disbursement of such payments to the DTC Participants is the responsibility of DTC and disbursement of such
payments to the Beneficial Owners is the responsibility of the DTC Participants and the Indirect Participants, as more
fully described herein. Interest on the Bonds is computed on the basis of a 360-day year consisting of twelve 30-day
months.

For every transfer and exchange of the Bonds, whether in certificated form or otherwise, the Beneficial Owner
may be charged a sum sufficient to cover any tax, fee or other governmental charge that may be imposed in relation
thereto. Adequate indemnification may be required to replace any lost, stolen or destroyed Bonds, whether in
certificated form or otherwise.

The Notes are issuable only as fully registered Notes and, when issued, will be registered in the name of Cede &
Co., as Noteholder and nominee for DTC. Principal of and interest on the Notes will be paid at maturity by U.S. Bank
National Association, Corporate Trust Department, Boston, Massachusetts as Paying Agent to DTC. DTC will act as
securities depository for the Notes. Purchases of the Notes will be made in book-entry form, in the denomination of $1,000
or any integral multiple thereof. Purchasers will not receive certificates representing their interest in Notes purchased. So
long as Cede & Co. is the Noteholder, as nominee of DTC, references herein to the Noteholders or registered owners shall
mean Cede & Co., as aforesaid, and shall not mean the Beneficial Owners (as defined herein) of the Notes. Interest on the
Notes is computed on the basis of a 30-day month and a 360 day year. See “THE BONDS AND THE NOTES - Book-
Entry Only System" below.

Record Date
The Record Date for each payment of interest on the Bonds is the close of business on the fifteenth day

preceding the interest payment date or, if such day is not a business day of the Paying Agent, the next preceding day
which is a regular business day of the Paying Agent.



The Record Date for the payment of interest on the Notes is the fifteenth day preceding the maturity date or, if
such a day is not a business day of the Paying Agent, the next preceding day which is a regular business day of the Paying
Agent.

Authorization and Purpose of the Bonds and the Notes

Bonds in the amount of $703,000 will be issued pursuant to §45-12-2 of the Rhode Island General Laws, a
resolution of the Town Council adopted May 14, 2014, the 2014-15 Operating Budget the Town adopted by ordinance on
June 23, 2014, and an ordinance of the Town Council duly adopted on September 22, 2014 to finance various capital
projects.

Bonds in the amount of $802,000 will be issued pursuant Chapter 367/469 of the Public Laws of 2007 and
Resolution 2008-08-12 of Town Council adopted August 12, 2008 to finance acquisition of land in the Town.

Notes in the amount of $400,000 will be issued pursuant to §45-12-2 of the Rhode Island General Laws and an
ordinance of the Town Council duly adopted on September 22, 2014 to finance the Town’s Septic System Loan Program.

Book-Entry Only System

This section describes how ownership of the Bonds and the Notes is to be transferred and how the principal of,
premium, if any, and interest on the Bonds and the Notes are to be paid to and credited by DTC while the Bonds and the
Notes are registered in its nominee name. The information in this section concerning DTC and the Book-Entry-Only
System has been provided by DTC for use in disclosure documents such as this Preliminary Official Statement. The Town
believes the source of such information to be reliable, but takes no responsibility for the accuracy or completeness
thereof.

The Town cannot and does not give any assurance that (1) DTC will distribute payments of debt service on the
Bonds and the Notes, or redemption or other notices, to DTC Participants, (2) DTC Participants or others will distribute
debt service payments paid to DTC or its nominee (as the registered owner of the Bonds and the Notes), or redemption or
other notices, to the Beneficial Owners, or that they will do so on a timely basis, or (3) DTC will serve and act in the
manner described in this Preliminary Olfficial Statement. The current rules applicable to DTC are on file with the
Securities and Exchange Commission, and the current procedures of DTC to be followed in dealing with DTC
Participants are on file with DTC.

The Depository Trust Company (“DTC”), New York, NY, will act as securities depository for the Bonds and the
Notes. The Bonds and the Notes will be issued as fully-registered securities registered in the name of Cede & Co. (DTC’s
partnership nominee) or such other name as may be requested by an authorized representative of DTC. One fully-
registered security certificate will be issued for each maturity of the Bonds and the Notes in the principal amounts of such
issue, and will be deposited with DTC.

DTC, the world’s largest securities depository, is a limited-purpose trust company organized under the New York
Banking Law, a “banking organization” within the meaning of the New York Banking Law, a member of the Federal
Reserve System, a “clearing corporation” within the meaning of the New York Uniform Commercial Code, and a “clearing
agency” registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds and
provides asset servicing for over 3.5 million issues of U.S. and non-U.S. equity issues, corporate and municipal debt
issues, and money market instruments (from over 100 countries) that DTC’s participants (“Direct Participants™) deposit
with DTC. DTC also facilitates the post-trade settlement among Direct Participants of sales and other securities
transactions in deposited securities, through electronic computerized book-entry transfers and pledges between Direct
Participants’ accounts. This eliminates the need for physical movement of securities certificates. Direct Participants
include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, and certain
other organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”).
DTCC is the holding company for DTC, National Securities Clearing Corporation and Fixed Income Clearing Corporation,
all of which are registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the DTC
system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies,
and clearing corporations that clear through or maintain a custodial relationship with a Direct Participant, either directly or
indirectly (“Indirect Participants”). DTC has Standard & Poor’s rating of AA+. The DTC Rules applicable to its
Participants are on file with the Securities and Exchange Commission. More information about DTC can be found at
www.dtcc.com and www.dtc.org.

Purchases of Bonds and the Notes under the DTC system must be made by or through Direct Participants, which
will receive a credit for the Bonds and the Notes on DTC’s records. The ownership interest of each actual purchaser of
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each Bond (“Beneficial Owner™) is in turn to be recorded on the Direct and Indirect Participants’ records. Beneficial
Owners will not receive written confirmation from DTC of their purchase. Beneficial Owners are, however, expected to
receive written confirmations providing details of the transaction, as well as periodic statements of their holdings, from the
Direct or Indirect Participant through which the Beneficial Owner entered into the transaction. Transfers of ownership
interests in the Bonds and the Notes are to be accomplished by entries made on the books of Direct and Indirect
Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their
ownership interests in Bonds and the Notes, except in the event that use of the book-entry system for the Bonds and the
Notes is discontinued.

To facilitate subsequent transfers, all Bonds and the Notes deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an
authorized representative of DTC. The deposit of Bonds and Notes with DTC and their registration in the name of Cede &
Co. or such other DTC nominee do not effect any change in beneficial ownership. DTC has no knowledge of the actual
Beneficial Owners of the Bonds and the Notes; DTC’s records reflect only the identity of the Direct Participants to whose
accounts such Bonds and Notes are credited, which may or may not be the Beneficial Owners. The Direct and Indirect
Participants will remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.
Beneficial Owners of Bonds and Notes may wish to take certain steps to augment the transmission to them of notices of
significant events with respect to the Bonds and the Notes, such as redemptions, tenders, defaults, and proposed
amendments to the Bond documents. For example, Beneficial Owners of Bonds and Notes may wish to ascertain that the
nominee holding the Bonds and the Notes for their benefit has agreed to obtain and transmit notices to Beneficial Owners.
In the alternative, Beneficial Owners may wish to provide their names and addresses to the registrar and request that copies
of notices be provided directly to them.

Redemption notices shall be sent to DTC. If less than all of the Bonds and the Notes issued within an issue are
being redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such issue to
be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to Securities unless
authorized by a Direct Participant in accordance with DTC’s MMI Procedures. Under its usual procedures, DTC mails an
Omnibus Proxy to the Town as soon as possible after the record date. The Omnibus Proxy assigns Cede & Co.’s
consenting or voting rights to those Direct Participants to whose accounts Securities are credited on the record date
(identified in a listing attached to the Omnibus Proxy).

Principal and interest payments on the Bonds and the Notes, and redemption proceeds, will be made to Cede &
Co., or such other nominee as may be required by an authorized representative of DTC. DTC’s practice is to credit Direct
Participants’ accounts, upon DTC’s receipt of funds and corresponding detail information from the Town or the Paying
Agent/Registrar on payable dates in accordance with their respective holdings shown on DTC’s records. Payments by
Participants to Beneficial Owners will be governed by standing instructions and customary practices, as in the case with
securities held for the accounts of customers in bearer form or registered in “street name,” and will be the responsibility of
such Participant and not of DTC, the Paying Agent or the Town, subject to any statutory or regulatory requirements as may
be in effect from time to time. Payment of redemption proceeds and principal and interest to Cede & Co., or such other
nominee as may be required by an authorized representative of DTC is the responsibility of the Town, disbursement of
such payments to Direct Participants shall be the responsibility of DTC, and disbursement of such payments to the
Beneficial Owners shall be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as securities depository with respect to the Bonds and the Notes at
any time by giving reasonable notice to the Town and the Paying Agent/Registrar. Under such circumstances, in the event
that a successor securities depository is not obtained, Bond certificates are required to be printed and delivered.

The Town may decide to discontinue use of the system of book-entry-only transfers through DTC (or a successor
securities depository). In that event, Bond certificates will be printed and delivered.

Use of Certain Terms in Other Sections of this Preliminary Official Statement. In reading this Preliminary
Official Statement it should be understood that while the Bonds and the Notes are in the Book-Entry-Only System,
references in other sections of this Preliminary Official Statement to registered owners should be read to include the person
for which the Participant acquires an interest in the Bonds and the Notes, but (i) all rights of ownership must be exercised



through DTC and the Book-Entry-Only System, and (ii) except as described above, notices that are to be given to
registered owners will be given only to DTC.

The information in this section concerning DTC and DTC’s Book-Entry-Only System has been obtained from
sources that the Town believes to be reliable, but neither the Town nor the Financial Advisor takes any responsibility for
the accuracy thereof.

Redemption Prior to Maturity
The Bonds

The Bonds maturing on or after October 15, 2022, shall be subject to optional redemption prior to their stated
dates of maturity, at the option of the Town, on or after October 15, 2021, as a whole or in part at any time (by lot by
DTC), in any order of maturity designated by the Town, at 100% of the aggregate principal amount of the Bonds to be
redeemed, together with interest accrued and unpaid to the redemption date.

Notice of any redemption of the Bonds, specifying the numbers and other designations of the Bonds to be
redeemed, shall be given not more than 60 days nor less than 30 days prior to the date set for redemption by mailing a copy
of such notice to DTC or its nominees.

The Town, so long as a book-entry system is used for determining beneficial ownership of the Bonds, shall send
any notice of redemption to DTC, or its nominee, as registered owner of the Bonds. Transfer of such notice to the DTC
Participants is the responsibility of DTC. Transfer of such notice to Beneficial Owners by DTC Participants is the
responsibility of the DTC Participants and other nominees of Beneficial Owners of the Bonds. Any failure of DTC to mail
such notice to any DTC Participant, or any failure by any DTC Participant to notify any Beneficial Owner, will not affect
the validity of the redemption of the Bonds. The Town can make no assurances that DTC, the DTC Participants or other
nominees of the Beneficial Owners of the Bonds will distribute such redemption notices to the Beneficial Owners of the
Bonds, or that they will do so on a timely basis, or that DTC will act as described in this Official Statement.

The Notes
The Notes are not subject to redemption prior to maturity.
Security for the Bonds and the Notes

The Bonds and the Notes will be valid general obligations of the Town, for the payment of which the full faith and
credit of the Town are pledged (See APPENDIX C-Proposed Forms of Legal Opinions for the Bonds and the Notes). The
Rhode Island General Laws provide that the Town shall annually appropriate a sum sufficient to pay the principal and
interest coming due within the year on all its bonds and notes to the extent that monies therefore are not otherwise
provided, and that if such sum is not appropriated, it shall nevertheless be added to the annual tax levy. In order to provide
such amount, all taxable property in the Town is subject to ad valorem taxation by the Town without limitation as to rate or
amount.

Claims for Payment Due

Rhode Island General Laws §45-15-5 permits any person who shall have any claim for money due from any
town to present a demand for such claim to the town council and, if satisfaction of such claim is not made within forty
(40) days, to commence an action against the town treasurer for recovery of the claim. If judgment is obtained for such
debt due and if the monies available in the town treasury are insufficient to pay the judgment, Rhode Island General Laws
§45-15-6 authorizes the town treasurer to apply to any justice of the peace for an order requiring the town to hold a town
meeting "for the speedy ordering and making a tax" to be collected for such purpose. If the town council shall fail to
voluntarily assess a tax sufficient to satisfy judgment on a town debt, the Superior Court is authorized to order the
assessors of the town "to assess upon the ratable property thereof, and the collector to collect, a tax sufficient for the
payment of such judgment, with an incidental costs and charges, and the expense of assessing and collecting the tax."

The rights of the holders of the Bonds and the Notes and the enforceability thereof may be subject to bankruptcy,
insolvency, reorganization, moratorium and other similar laws affecting creditors' rights heretofore or hereafter enacted to
the extent constitutionally applicable and their enforcement may also be subject to the exercise of judicial discretion in
appropriate cases.



Statutory Lien

Section 45-12-1 of the Rhode Island General Law provides for a statutory lien on ad valorem taxes and general
fund revenues for the benefit of general obligation debt of cities and towns and for giving priority to general obligation
debt in a bankruptcy. The validity and priority of the lien granted by §45-12-1 have not been adjudicated in any Chapter 9
bankruptcy proceeding. The amendments are summarized, in part, as follows:

The ad valorem taxes and general fund revenues of each city and town are pledged for the payment of principal
of, premium and interest on all general obligation bonds and notes of the city or town, whether or not the pledge is stated
in the bonds and notes or in the proceedings authorizing their issue and the pledge constitutes a first lien on such ad
valorem taxes and general fund revenues. In addition, annual appropriations for payment of financing leases and
obligations securing bonds, notes or certificates (“other financing obligations™), have a first lien on ad valorem taxes and
general fund revenues commencing on the date of each annual appropriation. Amounts appropriated or added to the tax
levy to pay principal of, premium and interest on general obligation bonds or notes and payments of other financing
obligations are applied to the payment of such obligations. Any municipal employee or official who intentionally violates
such provisions of §45-12-1 is personally liable to the city or town for any amounts not expended in accordance with such
appropriations. The superior court has jurisdiction to adjudicate claims brought by any city or town and to order such
relief as the court may find appropriate to prevent further violations under such provisions of §45-12-1. Any municipal
employee or official who violates such provisions of §45-12-1 is subject to removal.

Section 45-12-1 further provides in part, that: notwithstanding any provision of any other law, including the
Uniform Commercial Code, Title 6A of the Rhode Island General Laws: (1) the pledge of ad valorem taxes and general
fund revenues to the payment of the principal, premium and interest on general obligation bonds and notes and payment of
other financing obligations is valid and binding, and deemed continuously perfected from the time the bonds or notes or
other financing obligations are issued; (2) no filing need be made under the Uniform Commercial Code or otherwise to
perfect the first lien on ad valorem taxes and general fund revenues; (3) the pledge of ad valorem taxes or general fund
revenues is subject to the lien of the pledge without delivery or segregation, and the first lien on ad valorem taxes and
general fund revenues is valid and binding against all parties having claims of contract or tort or otherwise against the city
or town, whether or not the parties have notice thereof; and (4) the pledge shall be a statutory lien effective by operation of
law and shall apply to all general obligation bonds and notes and financing obligations of cities, towns and districts and
shall not require a security agreement to be effective.

The statutory provisions described above provide that ad valorem taxes and general fund revenues may be applied
as required by the pledge without further appropriation except for financing obligations which are subject to annual
appropriation.

State Aid Intercept

Rhode Island General Laws §45-12-32 creates a mechanism to enhance the creditworthiness of cities and towns in
financial stress by providing for a state aid intercept mechanism to pay general obligation bonds and notes. The intercept
mechanism is not a state guarantee. Under the statute, the finance director is required to notify the town administrator and
the town council if it appears to the finance director that the town is likely to be unable to pay in whole or in part the
principal or interest, or both, on any of its bonds, notes or certificates of indebtedness when due. If the town administrator
or town council, whether or not so notified, finds upon investigation that the payment cannot or is not likely to be made
when due, he, she, or they are required to certify the inability or likely inability to the Director of Revenue of the State.
The Town has never made such a certification. Upon receipt of the certificate, the Director of Revenue shall immediately
investigate the circumstances and, if the Director finds that the town is, or in the Director's opinion will be, unable to make
the payment when due, the Director shall forthwith certify the inability, the amount of the due or overdue payment and the
name of the paying agent for the bonds, notes or certificates of indebtedness to the General Treasurer of the State.

Notwithstanding any provision of general or special law or any rules or regulations with respect to the timing of
payment of state aid payments, not later than three (3) days after receipt of the certification from the Director of Revenue
or one business day prior to the date on which the principal or interest, or both, becomes due, whichever is later, the
General Treasurer of the State is required to pay to the paying agent the amount of the due or overdue payment certified to
him/her to the extent of the sums otherwise then payable and the sums estimated to become payable during the remainder
of the fiscal year, from the treasury, to the town. The amounts so paid to the paying agent are held in trust and exempt from
being levied upon, taken, sequestered or applied for any purpose other than paying principal or interest, or both, on bonds,
notes or certificates of indebtedness of the town.

For purposes of the statute, the sums otherwise payable from the treasury to a city or town shall be the funds made
available to cities or towns: (i) as state aid pursuant to chapter 45-13 of the Rhode Island General Laws, but specifically
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excluding reimbursements to cities and towns for the cost of state mandates pursuant to §45-13-9 of the Rhode Island
General Laws; (ii) as school housing aid pursuant to §§16-7-35— 16-7-47 of the Rhode Island General Laws, but subject
to any pledge to bonds issued to finance school projects by the Rhode Island Health and Educational Building Corporation,
and specifically excluding school operations aid provided for in §§16-7-15 — 16-7-34.3 of the Rhode Island General
Laws; (iii) in replacement of motor vehicle and trailer excise taxes pursuant to chapter 44-34.1 of the Rhode Island General
Laws; (iv) from the public service corporation tax pursuant to chapter 44-13 of the Rhode Island General Laws; (v) from
the local meal and beverage tax pursuant to §44-18-18.1 and the hotel tax pursuant to §44-18-36.1 of the Rhode Island
General Laws; and (vi) pursuant to all acts supplementing such chapters.

Enforceability of Town Obligations

Enforcement of a claim for payment of principal of or interest on a bond or note issued by the Town is subject to
the applicable provisions of the federal bankruptcy laws and of statutes, if any, hereafter enacted by the federal
government or the State of Rhode Island extending the time for payment of such obligations or imposing other
constitutionally valid constraints upon such enforcement.

Judicial enforcement of statutes such as Rhode Island General Laws §45-15-5 — 45-15-7 described above
under the heading "Claims for Payments Due", the statutory lien provided for in §45-12-1 and state aid intercepts such
as that provided for in §45-12-32 are within the discretion of a court. The status of these rights and remedies of owners
of bonds and notes in a proceeding to restructure city or town debt under Chapter 9 of the Federal Bankruptcy Code, or
pursuant to other subsequently enacted laws relating to creditors' rights has not been adjudicated.

THE TOWN OF PORTSMOUTH
General

The Town of Portsmouth (the “Town”), with a 2010 population of 17,389, is located approximately 20 miles
southeast of Providence. The Town occupies the northern portion of Aquidneck Island and is bordered by the Town of
Bristol on the north; the Town of Middletown on the south; the Town of Tiverton on the east; and Narragansett Bay on
the west. The Town limits extend over an area of 59.3 square miles, including a land area of 23.2 square miles and an
inland water area of 36.1 square miles. Routes 138 and 114 are major highways connecting the Town to I-195, 1-95,
Route 24 and the entire northeast corridor. Air transportation is available at the Newport State Air Park located in
Middletown, which provides charter air service to all major airports in New England and New York. The state’s major
airport facility is located in the City of Warwick, approximately 30 miles from the Town. Nationwide intercity rail
passenger service is offered through AMTRAK’s Providence station. Freight transportation is provided by railroads
and by local and long distance trucking firms and bus lines, and the nearby Port of Providence provides the Town with
excellent shipping facilities.

Government

Portsmouth was established in 1638 and incorporated as a town in 1640. The Town is governed by a seven
member Town Council, elected biennially in even years, and an appointed Town Administrator. The Town operates
under a Home Rule Charter, under which all powers of the Town (including those powers formerly vested in and
exercised by the Financial Town Meeting, which was discontinued) are vested in the elected Town Council. The Council
may enact local legislation subject only to the limitations imposed by Charter, the State Constitution and the General
Laws. Under the Charter, the Council determines policy, enacts law and appoints the Town Administrator.

The Town Administrator is responsible to the Council for the administration of Town government. John C.
Klimm is the current Town Administrator, having been appointed in February 2012. Mr. Klimm, prior to becoming the
Town Administrator, previously served as the Town Manager of Barnstable, MA for 12 years and prior to becoming town
manager, was an elected state legislator for eight years, served as a Selectman in Barnstable, and as the Southeast
Regional Director for the Massachusetts Housing Partnership.

The Finance Director is appointed by the Town Administrator with the approval of the Town Council. The
Finance Director of Portsmouth is James Lathrop, CPA. Mr. Lathrop has held this position since February 2014 and had
previously worked in the Town of Westerly as the consolidated Town and School Finance Director and maintains a CPA
practice.



Principal Officials

Length
Office Name Manner of Term Expires of Service
Selection
Town Administrator John C. Klimm Appointed 3 year 2/12/2015 2.5 years
Finance Director James Lathrop Appointed 3 year 2/10/2017 0.5 years
Town Solicitor Kevin Gavin Appointed n/a n/a 1.75 years
Superintendent of Schools ~ Ana C. Riley Appointed 3 year 6/10/2017 0.25 years

Government Services
Police
The Police Department employs 30 uniformed officers, a police chief, a deputy chief and 1 civilian clerk.

In addition, the Rhode Island State Police maintain a barracks in the Town. The barracks covers Newport and
Bristol Counties, and the City of East Providence. See “Budgets” herein.
Fire

The Fire Department employs 32 full-time professional firefighters, a fire chief and a deputy chief, 3 full-time and
2 part-time civilian dispatchers who staff 1 fire station. See “Budgets” herein.

Library

The Portsmouth Free Public Library was founded in 1898 as a non-profit corporation. An annual Town
appropriation, as well as various trusts and membership fees, support the operation of the Library. For fiscal years June
30,2013 and 2014, the Town has appropriated $445,477 and $463,296, respectively.

Recreation

Portsmouth offers excellent recreational activities which include swimming at various public beaches, salt and
fresh water fishing, boating, family picnic sites and various parks and groves, and several modern playground facilities
throughout the Town.

The Town has developed a campground on a 152-acre tract of land given to the Town by the federal government
in 1978. The Melville Ponds Campground offers public camping facilities that accommodate full utility hook-up sites for
recreational vehicles and small campers, and numerous tent sites. The campground contains several small ponds which
provide fishing and boating. Hiking and walking trails are also available. The campground is self- supporting and
generates sufficient surplus funds for future development.

There are four golf courses (one public, two semi-private and one private) and four marinas located within the
Town. The Portsmouth Senior Center offers various services and daily activities.

Solid Waste

The Town constructed a modern and efficient solid waste compaction station in 1974. The Town contracts a
private hauler to operate the station and transport the compacted waste to the State’s central landfill site in Johnston.
Recyclables are collected at the compact station and transported to the State’s “MURF” (Multi Use Recovery Facility) in
Johnston. The Town does not provide curbside removal; however, private haulers can be contracted at the homeowner’s
expense.

Sewers

The Town does not have a town wide municipal sewage system. Septic systems are utilized throughout the Town
for both commercial and private uses.



Water

Water is distributed throughout the Town by the Portsmouth Water and Fire District, except for a small area,
which is served by the City of Newport. The District is a separate legal entity from the Town and assesses user charges for
usage of water and its system. Water for the system is purchased from the City of Newport and the Town of Tiverton.

Utilities

National Grid serves the Town with electricity. Natural gas is also supplied by National Grid which maintains its
operating facilities and offices in Providence.

During fiscal year ended June 30, 2009, the Town completed the installation of a 336 foot-tall wind turbine at
Portsmouth High School. The wind turbine operated successfully until June 2012, when the gearbox that operates the
turbine failed. The Town was unable to seek remedies from the manufacturer as they were no longer in business. As the
turbine did not generate sufficient revenue in the current year to service the debt, the Town general fund advanced
$228,058 to the Wind Turbine Generator Fund (WTGF) to pay its debt obligations as they became due. At June 30, 2013,
the total amount advanced by the Town ($434,513) and the School Department ($57,784) have been reclassified and
reported as a long-term advance payable in the WTGF and a long-term advance receivable in the Governmental Activities
column in the statement of net position at June 30, 2013.

The Town is in the process of reviewing alternatives to address the failed wind turbine which includes the repair,
sale or possible removal.

Education

The general administration of the Town’s school system is directed by the seven member, elected School
Committee. The School Committee determines and controls all policies affecting the administration, construction,
maintenance, and operation of the public schools. The School Committee also appoints a superintendent of schools as its
chief administrative agent and such other administrative officers as are considered necessary.

The Town maintains and operates one high school (grades 9-12), one middle school (grades 5-8) and two
elementary schools (grades K-4).

According to the 2008-2012 American Community Survey, over 94 percent of Town residents over the age of 25
completed high school and over 49 percent hold a bachelor’s or higher degree. The average public school enrollment for

the 2013-14 school year is approximately 2,647 students and there are 232 teachers.

The following is a summary of school population in the Town:

School Year Enrollment
2009-10 2,859
2010-11 2,796
2011-12 2,715
2012-13 2,658
2013-14 2,611
2014-15 2,521 *
2015-16 2,479 *
2016-17 2,427 *
2017-18 2,379 *
2018-19 2,328 *
*Projected
Source: Rhode Island Department of Education.
Municipal Employees (Full-Time)
Fiscal Year Ending 6/30 2010 2011 2012 2013 2014
Municipal Government 103 103 102 102 105
School Department 328 328 325 318 323
Total Employees 431 431 427 420 428




Employee Relations

Number of Current Contract

Employees Organization Employees Expiration Date
Police Officers  International Brotherhood of Police Officers, Local #302 31 6/30/2014 *
Firefighters International Association of Firefighters , AFL-CIO, Local #1949 34 6/30/2016
Public Works  National Association of Government Employees, Local R.I. #280 14 6/30/2017
Teachers Employees' Retirement System of the State of Rhode Island 230 8/31/2016
Municipal Portsmouth Municipal Employees Association (PMEA) Local 871 17 6/30/2016

and non-union employees (Defined Supplemental Plan)

Other Certified R.I. Council 94, AFSCME, AFL-CIO, Local #2669 77 6/30/2015

* Currently in negotiations.
Retirement Plans

All eligible employees of the Town are covered by one of six pension plans: the Town Retirement Plan, which is
a single employer plan with a defined contribution component for certain employees (the “Town Plan”); the Employees'
Retirement System of the State of Rhode Island (the “Teachers' Plan’) and four distinct defined money purchase pension
plans (the “Defined Contribution Plans”) for: (1) full time National Association of Government Employees (NAGE) Local
280, Portsmouth Municipal Employees Association (PMEA) Local 871 and non-union employees (Defined Supplemental
Plan), (2) full time police officers hired after July 1, 2010 (Police Plan), (3) NAGE Local 280 members hired after July 1,
2010 (DPW Plan), and (4) the Town Administrator's Plan. A detailed presentation of the various plans is included as Note
12 of the notes to financial statements dated June 30, 2013 and is included in Appendix B.

Town Plan

The Town Plan is a single employer, contributory defined benefit pension plan which provides retirement,
disability and death benefits to all full-time employees of the Town except School Department personnel certified by the
Rhode Island Department of Education, police employees hired after July 1, 2010 and public works employees hired after
July 1, 2010.

As of July 1, 2013, there are a total of 316 participants in the plan including 165 active members and 119 retired
members. The normal retirement date for Police and Fire employees is upon completion of twenty years of credited
services and the later of age sixty or the completion of ten years of service for other employees.

Benefits and contributions for employees vary by employee type and are detailed below. The Town is required to
contribute an amount determined in accordance with the actuarial valuation. The Town’s contributions are detailed in the
table below:

Town Plan
Annual

Fiscal Pension Actual Percent Unfunded Funded
Year Cost Contribution Contributed Liability(l) Ratio
2013 $ 2,782,947 $ 2,782,947 100 % $35,708,019 521 %
2012 2,662,801 2,662,801 100 32,702,028 527
2011 2,514,420 2,514,420 100 22,110,434 61.5
2010 2,590,523 2,590,523 100 21,275,298 60.6
2009 2,346,316 2,346,316 100 19,675,078 61.6
2008 2,088,317 2,088,317 100 17,295,057 63.8

(1) Assumes asset appreciation of 8.0% annually for fiscal years 2008 - 2012 and assumes asset appreciation of
6.75% annually for fiscal year 2013.



Contributions in the amount of $2,264,398 and $3,515,288 have been budgeted for fiscal years 2014 and 2015,
respectively. The contributions for fiscal year 2014 were budgeted less than the annual required contribution in
anticipation of pension change being made through union negotiation. The contributions for fiscal year 2015 represent
100% of the annual required pension costs.

Effective July 1, 2013, the Town and the Unions agree to adopt the Town’s Municipal Pension Funding
Improvement Plan which employs both a defined benefit pension plan component (Town Plan) and a defined contribution
plan component (401[a] plan). Effective July 1, 2014 all existing Police, Fire, Town Hall, Non-Certified School
Employees, and Public Works employees, whether union and non-union, are enrolled in the Defined Contribution Plan
401(a). Depending on each union negotiation, essentially these employees will not accrue any additional benefits from the
Town after June 30, 2013 however they continue to contribute to the defined benefit plan and be able to retain their
earnings from the Town thru June 30, 2013.

Police Employees (Town Plan)

The monthly benefit of the Town Plan for Police employees hired prior to July 1, 2010 is equal to 60% of average
monthly earnings reduced prorata for service less than twenty years plus an additional 2% for up to five additional years
beyond twenty years up to a maximum benefit of 70%. Police employees covered by the Town Plan contribute 9% of
earnings. All police officers hired prior to July 1, 2010 are eligible for a COLA of 3%.

Fire Employees (Town Plan)

The monthly benefit of the Town Plan for Fire employees is equal to 60% of average monthly earnings reduced
prorata for service less than twenty years plus an additional 2% for up to seven additional years beyond twenty years up to
a maximum benefit of 74%. Effective July 1, 2013, the service benefits accrual rate for Fire employees changed from 3%
for the first twenty years plus 2% for the next seven years to 1% for all future years. Fire employees are eligible for a
COLA of 1.7% to 3% depending on date of retirement. Fire employees hired prior to July 1, 2013 are eligible for cost of
living adjustments (COLA) to pension and disability payments. Fire employees hired after July 1, 2013 are covered by the
Town Plan for disabilities only, and Fire employees hired after October 1, 2013 are not covered by the Town plan. Fire
employees covered by the Town plan contribute 4% of gross pay except the Fire Chiefs and Deputy Fire Chiefs who
contribute 6.5%.

Town Hall Union Employees (Town Plan)

The monthly benefit of the Town Plan for Town Hall union employees hired before July 1, 1998 is 50% of
average monthly earnings reduced prorata for service less than twenty years. The monthly benefit of the Town Plan for
Town Hall union employees hired on or after July 1, 1998 is 2.5% of average monthly earnings times years of credited
service up to a maximum of twenty seven years. Town Hall union employees are eligible for a COLA of 1.7% to 3%
depending on date of retirement. Town Hall union employees hired prior to July 1, 2012 contribute 5% of earnings. Town
Hall union employees hired after July 1, 2012 contribute 6% effective July 1, 2014.

Town Hall Non-Union (Management) Employees (Town Plan)

Town Hall non-union employees hired on or after July 1, 2004 contribute 5.5% of earnings until the maximum
benefit is earned. Any Town Hall non-union employees hired on or after July 1, 2012 are not covered by the Town Plan
but a Defined Contribution Plan 401(a).

Non-Certified School Employees (Town Plan)

The monthly benefit of the Town Plan for non-certified School employees is 2.5% of average monthly earnings
times years of credited service and further prorated for service less than twenty years. Effective October 1, 2013, the
service retirement benefit changed from 2.5% to 1% for all future years. Benefit accruals through September 30, 2013 are
grandfathered. Town Hall employees are eligible for a COLA of 1.7% to 3% depending on date of retirement. Non-
certified School employees hired on or after July 1, 2012 are covered by the Town Plan through September 30, 2013 and
then transfer to the 401(a) plan. Non-certified School employees hired on or after October 1, 2013 are covered by the
Defined Contribution Plan 401(a). Non-certified School employees covered by the Town Plan contribute 4% of earnings.

Public Works Employees (Town Plan)

The monthly benefit of the Town Plan for Public Works employees hired before July 1, 2010 is 50% of average
monthly earnings reduced prorata for service less than twenty years plus 2.5% for each additional year of service beyond
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age sixty with a maximum benefit of 67.5%. Public Works employees hired after July 1, 2004 who are management or
nonunion contribute 5.5% of earnings.

Locally Administered Pension Plans Experience Study

In accordance with Rhode Island General Laws Section 45-65-6, the Town submitted its Funding Improvement
Plan (FIP) to the Locally-Administered Pension Plans Study Commission. The Town had completed an actuarial valuation
and an experience study as of July 1, 2011. Based upon these results, the funded ratio of the pension plan as of July 1,
2011 was 51.7% and, therefore, the plan was considered to be in “critical status”. Based on the results of a new July 1,
2012 valuation, the plan’s funded ratio declined to 49.5% and the Annual Required Contribution for fiscal year 2014 was
$4,381,321. It should be noted that the Town assumes a return on investment of 6.75% which is lower than the
recommended rate of 7.50% and the Town uses a 5-year smoothing method for recognizing results different than actuarial
assumptions.

The FIP provides several options for emerging out of critical status. In general, the option selected by the Town
Council includes a number of pension plan concessions on the part of union employees. If the Town is unsuccessful or
only partially successful in its union negotiations, the increase in the annual required contribution will likely require a tax
increase to bring the Town to the maximum tax levy cap and/or reductions in budgeted expenditures.

The Town has successfully implemented several pension reforms with non-certified School, Town Hall, Fire and

Public Works employees. These reforms include cost of living (“COLA”) freezes for five years, COLA reductions from
3.0% to 1.70% and the establishment of the Defined Contribution Plans for new employees.
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Defined Contribution Plans
In addition to the Town Plan and the Teachers Plan, the Town has twelve defined contribution plans (ten for

Town employees and two for School Non-Certified employees). The plans are 401(a) money purchase plans which are
member managed and sponsored by ICMA.

Defined Contribution Plans

- Employee Employer
Plan Name Participants Contribution Contribution
Full-time NAGE Local 280 hired
on or after 7/1/2010 & PMEA 0 0
Local 871 members and non- 3.00% 1.75%
Defined Supplemental Plan union employees
Full-time NAGE Local 280 3.00% 3.00%
members hired prior to 7/1/2010
Full-time IBPO Local 302
Police Plan members hired on or after 8.00% 8.00%
7/1/2010
DPW Plan (1) Full-time NAGE Local 280 8.00% 8.00%
members
Full-time IAFF Local 1949
Fire Plan (1) members hired on or after 8.00% 8.00%
7/1/2013
Full-time PMEA Local 871
Town Hall Union (1) members hired on or after 8.00% 8.00%
7/1/2012
. Full-time IAFF Local 1949
Fire Plan (2 5.00% 1.00%
ire Plan (2) members hired prior to 7/1/2013 ’ ’
. Full-time PMEA Local 871
T Hall U 2 0.00% - 8.00% 1.00%
own Hall Union (2) members hired prior to 7/1/2012 ° ’ ’
Town Hall Non-Union Full-time Non-Union emp]oyees 8.00% 8.00%
POliCC Chlef POllce Chlef 800% 800%
Town Administrator Plan Town Administrator 32.00% 8.00%
Full-time Council 94 Local 2669
members hired on or after 8.00% 8.00%
School Non-Certified Plan (1) 7/1/2012
Full-time Council 94 Local 2669 8.00% 8.00%

School Non-Certified Plan (2) members hired prior to 7/1/2012
Deferred Compensation Plan

The Town offers its municipal employees a deferred compensation plan established in accordance with the
provisions of Internal Revenue Service Code Section 457. The Plan, available to certain municipal employees, permits the
deferral of a portion of their salary until future years. The deferred compensation is not available to employees until
termination, retirement, death or unforeseeable emergency.
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Teachers Plan

The Town provides retirement benefits to its public school teachers through its participation in the Employees’
Retirement System of Rhode Island, a statutory, mandatory, statewide, cost-sharing multi-employer defined benefit plan,
which first covered State teachers on July 1, 1949. ERSRI is administered as a unified statewide system by the State
Retirement Board, the composition of which is set forth in the pertinent State statute. The assets are held in the custody of
the State Treasurer as an undivided single fund.

Rhode Island General Law currently sets the defined benefit contribution rates of participating employees at
3.75% of salary. Annual required contributions by both employers and the State on behalf of those employees are
determined by actuaries and assessed as a percentage of participants’ payroll. The required contributions include (a)
normal costs; ()b) payments to amortize the unfunded frozen actuarial accrued liability as of June 30, 1999 over 30 years
initially, but in conjunction with the implementation of RIRSA the amortization period was reset to 25 years as of June 30,
2010; and (c) interest on the unfunded frozen actuarial liability. The Town participates in the optional Teachers Survivor
Benefits Fund, whereby the employer and the employee each contribute 1% of the first $9,600 of each participating
employee’s salary for survival benefits.

As prescribed by Rhode Island General Law, the State pays the entire portion of the defined benefit annual
required contribution attributable to the costs of contributions deferred by the State in prior years, plus 40% of
contributions assessed to employers on payroll not reimbursable through federal programs. For fiscal year 2013, the
Town’s actuarial required contributions were 14.01% of participant salary (19.29% for federally reimbursed salary), which
resulted in a contribution rate paid by the State on behalf of Town teachers of 7.88% ($1,798,946).

Effective with the June 30, 2011 actuarial valuation, the funding method was changed to the Individual Entry Age
Cost Method in order to be consistent with the Act and GASB statement No. 27 standards. The ERSRI does not maintain

separate data for each of its participants. The ERSRI’s website contains additional information (www.ersri.org).

The following are comparative highlights for 2009 through 2013 for the Teachers’ Retirement System as a whole:

6/30/2013 6/30/2012 6/30/2011 6/30/2010 6/30/2009

Active Participants 13,193 13,212 13,381 13,530 13,689
Pensioners & Beneficiaries 10,776 10,622 10,347 10,213 9,749
Inactive Participants 2,947 2,808 2,689 2,521 2,466
Net Assets $3,601,811,359 $3,499.847,941 $3,626,646,745 $3,196,511,775 $2,962,026,384
Employer Contributions 179,244,463 207,800,343 183,762,262 178,122,248 193,923,476
Member & Other Misc. Contributions 36,899,338 91,086,659 94,342,939 94,117,458 89,226,214
Total Contributions $ 216,143,801 $ 298,887,002 $ 278,105201 $ 272,239,706 $ 283,149,690
Investment Income 370,887,631 50,871,632 606,935,285 402,693,600 (765,400,473)
Total Income Available for Benefit Payments $ 587,031,432 § 349,758,634 § 885,040,486 $ 674,933,306 $ (482,250,783)
Benefit Payments (485,296,592)  (475,856,366)  (455,121,047)  (440,029,866)  (413,096,770)
Transfer & Other Adjustments 228,578 (701,072) 215,531 (418,049) -
Excess of Income Over Expenses $ 101,963,418 $ (126,798,804) $ 430,134,970 $ 234,485,391 $ (895,347,553)
Funded Ratio 58.1% 58.8% 59.7% 48.4% 58.1%

Compiled from Employee Retirement System of Rhode Island - Annual Report 2009-2013

Actuarial costs and liabilities, as shown in the summary presentation, are determined in the aggregate for the
ERSRI. Accordingly, employer contributions are first determined in the aggregate for all participating employers in this
multi-employer system and are then expressed as a percentage of the aggregate participating payroll. For fiscal year 2013,
the Town applied 60 percent of this factor to its participating payroll (the remaining 40 percent of the employer cost is
contributed by the State as well as the full cost of deferred contributions by the State).
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Over the past six years, the Town has made the following required contributions:

Employees' Retirement System of Rhode Island (Teachers)

Annual
Required
Fiscal Pension Actual Percent

Year Cost Contribution Contributed -
2013 $1,862,615 $ 1,862,615 100 %
2012 1,632,808 1,632,808 100
2011 1,378,156 1,378,156 100
2010 1,981,787 1,981,787 100
2009 1,707,253 1,707,253 100
2008 2,218,021 2,218,021 100

Contributions in the amount of $2,532,819 and $2,773,808 have been budgeted for fiscal years 2014 and 2015,
respectively. These contributions represent 100% of the annual required pension costs.

Defined Contribution Plan for ERSRI Participants

The Rhode Island Retirement Act of 2011 changed the defined benefit plan to a hybrid plan which includes a
defined contribution plan. The State selected TIAA-CREF to administer the plan. All employees in ERSRI are required to
participate. ERSRI employees contribute 5% of their annual salary into the defined contribution plan, with an additional
2% contribution for those employees that do not participate in Social Security, and the Town must contribute 1% of salary.
Participants have a selection of investments options chosen by the State and provided by TIAA-CREF.

Contributions to the defined contribution plan in the amount of $616,575 and $623,389 have been budgeted for
fiscal years 2014 and 2015, respectively.

Challenges to Pension Reform Under the Employees’ Retirement System of Rhode Island

Other than police, certain employees of the Town are participants in plans that are part of MERS and ERSRI. In
recent years, the Rhode Island General Assembly made certain reforms to MERS and ERSRI. The reforms, which were
included in legislation passed as part of the state budgets in 2009 and 2010 and in the Retirement Security Act of 2011, are
being challenged in numerous lawsuits brought by certain unions, active state and municipal employees, retired state
employees and associations of retired state employees, including employees of the Town, who maintain they are current
beneficiaries of MERS and ERSRI. The parties to the various lawsuits were ordered to participate in mediation which
resulted in a settlement that required approval of eligible members, however, eligible members voted to reject the
settlement. A trial date has not yet been set.

An adverse judgment to the State rendered in the litigation could significantly increase the Town’s Annual
Required Contribution (“ARC”). If there were to be a significant increase in the ARC, the Town may be required to (i)
raise additional revenue, (ii) reduce Town services, (iii) implement a combination of the foregoing, or (iv) take any other
measures as necessary.

Government Accounting Standards Board Statements 67 and 68

On June 25, 2012, the Government Accounting Standards Board (“GASB”) voted to approve two new standards
applicable to the accounting and financial reporting of public employee pensions by state and local
governments. Statement No. 67, Financial Reporting for Pension Plans ("GASB 67"), revises existing guidance for the
financial reports of most pension plans. Statement No. 68, Accounting and Financial Reporting for Pensions ("GASB
68"), revises and establishes new financial reporting requirements for most governments that provide their employees
with pension benefits. GASB 67 and 68 replace the requirements of GASB 25 and GASB 27. For the Town, the first
annual financial report under the new standards will be for the fiscal year ending June 30, 2014. Calculations and the
format of disclosures under GASB 67 and 68 will be different than under GASB 25 and 27. Copies of Statements 67 and
68, and a plain language summary, are currently available from GASB.
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Other Post-Employment Plans

Town OPEB Plan

The Town provides its workers with certain health care benefits after retirement sometimes called “other post-
employment benefits” or “OPEBs.” Changes in accounting rules require the Town to estimate its actuarial OPEB liability
and amortize the unfunded liability over thirty years beginning with the 2008-2009 fiscal year.

Through its single employer defined benefit plan (Town OPEB Plan), the town provides post-retirement
healthcare benefits to all Town employees who meet years of service and age requirements. The Town established an
OPEB trust fund (OPEB Trust) in fiscal year 2010. The Town pays 100% of the cost of the individual health care and
dental insurance for all retired eligible employees until Medicare eligibility, except for Public Works employees, who
contribute 20% of the medical and dental premiums. For Police and Fire employees, upon death of the retiree, health care
coverage continues to unmarried surviving spouse and dependent children up to age ten. For general employees, retiree
health care coverage is discontinued upon death of the retiree. The Town OPEB Plan’s provisions may be amended by the
Town and the trustees of the Town OPEB Plan. A detailed presentation of the various plans is included as Note 11 of the
notes to financial statements dated June 30, 2013 and is included in Appendix B.

Public Works, Fire and Police contributed 0.25%, 1.5% and 1.0% of salary, respectively, to the OPEB Trust.
Over the five six years, the Town has made the following contributions:

Town OPEB Plan
Annual

Fiscal Required Actual Percent Unfunded Funded
Year Contribution  Contribution  Contributed  Liability"’ Ratio
2013 $ 1297531  $ 724,032 55.80 % $12,688,743 3.1 %
2012 1,248,914 876,223 70.16 12,324,207 1.6
2011 1,345,177 638,328 4745 13,095,091 12
2010 1,569,039 645,276 41.13 13,026,759 0.0
2009 1,569,039 462,590 29.48 13,026,759 0.0

(1) Assumes discount rate of 5.24% in fiscal years 2011-2013 after OPEB Trust was started.

School OPEB Plan

The School Department maintains and administers a single employer OPEB benefit plan that covers all School
Department employees with fifteen years of service (School OPEB Plan). For fiscal year 2013, the School Department
paid 100% of the cost of individual health care insurance and dental insurance benefits for all retired eligible employees,
AFSCME and at-will employees for six years, NEA (teachers) and administrators for nine years, capped at the premium
cost at the time of retirement. If a retiree chose not to participate in the School OPEB Plan, the retiree would receive a
50% reimbursement of the cost of a single coverage for a six year period, capped at the premium cost at the time of
retirement. In 2012, the School Department changed the retiree health benefits provisions. The School Department’s
explicit subsidy will be discontinued once the retiree becomes Medicare eligible, even if they are still within the first six
years of retirement. Medicare eligible retirees may not be enrolled in the School Department’s plan unless they are among
the grandfathered current retirees who can remain in the School Department’s Medicare Supplement plan. Premium
reimbursement for employees who decline health care at retirement will be discontinued once the retiree is eligible for
Medicare, even if they are still within the first six years of retirement.

The School Department has not yet established a Trust to prefund OPEB liabilities. The amounts due for these
benefits are funded on a pay as you go basis. For the year ended June 30, 2013 the School Department Trust paid 100% of
the cost of individual health care insurance and dental benefits for all retired eligible employees for six years and an
additional three years for qualifying certified teachers or until the employee reaches the age of 65.
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Over the past five years, the Town has made the following contributions:

School OPEB Plan
Annual

Fiscal Required Actual Percent Unfunded Funded
Year Contribution  Contribution Contributed Liability Ratio
2013 $ 543,705 $ 297,235 54.67 % $ 4,717,025 0.0 %
2012 592,410 270,703 45.70 7,207,872 0.0
2011 1,071,313 388,188 36.23 10,258,675 0.0
2010 511,670 322,804 63.09 4,514,458 0.0
2009 511,670 299,602 58.55 4,514,458 0.0

ECONOMIC CHARACTERISTICS

General

The earliest sources of income for the Town’s residents were farming and boat building. Boat building continues
as one of the Town’s major industries. The State has designated the marine industry as one of five key sectors for economic
growth. There are 39 companies of varying sizes located in Portsmouth engaged in marine related services and
manufacturing. Manufacturing provides the largest number of jobs in the Town as of 2013, accounting for approximately
31% of private employment.

The Portsmouth Business Park a 45-acre business park, currently contains light industrial manufacturing firms.
The immediate access to state Route 24 places the Park in a strategic location for light industrial markets and labor supply.
Occupancy in the Portsmouth Business Park is holding steady at around 90% with only two lots unsold. The Park has 22
companies employing 216.

Raytheon Company, Naval and Maritime Integrated Systems, which currently employs approximately 1,753
people, are the largest private employer in the Town. This division is primarily involved in the research, development and
manufacture of sonar and electronic equipment.

The 2005 Base Realignment and Closure Commission’s (BRACC) recommendation firmly established the
Newport Naval Base as the nation’s leading naval educational center. The Naval Education and Training Center
(NETC) currently hosts twelve formal schools, including the Naval War College and the Naval Justice School. Each
year the NETC allocates major contracts to the civilian community for construction projects and research and
development activities. The United States Navy remains the most significant public sector employer on Aquidneck Island
and still contributes significant employment opportunities in the area.

Economic Development

The outlook for economic development in Portsmouth has improved over the past year. Indications of positive
growth are tied to new commercial construction, renewed job expansion by some sectors and the development of two large
land tracts that are positioned for development in the future. Growth of existing local businesses may stimulate additional
new development. While new development has been limited, an increase in inquiries to the Town’s building, planning and
business development offices indicates that there is growing interest and consideration for development projects. While
the State’s unemployment rate is among the highest in the nation, Aquidneck Island’s is lower than other parts of Rhode
Island.

In 2002, with assistance of the Town’s federal delegation prime excess Navy land in the middle of the Melville
Marine District was approved for release to bolster the Town’s local marine trades. The Rhode Island Commerce
Corporation, formerly the Rhode Island Economic Development Corporation, in cooperation with the Town, has been
working with a partnership of marine companies to transfer ownership of the former Navy fueling facility. The prime
waterfront land will be key in stimulating expansion of existing and new marine trades. When the transfer is completed
this year, Portsmouth Marine Partners (comprised of four existing Portsmouth marine companies) is poised for expansion.
The land will accommodate much needed space for the boat builders and create new facilities for smaller marine support
contractors. The transfer of the 30 acres will serve as a model for the future transfer of other larger parcels the Navy has
designated for disposal. There is very high demand for space in the area.
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The fact that Portsmouth is surrounded by water has been the major factor in creating its impressive history as a
leader in the marine trades industry. With three world class yacht companies in the Town, a large community of smaller
marine support businesses continues to flourish that provide a wide range of specialized services for the boating industry
and individual boat owners. The Melville companies have a renowned reputation within the industry for their high quality
of work.

A recent survey of the 39 marine companies in Portsmouth reflects that employment continues to improve. Total
employment by the marine trades in the Town has rebounded by 20% above the lows they experienced in 2010.
Comments on the future by principals of the marine companies indicate the coming years should be very positive. Overall
it appears the local marine trades did not suffer as much as some other areas of New England. The Rhode Island Marine
Trades Association continues a very active recruiting and job placement initiative to aid companies in identifying
employment opportunities and filling numerous full time positions. Their recent study showed that the marine industry is
one of the few sectors of Rhode Island’s economy that has shown growth. The study also showed that starting salaries in
the marine sector are above average and most include attractive benefit packages. In spite of the very poor employment
picture for the State, principals at the companies indicate that the worst is over and that many eliminated positions will be
reactivated.

Marine companies and associated marine trades have long been a significant contributor to the State. The marine
industry continues to be identified as a key growth sector for the State. The America’s Cup trial races held in Newport in
June 2012 were very successful and served to further stimulate the maritime economy. The rousing success of the Cup
races has led to attracting additional major marine races, regattas and associated events to be scheduled in the area as well
as a possible return of the America’s Cup events. The race activity provides a big boost for the marine industry as well as
area tourism and hospitality businesses. The races attracted participants, observers and media from around the world.

A new East Main Road/Rt. 138 retail building built on speculation has quickly gained tenants and is already at
80% leased. The building is only 10,000 square feet but it is indicative of a renewed interest by developers and the
availability of financing to encourage new development.

New construction is also underway on Portsmouth’s other primary artery, West Main Road/Rt. 114. Clocktower
Square was begun in 2007 on nine acres with construction of two buildings. The first phase of the development consists of
a restaurant and a 26,000 square foot two story building. The first buildings quickly filled out with a mix of uses. The
facilities have small local retail and medical offices, including scanning services. Recently construction has begun on an
additional 26,000 square foot building. Marketing is underway to attract a medical and general service offices as well as
specialty retail. Occupancy is scheduled for late 2014. The Clocktower Square property is approved for two additional
buildings. When completed, the $15 million, multi-phased project will consist of 6 buildings.

In the early ‘90s, forward looking citizens and local governments saw the need to plan ahead. Years of planning
and gathering of community desires led to the creation of the Aquidneck Island Planning Commission (AIPC). From this
grassroots initiative came the West Side Master Plan (WSMP). The WSMP is the result of twelve years of regional
planning efforts involving all three communities on Aquidneck Island. This unified plan has been unanimously adopted by
all three communities.

In Portsmouth, the focus for much of this plan is the potential reuse of 146 acres of former Navy petroleum tank
farms along the Eastern shore of Narragansett Bay. The release of the Navy land has been a key planning topic for several
years. In the spring of 2008, the Navy made it official that the former tank farms will be made available. The land is
ideally situated along the West coast of Aquidneck Island, adjacent to Rt. 114, the existing cluster of Melville marine
businesses and the Raytheon Company campus. There is much planning and analysis that must be accomplished to take
advantage of the valuable land. The government procedures for transfer of the land are extensive and very rigorous.

Following prescribed disposal procedures of the Navy, Portsmouth created the Portsmouth Redevelopment
Agency (PRA). The local PRA is empowered to own, sell and lease land on behalf of the Town. Initial ideas for reuse of
some Navy land envision a future business park focused on attracting a combination of marine trades, defense, homeland
security, municipal facilities, improved transportation facilities and open space. There is also interest in creating a solar
farm on a portion of the land.

Creating new space for marine trades and defense work will complement the existing concentration of similar
businesses. The marine trades in the Melville area are in need of expansion space. Inquiries have been received from
marine ventures outside the area interested in locating here. A similar attraction is possible with smaller defense
contractors desiring to be located near Raytheon and the Naval Undersea Warfare Center. Marine trades and defense and
homeland security are two of the key economic growth clusters identified by the State. These industries receive very
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active support from State agencies, including workforce development, to assist in attracting new and support for existing
businesses.

Additional future economic growth is possible on the shores of Narragansett Bay adjacent to the focus area of the
WSMP. Just south of the cluster of marine businesses in the Melville area is the site for the new Weaver Cove marina.
Necessary DEM and CRMC permits have been approved for a large marina and related commercial marine facilities. The
potential for the new marina is drawing much attention, as it will ease a scarcity of boat slips in Rhode Island and act as a
potential business growth generator. Having the new marina located adjacent to the 96 acre Melville Marine District
makes it a potential win-win. The plans include commercial facilities for on-shore support services and related marine
businesses. By including significant public access to the shoreline, the planned project is gaining wide support. The
completion of all phases of the project will involve over $130 million. The project is in the initial planning stage and has
received Planning Board approval to include 385 residential units in a village setting.

Also in the Melville area, the Town received endorsement to set aside four acres of the excess Navy land for a
multi-modal transportation activity. The site will serve as a parking area for a future rail shuttle between Portsmouth and
Newport. The existing Newport Dinner train has secured self-propelled passenger rail cars that will make the shuttle
service a reality. The Newport Dinner Train has received grant funding for an upgrade of the existing rail line located
along the West Side shoreline. The line currently is used for tourist activity and a dinner train. Tourist visits and special
corporate event traffic continues to grow.

Planned development along the West Side is being encouraged through the actions of the Town Planning
Department. The Town adopted changes to the Zoning Ordinance for the creation of Planned Marina Village
Developments and Planned Resort Developments. The zoning ordinances fully support the incorporation of “smart
growth” principles. The zoning ordinances include enforceable performance and preservation standards that will ensure
site development of benefit to the Town. The Planning Department is reviewing the existing zoning process to identify
changes that can expedite permitting procedures.

Despite workforce reductions, Raytheon Company continues to be the largest employer in Portsmouth. The
Portsmouth Seapower Capability Center is the global leader for naval and marine integrated systems for the defense
industry and the civilian marine community. The company continues with major work in underwater detection and
weapons systems as well as Navy missile systems. It has applied new uses for many of its systems to the field of
homeland security; both government projects and private industry. Raytheon has contracts with the Department of
Defense and the Department of Homeland Security for shipboard guidance systems and harbor and port protection
systems. Working with a $1.2 million congressional appropriation, it is developing and testing harbor and undersea
detection systems to protect critical infrastructure. Employment levels have been stabilized with continuing work on Navy
systems for all-weather carrier landings as well as torpedo and missile controls.

Raytheon recently consolidated all Portsmouth activity in one building. With this move they are actively
marketing the sale and or lease of 350,000 square feet in three light industry buildings as well as surrounding acreage.
This prime real estate is on busy West Main Road/Rt. 114 and convenient to off Island access and near the Naval Base and
Naval Undersea Warfare Center. The synergy of being located near existing defense and marine companies should make
the space very attractive.

Vacant parcels in the Town Center area are available for development of a mixed use project. Proposed changes
to East Main Road are planned to create a more pedestrian friendly corridor. The Rhode Island Department of
Transportation has fully endorsed the reconstruction of the road from four narrow lanes to a series of three roundabouts.
Public feedback at hearings is supportive.

A new medical diagnostic services building was built by Newport Hospital within the Town Center area adjacent
to an existing medical office building. The new facilities eliminate the need to travel to Newport and Fall River for
medical attention. The presence of The Imaging Center brings convenient key medical services to the area. The new
12,000 sq. ft. office building opened in 2007 and is now 100% leased.

One of the most prominent and attractive properties in the area is the exclusive “Carnegic Abbey Club”. The
Carnegie developments include high-end vacation homes and condos which impact town services much less than
conventional residential development. The new marina at Carnegie has quickly become an attractive amenity. The
centerpiece of the project is the 14 story tower consisting of exclusive condominiums, penthouses and amentities.

O’Neill Properties, the developer of the Carnegie projects, also acquired 73 acres of waterfront property just north
of the Carnegie facilities for their most recent project, “The Newport Club.” This project includes a recently completed
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indoor equestrian riding and training center and tennis club. The resort development will include 152 vacation homes, a
small marina and other club amenities.

Portsmouth is fortunate to have a large portion of the Town in a State designated Enterprise Zone. The Enterprise
Zone program offers incentives through property tax relief for new development as well as State income tax credits for
adding new jobs. As one of eleven areas in the State where special economic incentives are available, it serves as an
additional attraction to locate and expand in Portsmouth. In the fall of 2014, the Town expects to receive approval from
the Rhode Island Commerce Corporation to continue the Enterprise Zone program for an additional five years.

Population

The following table shows the Town’s population and the change in population relative to the State.

% Change Increase % Change Increase

Year Town (Decrease) State (Decrease)
2010 17,389 -0.4% 1,052,567 0.4%
2000 17,460 3.5% 1,048,319 4.5%
1990 16,857 18.2% 1,003,464 5.9%
1980 14,257 13.9% 947,154 -0.3%
1970 12,521 51.8% 949,723 10.5%
1960 8,251 25.4% 859,488 8.5%
1950 6,578 --- 791,896 -

Source: U.S. Bureau of the Census.
Per Capita Income

The following table sets forth the personal income per capita for Town and the State:

Year Town Rhode Island
2012 $41,554 $30,005
2010 42,099 28,707
1999 28,161 21,688
1989 17,899 14,981
1979 7,554 6,897

Source: U.S. Bureau of Census, 2000 and American FactFinder (2010/based on 2006-2010 American
Community Survey & 2012/based on 2008-2012 American Community Survey 5-Year estimates)

Median Family Income

The table below sets forth the Town’s median family income relative to the State and United States.

1979 1989 1999 2010 2012
Portsmouth $21,539 $46,669 $68,577 $77,712 $73,308
Rhode Island 19,448 39,172 52,781 54,902 56,102
United States 19,917 35,225 50,046 51,914 53,046

Source: U.S. Bureau of Census, 2000 and American FactFinder (2010/based on 2006-2010 American
Community Survey & 2012/based on 2008-2012 American Community Survey 5-Year estimates)
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Housing

According to the U.S. Census Bureau, 2008-2012 American Community Survey, it is estimated for 2012 there
were 8,108 dwelling units in the Town compared to 7,386 dwelling units in 2000. The additional 722 dwelling units
represents an increase of 0.78%. In 2010, of the 6,906 occupied housing units, 5,068 or 68.6% were owner occupied. The
following table sets forth building permits issued in the Town from 2009 to 2014:

Fiscal Year No. Permits Value
2009 17 $3,290,500
2010 6 3,243,495
2011 26 3,691,080
2012 16 4,252,692
2013 25 5,629,600

2014 15 9,177,600

Source: Town Building Inspector.
(1) Through June, 2014.

Unemployment Rate

Annual Average Unemployment Rate

2009 2010 2011 2012 2013
Portsmouth............ooooviiiiiiiiiiieeeeeee 8.8% 9.8% 9.8% 8.6% 8.2%
Rhode Island..........c.cccoveviiieeeiiciiieeeeceeeee 10.9 11.7 11.2 10.3 9.5
United States.......oovviivieeiiiecieeeee e 9.3 9.6 9.6 8.1 7.4

Not Seasonally Adjusted
Source: R.I. Department of Labor and Training/US Bureau of Labor Statistics.

Monthly Unemployment Rate

Monthly, as of 2014

January February March April May June
Portsmouth..........coccoeveneenenennn 10.0% 9.1% 8.7% 6.5% 6.6% 5.5%
Rhode Is land........ccccoceeuvveieeennee. 10.1 9.4 9.1 7.8 8.2 7.1
United States.......c.ccoceeverereerennene. 7.0 7.0 6.8 59 6.1 6.3

Not Seasonally Adjusted
Source: R.I. Department of Labor and Training/US Bureau of Labor Statistics.
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Employment

Rhode Island Department of Labor Training
Quarterly Census of Employment & Wages
Town Summary - 2013 Annual

In 2013, the Town had 519 private businesses and governments subject to employment security taxes with
quarterly payrolls which totaled $299,622,434 and the average number of persons employed was 5,717 according to the
most recent statistics. The following is a listing of the various types of industry in the Town covered by the Department of
Labor and Training.

Number Average Total
of Units Employment Wages

Total Private & Government 519 5,717 $299.662,434
Total Private Only 503 5,121 265,739,639
Agriculture, Forestry, Fishing & Hunting 16 44 1,151,277
Mining - - -
Utilities 1 4 71,904
Construction 60 290 13,469,711
Manufacturing 23 1,586 140,137,173
Wholesale Trade 23 114 8,282,410
Retail Trade 55 482 14,613,721
Transpiration & Warehousing 9 80 2,310,399
Information 12 80 5,046,786
Finance & Insurance 18 64 2,986,725
Real Estate & Rental & Leasing 15 143 4,772,540
Professional & Technical Services 73 152 9,251,670
Management of Companies

& Enterprises 4 21 1,317,654
Administrative Support & Waste Mgmt. 36 206 672,645
Educational Services 17 270 10,884,479
health Care & Social Assistance 45 840 27,252,518
Arts, Entertainment, & Recreation 10 101 2,653,512
Accommodation & Food Services 40 475 8,827,993
Other services, 52 170 5,984,522

(except Public Administration)
Unclassified Establishments - - -
Government 17 596 33,922,795

Source: Rhode Island Department of Labor and Training.

Major Private Employers

Employer Nature of Business Employee’s

Raytheon Company Defense, homeland security 1,250

Visiting Nurse Services Medical & social services 250

New England Boatworks Marine construction, repair, sales, 127
storage & marina

The Hinckley Company Marine repair, storage, sales, 115
Brokering & marina

Hodges Badge Design & manufacture of awards, 91
Ribbons, mementos

Vanguard Sailboats Manufacturer of recreational sailing 80
Craft

International Manufacturing Svcs. Chip & resistor manufacturer 47

Source: Town Officials.
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INDEBTEDNESS OF THE TOWN

Debt Limit

Except as provided below, under Rhode Island Law the Town may not, without special statutory authorization, or
ministerial approval by the Auditor General of the State (described below), incur any debt which would increase its
aggregate indebtedness not otherwise excepted by law to an amount greater than 3% of the full assessed value of the
taxable property within the Town. Deducted from the computation of aggregated indebtedness is the amount of any
borrowing in anticipation of taxes authorized by law and the amount of any fund held on account to pay such indebtedness
maintained by the Town. In computing the value of taxable property, motor vehicles and trailers are valued at full value
without regard to assessed value reductions provided for in other sections of the general laws. In July 2007, the Rhode
Island State Legislature enacted legislation providing for ministerial approval by the State’s Auditor General of debt
outside of the 3% debt limit for communities with an “A” rating or better, if the community satisfies certain requirements.

The State Legislature may by special act permit the Town to incur indebtedness outside the limitations imposed
by the 3% debt limit. As of June 30, 2014, the Town had $4,180,941 in bonds and bond anticipation notes outstanding
which are subject to the 3% debt limit. The 3% debt limit of the Town is $97,251,568 based on assessed valuations as of
December 31, 2013 of $3,241,718,940, leaving a remaining 3% debt limit capacity of $93,070,628. The Town has no debt
outstanding under the ministerial approval process.

In addition to debt authorized within the 3% debt limit and debt authorized by special act of the Legislature,
Rhode Island General Laws §45-12-11 authorizes the Rhode Island State Director of Administration, upon petition by a
municipality, to authorize such municipality to incur indebtedness in excess of the 3% debt limit whenever the Director
shall determine that the sums appropriated by the municipality or its funds available are insufficient to pay the necessary
expenses of the municipality. The Town has never requested the State Director of Administration to authorize
indebtedness of the Town under §45-12-11.

Actual Bonded Debt Service Requirements

The following table sets forth a schedule of debt service for the outstanding bonds of the Town.

Fiscal GO Bonds CREB Loans This Issue of Bonds

Year Principal Interest Principal Interest Principal Interest Total
2015 $  2,234700 $ 433,263 $ 199,714 § 21,956 $ 2,889,633
2016 2,130,000 377,839 199,714 19,435 2,726,988
2017 1,570,000 315,122 199,714 16,914 2,101,750
2018 1,313,000 267,068 199,714 14,393 1,794,175
2019 1,265,000 219,195 199,714 11,872 1,695,781
2020 1,074,000 172,958 199,714 9,351 1,456,023
2021 1,064,000 130,581 199,714 6,830 1,401,125
2022 604,000 95,379 199,714 4,309 903,402
2023 474,000 70,352 199,714 1,788 745,854
2024 474,000 50,391 26,381 264 551,035
2025 384,000 31,217 - - 415,217
2026 280,000 16,343 - - 296,343
2027 105,000 5,645 - - 110,645
2028 105,000 2,823 - - 107,823
2029 - - - - -
2030 - - - - -
2031 - - - - -
2032 - - - - -
2033 - - - - -
2034 - - - - -
2035 - - - - -
Total $13,076,700 $2,188,173 $ 1,823,809 § 107,111 $17,195,794
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Direct Debt Summary

FY2010 FY 2011 FY 2012 FY 2013 FY 2014
GO Bonds $ 10,873,082 $§ 12,069282 $ 11,179,482 $ 9,991,411 $ 8,196,700
RIHEBC School Bonds 6,035,000 5,375,000 4,785,000 4,270,000 4,880,000
Total Direct Debt $ 16,908,082 $ 17444282 $ 15,964,482 $ 14261411 $ 13,076,700
Debt Ratios and Debt Per Capita
Outstanding Debt $ 16,908,082 $§ 17444282 § 15,964,482 14,261,411 13,076,700
Population 17,389 17,389 17,389 17,389 17,389
Gross Bonded Debt Per Capita $ 972 $ 1,003 $ 918 820.14 752.01
Net Assessed Valuations $3,705,159,854  $3,829,725,644  $3,241,923,705  $3,242,159,907  $3,257,969,891
Ratio of Assessment 100% 100% 100% 100% 100%
Estimated Full Market Value (EFMV) $3,705,159,854  $3,829,725,644  $3,241,923,705  $3,242,159,907  $3,257,969,891
Ratio of Outstanding Debt to EFMV 0.46% 0.46% 0.49% 0.44% 0.40%
Source: Towns Tax Collector/Assessor.
Authorized But Unissued Debt
Original Remaining
Authorization Purpose Authority Bonds Issued Authority
Chapters 126/323 Renovation of Town $2,164,880 $2,084,880 $80,000
RI Public Laws of 1988 Buildings
Chapters 126/323 Purchase of Fire $140,000 $130,000 $10,000
RI Public Laws of 1988 Apparatus
Chapters 126/323 Purchase of Public $14,000 $0 $14,000
RI Public Laws of 1988 Works Equipment
Chapter 616 Open Space $1,000,000 $29,000 $971,000
RI Public Laws of 1987 Acquisition/Preservation
Chapters 367/469 Open Space and $4,000,000 $3,032,000 $968,000
RI Public Laws of 2007 Recreation
Totals $7,318,880 $5,275,880 $2,043,000

Tax Anticipation Notes

Under State law, the Town may borrow in anticipation of the receipt of the proceeds of the property tax due in
such fiscal year. Tax anticipation notes must be payable not later than one year from their date, but notes issued for less
than one year may be renewed provided such renewal notes are payable within one year of the date of the original notes.

The Town has not issued Tax Anticipation Notes since June 19, 1998 when it issued a $675,000 tax anticipation

note which matured May 19, 1999.

Bond Anticipation Notes

The Town currently has no outstanding Bond Anticipation Notes.

Overlapping Debt

The Portsmouth Water and Fire District, wholly within and covering approximately 90% of the Town,

provides customers with treated water which is purchased from the City of Newport. The District is a separate legal entity
from the Town. District operations are supported by both user charges and use of .16 mils of the 15-mil tax levy available
to the District. In practice, user charges cover operations and maintenance expenses, and District taxes cover debt service;
however, taxes could be used to cover all expenses if desired. The District had bonds outstanding as of fiscal year end
April 30, 2013 in the amount of $3,180,477. The Town has no contingent liability for the obligations of the Fire District.
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FINANCIAL INFORMATION
Financial Reporting

The Town’s financial statements for the year ended June 30, 2013 have been audited by Marcum LLP, Certified
Public Accountants. The audit report for the year ended June 30, 2013 is included in Appendix B.

The Town prepares its General Fund, Special Revenue Fund and the Trust and Agency Fund types on the
modified accrual basis of accounting. See Note 1 to the Audit Report for details.

School Aid
State School Basic Education Aid for Operations

Pursuant to Rhode Island General Laws Sections 16-7-15 to 16-7-34 et seq., as amended, the State provides basic
education aid to each municipality and school district in the State, subject to annual appropriation by the General
Assembly. The statutes provide for reimbursement of school expenditures based on a formula which adjusts the
reimbursement ratio based on the relative equalized valuation of property and median family income relative to the State as
a whole. There are no assurances, however, that the Rhode Island General Assembly will continue this program or
appropriate sufficient funds for its implementation. State school basic education aid is subject to pro-rata reduction in
accordance with State law.

In the 2010 session of the General Assembly, legislation was passed which will substantially change the funding
formula for school operations. As a result of the new funding formula, the Town will receive a reduction in state basis
operations aid in the total amount of approximately $200,000 from FY 2013 through FY 2017. In fiscal year 2013 the
Town received $4,794,137 and in fiscal year 2014 the Town received $4,570,144. The Town expects to receive
$4,303,672 in fiscal year 2015.

School Construction Aid

Pursuant to Rhode Island General Laws §16-7-35 to 16-7-47, as amended, the State provides
construction aid to Rhode Island municipalities for the cost of building or renovating public schools. All buildings
constructed or renovated since July 1, 1949 are eligible for assistance of a minimum of 30% of the full cost of such
buildings. Such assistance level may be further increased by a formula which takes into account the equalized assessed
valuation and debt service burden of the particular municipality. For the fiscal year ended June 30, 2014, the Town
received $395,156 in construction aid. For the fiscal year ending June 30, 2015 the Town expects to receive $395,156 in
construction aid. For projects approved by the voters after June 30, 2003, the cost of interest on any bond will be
reimbursed as an eligible project cost only if the bonds for these projects are issued through the Rhode Island Health and
Educational Building Corporation. The legislation authorizing State School Construction Aid is subject to future change
and all State aid is subject to annual appropriation by the Rhode Island General Assembly.

Commencing with fiscal year 1990-91, school housing project costs include the cost of interest on any bond
issued after July 1, 1988.

State aid reimbursement for school construction projects is based on the share ratio established for that year by
the Rhode Island Department of Education. For fiscal year 2014, the Town's share ratio is 40.0%. This ratio can vary
from year to year. The recently enacted funding formula also raises the minimum reimbursement percentage to 40% for
the fiscal year 2012 payments and thereafter.

Reporting Requirements of Municipalities and School Districts

State law imposes financial reporting requirements for municipalities in order to ensure that municipalities
and school districts monitor their financial operations on an ongoing basis and to prevent potential budget deficits
(Rhode Island General Laws §45-12-22 (the "Financial Reporting Act")).

Reporting

» The chief financial officer of the municipality must submit monthly reports to the municipality's chief
executive officer, each member of the city or town council, and school district committee certifying the
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status of the municipal budget, including the school department budget or regional school budget.

The chief financial officer of the municipality must also submit quarterly reports to the State Office of
Municipal Affairs certifying the status of the municipal budget. The chief financial officer of the school
department or school district shall certify the status of the school district's budget and shall assist in the
preparation of these reports.

If any reports project a year-end deficit, the chief financial officer of the municipality must submit a
corrective action plan, providing for the avoidance of a year-end deficit, to the State Office of Municipal
Affairs no later than thirty (30) days after completion of his or her monthly budget analysis.

If, at the end of the fiscal year, the chief financial officer determines that it is likely that the city or town's
general fund or combined general fund and unrestricted school special revenue fund will incur a deficit, the
municipality must immediately develop a plan to eliminate the accumulated year-end deficit by annual
appropriation over no more than five (5) years. This plan must be submitted to the State Auditor General for
approval.

Restrictions and Requirements

Remedies

No municipality can sell long-term bonds in order to fund a deficit without prior approval by the Rhode
Island Auditor General and the Director of the Rhode Island Department of Administration.

No municipality can incur expenditures or obligate the municipality to expend unbudgeted amounts in
excess of $100,000 without first notifying the city or town council of the proposed expenditure and
identifying the source of funding. Any such expenditure must be included in the chief financial officer's
monthly report.

No school committee or school department can incur accumulated unbudgeted expenditures in excess of
$100,000 without notifying the chief financial officer of the municipality of the proposed expenditure and
identifying the source of funding. Any such expenditure must be included in the chief financial officer's
monthly report.

School committees, boards or regional school districts that are independent government entities within a
municipality must cooperate in providing to the chief financial officer all information needed to formulate
his or her reports and the deficit elimination plan.

If a municipality does not comply with the requirements of the Financial Reporting Act, the State Auditor
General or State Office of Municipal Affairs, through the Director of Administration, may elect any or all
of the following remedies:

- Petition the Superior Court for mandatory injunctive relief seeking compliance with the provisions
of the Financial Reporting Act;

- In the event a municipality fails to provide a year-end deficit elimination plan, implement a
financial review commission pursuant to Rhode Island General Laws §45-9-3; or

- Withhold State Aid.

If a school committee or board fails to cooperate with the municipality or provide all information requested
by the chief financial officer needed to formulate a plan:
- The Auditor General or the Director of Administration may petition the Superior Court to order
the school committee or board to cooperate; and

- The Director of Administration may also direct the Rhode Island Controller and General Treasurer
to withhold state aid from a school committee until the school committee or board cooperates in
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the formulation of the plan.
State Oversight

On June 11, 2010 the Rhode Island General Assembly enacted “An Act Relating to Cities and Towns -
Providing Financial Stability” the purposes of which are (1) to provide a mechanism for the State to work with cities and
towns undergoing financial distress that threatens the fiscal well-being, public safety and welfare of such cities and towns,
or welfare of other cities and towns or the state, and (2) to provide stability to the municipal credit markets for Rhode
Island and its cities and towns through a predictable, stable mechanism for addressing cities and towns in financial
distress.

The Act prohibits municipalities from filing for judicial receivership and clarifies that the Superior Court has no
jurisdiction to hear such matters.

The Act gives the State, acting primarily through the Department of Revenue, the power to exercise varying
levels of support and control depending on the circumstances. It creates three levels of State oversight and control: Level
1 -- Fiscal Overseer, Level II -- Budget Commission, and Level III -- Receiver. The State Director of Revenue, in
consultation with the State Auditor General, may skip fiscal overseer and budget commission by appointing a receiver in a
fiscal emergency.

Fiscal Overseer (Level 1)

A fiscal overseer may be appointed by request of the municipality, or the State Director of Revenue may appoint
a fiscal overseer if the Director finds, in his or her sole discretion, that any two of the following events have occurred
whereby the city or town:

» Projects a deficit in the municipal budget in the current fiscal year and again in the upcoming fiscal year;

* Has not filed its year end audits with the State Auditor General by the deadlines required by law for two (2)
successive fiscal years (not including extensions authorized by the Auditor General);

» Has been downgraded by one of the nationally recognized statistical rating organizations;
» Otherwise unable to obtain access to credit markets on reasonable terms;

» Does not promptly respond to requests made by the Director of Revenue, or the Auditor General, or the
chairpersons of the house or senate finance committees for financial information.

The Director of Revenue may also appoint a fiscal overseer for failure to comply with the financial reporting and
action plan requirements relating to budget deficits. A fiscal overseer acts in an advisory capacity to municipal officials,
approves budgets and reports to State official regarding progress.

Budget Commission (Level I1)

A budget commission may be established by request of a municipality or without such a request, if the fiscal
overseer reports to the Director of Revenue that the city or town is unable to present a balanced municipal budget, faces a
fiscal crisis that poses an imminent danger to the safety of the citizens of the city or town or their property, will not
achieve fiscal stability without the assistance of a budget commission, the tax levy should not be approved, or otherwise
determines that a budget commission should be established. A budget commission is composed of five (5) members: three
(3) designees of the Director of Revenue, the elected chief executive officer of the city, and the president of the city or
town council (or in cities or towns in which the elected chief executive officer is the president of the city or town council,
then the appointed city or town manager). A budget commission has more significant powers over financial matters,
including but not limited to the power to:

* Amend, formulate and execute annual and supplemental municipal budgets and capital budgets;

» Reorganize, consolidate or abolish municipal departments, commissions, authorities, boards,
offices or functions;

 Issue bonds, notes or certificates of indebtedness to fund a deficit of the city or town to fund cash flow
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and to finance capital projects.
Receiver (Level I11)

The State Director of Revenue may appoint a receiver if the budget commission recommends appointment of
receiver after concluding that its powers are insufficient to restore fiscal stability to the city or town. A receiver may
exercise any function or power of any municipal officer, employee, board or commission and has the power to file on
behalf of a city or town for bankruptcy in federal bankruptcy court. The Town is not subject to this Act as it has been
working with the State pursuant to the Financial Reporting Act.

The Town is not currently subject to the Financial Stability Act.

Budgetary Procedures

In accordance with the Article III, Section 304 of the Home Rule Charter, the Town Administrator is charged to
submit to the Town Council, not later than April 2 prior to the start of the next fiscal year, a proposed budget of receipts
and expenditures and an explanatory budget message. For such purpose, the Town Administrator shall obtain from the
head of each office, department or agency, except the School Committee, estimates of its revenues and expenditures and
such supporting data as he may request. In preparing the proposed budget, the Town Administrator shall review the
estimates and may revise them as he may deem advisable. The budget as proposed by the Town Administrator shall show
all anticipated revenues and all proposed expenditures, except those for school purposes, and the total of such
expenditures shall not be greater than the total of anticipated revenue.

The Town Administrator shall request from the School Committee its budget of estimated expenditures and
revenues for transmission to the Town Council. He shall incorporate the total of these expenditures and revenues with the
total he has arrived at for general Town purposes. He shall file one (1) copy of the recommended budget with the Town
Clerk to be available for public inspection.

In accordance with Article II, Section 208 of the Town’s Home Rule Charter, upon receipt of the consolidated
Town and School Budget from the Town Administrator, the Town Council shall:

1. Review the Administrator's recommended budget and within thirty (30) days adopt a provisional budget.
The Council may only alter the total amount of the school department budget. A copy of the provisional
budget shall be filed with the Town Clerk.

2. Immediately following the adoption of the provisional budget, it shall be published in a newspaper having
general circulation in the Town, showing the initial requested total amount of each department by the Town
Administrator and School Committee and the recommended total amount of the Town Council.

3. Within thirty (30) days of the approval and publication of the provisional budget, public hearings shall take
place. The Council shall have printed and available copies of the provisional budget for public distribution at
least five (5) days prior to public hearings. The time and place for holding of these hearings shall be included
with the publication of the provisional budget.

4. Upon completion of the public hearing on the provisional budget, take the results thereof under
consideration and make such additional changes as the Council may deem appropriate.

5. Within one (1) month following the completion of the public hearings on the provisional budget at a regular
Town Council meeting in June, adopt the final Town budget by ordinance, forwarding one (1) copy to the
Town Clerk for public inspection and, as soon as possible, have the final budget (departmental total amounts)
published in a newspaper having general circulation in the Town.

6. Referendum Petitions. Within two (2) weeks of the adoption of the final Town Budget, any qualified elector
of the town may circulate a petition requesting that a referendum be held on the final budget as approved by
the Town Council. Such petition may propose an increase or decrease in the total amount of either the School
Department Budget, or the Town Budget, or both. The Registrar of Voters shall cause petition forms to be
printed with standard language and spaces for the insertion of dollar amounts, budget designations, whether an
increase or decrease of expenditure is called for, and other necessary information. All petition forms shall be
approved by the Registrar of Voters before circulation, and must be returned to the Town Clerk on or before a
return date, which shall be two (2) weeks after the adoption of the final Town Budget. Any language added to
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Budgets

a petition, or any alteration of the language thereof: subsequent to its approval by the Registrar, shall be of no
force or effect. The Town Clerk, upon return of the petitions, shall cause the signatures thereon to be verified
by the Registrar, such verification to be completed not later than two (2) weeks of the return date for the
petitions. There shall be no limit to the number of separate petitions which an elector may sign.

7. Budget Referendum. The Town Clerk shall cause a referendum by ballot to be held on a Tuesday, not less
than thirty-five (35) nor more than forty-five (45) days from the certification of the signatures on the petitions,
on all budget changes requested on petitions submitted pursuant to paragraph 6 above: provided that each such
petition shall contain signatures of not less than ten percent (10%) of the duly qualified electors of the Town.
The ballot used at such referendum shall be prepared by the Registrar in such manner as to include each of the
separate petitions for increases and/or decreases in the appropriation for a particular budget together with the
original approved budget amount. The qualified electors shall be instructed to vote either for the original total or
for one (1) of the proposed increases or decreases thereof. The appropriation receiving the most votes shall be
declared to have been adopted. In the event that certified petitions are received by the Registrar that include
changes to both the School Department Budget and the Town Budget, there shall be two (2) separate ballot
questions, one for the School Department Budget and one for the Town Budget, each of which shall follow the
ballot format set forth herein. The polls at such referendum shall be open at 7:00 a.m. and shall remain open
until 8:00 p.m. Emergency ballots will be available by application to the Canvassing Authority according to
regulations that may be imposed by the Canvassing Authority necessary to implement the use of such ballots at
such referendum. The results of each ballot question shall be certified by the Registrar.

8. In the event that an increase or a decrease in the School Department Budget and/or the Town Budget is
approved by the electors at such referendum, the Town Council shall cause the total amount of said budgets to
be adjusted upward or downward accordingly and shall adopt an amended Town Budget at its next regular
Town Council meeting. The Town Council and/or the School Committee, whichever has jurisdiction over the
budget affected by such action, shall make reductions or increases within said budget to match the new
appropriation total.

The following table sets forth a summary of the Town’s budgets:

2014 2015

REVENUES Adopted Adopted
TAXES .uvieuieereeeiee ettt ettt e $48,031,939 $49,208,386
Intergovernmental .............cceveveerienieieneneeieeeene 5,634,102 5,311,301
Licenses, permits & fees ........cceevvervrcvereneenieneennns 2,394,464 2,457,850
Leases & Rentals.........ccceveeieniieienienienieeieie e 784,255 900,846

TOTAL REVENUES ........c.ccoocoviiieireiee, $56,844,760 $57,878,383
EXPENDITURES
MUNICIPAL ...t $18,624,922 $19,892,459
Education ..........ccooevveiiieiiiiiceecceeceeee e 34,755,237 35,086,474
Debt SEIVICE.....coviieiieiieeiiieteeieece e 3,203,453 2,899,450

TOTAL REVENUES ..........ccooooiiiieieiee, $56,583,612 $57,878,383

Capital Improvement Programs

The Town has a Capital Improvement Plan which facilitates the systematic replacement, maintenance, and

expansion of the Town’s physical plant and assets through a multi-year budget planning process. Annually, various Town
departments submit a list of desired capital improvements. Such lists represent planning documents and are not approved
financing plans.

Certain Town school buildings currently require fire code upgrades. The Town does not have authorization to

finance these proposed improvements and is supporting legislation to extend the timetable for completion.
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PROPERTY TAXES

General

Under Rhode Island law, Rhode Island municipalities, including the Town, are restricted from levying general
taxes except ad valorem taxes upon real and personal property, and an excise tax on motor vehicles. Valuations of real and
personal property are assessed as of December 31 and the levy thereon may be paid in full or quarterly without penalty, at
the taxpayers’ option. In Portsmouth, the fiscal year begins July 1 with taxes in the prior December 31 assessment payable
in full on September 1 or quarterly on September 1, December 1, March 1 and June 1. No discount is allowed by the
Town for advance payment of taxes. There is a 12 percent late payment charge on all delinquent taxes including quarterly
payments when not made in time.

Tax Limitations

Rhode Island General Laws Section 44-5-2 limits the amount by which a city or town may increase its tax levy
unless it qualifies for certain exemptions relating to loss of non-property tax revenue, emergencies, payment of debt
service and substantial increase in the tax base necessitating significant expenditures. Through and including its fiscal year
2007, the maximum amount is five and one-quarter percent (5.25%) in excess of the amount levied for the prior year. The
maximum amount a city or town may levy in excess of the amount levied for the prior fiscal year is gradually decreased
from five and one-quarter percent (5.25%) to four percent (4.0%) by decreasing the amount a city or town may levy by
one-quarter percent (0.25%) annually beginning in 2008 and ending in 2013. For fiscal year 2013 and subsequent years
the tax levy cap is four percent (4.00%) in excess of the prior year levy.

Any levy pursuant to this section in excess of the percentage increase as specified in Section 44-5-2 shall be
approved by the affirmative vote of at least four-fifths (4/5) of the full membership of the governing body of the city or
town and, in the case of a city or town with a financial town meeting, the majority of electors present and voting at the
financial town meeting.

Section 44-5-2 makes it clear that nothing contained in that Section constrains the payment of obligations as
described by Section 45-12-1 of the Rhode Island General Laws, which provides that the outstanding notes, bonds and
contracts of cities and towns shall be paid and be fulfilled and that the power and obligation of each city and town to pay
its general obligation bonds and notes shall be unlimited and each city and town shall levy ad valorem taxes upon all
taxable property within the city or town for the payment of such bonds and notes and interest thereon, without limitation as
to rate or amount, except as otherwise provided by or pursuant to law.

Motor Vehicle Tax Exemption

State legislation requires cities and towns to exempt a minimum of $500 on all motor vehicles subject to taxation.
The Town granted a $2,500 exemption in addition to the statutory $500 exemption in fiscal years 2014 and 2015.

Analysis of Taxable Property

The following table shows an analysis of tax levy for Fiscal Year 2014 in the Town by class:

State
Town Average

Class 2014 2014
Residential 85.24% 73.86%
Commercial/Industrial 8.89% 17.21%
Tangible 1.77% 3.50%
Motor Vehicles 4.09% 5.43%
Total 100.00% 100.00%

Source: Rhode Island Department of Administration Annual State Report on
Local Government Finances and Tax Equalization.

Property Valuation

Rhode Island General Laws, Section 44-5-11.6 requires that each city or town conduct and implement a
revaluation of all real estate property within nine (9) years of the date of prior revaluation and shall conduct an update of
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real property every three (3) years from the last revaluation. The Town conducted such a revaluation as of December 31,
2007 for the 2009 fiscal year. The last statistical update was completed as of December 31, 2013 for the 2015 fiscal year.
The next revaluation will be completed as of December 31, 2016 for the 2018 fiscal year.

Source: Town Tax Collector/Assessor.

Assessed Valuations

The following table indicates assessed valuations of taxable real and personal property.

12/31/2009 12/31/2010 12/31/2011 12/31/2012 12/31/2013

Real property $§ 3815491200 $ 3,194,183,000 $ 3,183478400 $ 3,198,734900 § 3,008,653,825
Motor vehicles 161,943,404 167,343,161 174,418,799 173,244,400 173,541,976
Tangible personal property 67,737,408 58,963,767 55,679,640 58,439,219 59,523,139
Total 4,045,172,012 3,420,494,928 3,413,576,839 3,430,418,519 3,241,718,940

Less: Exemptions and motor vehicle phase out

Real property (133,429,357) (94,871,230) (85,391,998) (86,554,407) (79,457,068)
Motor vehicles (82,014,635) (83,697,717) (86,022,718) (85,392,085) (86,158,159)
Tangible personal property (2,376) (2,276) (2,216) (2,136) (2,080)

Total § 38297250644 $ 32419237705 $  3,242,159,907 $  3,257.969,891 $  3,076,101,633

Source: Audits & Town Tax Collector/Assessor.

Property Tax Levy and Collections

Fiscal Total Abatements & Amount to Current Year  Adjusted %

Year Tax Levy Additions Adjustments be Collected Collections Collected Uncollected”
2015 $ 49,187,930 $ 87,625 $(7,935) $ 49,254,103 - - -

2014 48,021,888 65,149 (20,404) 48,066,633 46,443,362 96.62% 1,558,122
2013 46,892,536 25,907 (25,180) 46,893,263 45,485,323 97.00% 1,434,166
2012 45,807,376 86,874 (204,841) 45,689,409 43,972,304 96.24% 1,744,183
2011 44,174,990 32,687 (31,737) 44,175,940 41,191,864 93.25% 3,001,693
2010 42,275,881 286,644 (97,487) 42,660,012 40,780,578 95.59% 1,705,155
2009 40,361,114 72,662 (80,328) 40,514,104 38,685,261 95.49% 1,711,072

(MUncollected taxes include current levy and prior years thru the month of July.

Principal Taxpayers

The following table sets forth the principal taxpayers of the Town and the assessed valuation (100%) of property

held by such taxpayer as of December 31, 2013.

Assessed
Taxpayer Nature of Business Value
Carnegie Tower Development Co. Luxury Condos $65,277,400
Raytheon Company Military Contractor 38,680,002
GMH Military Housing Military Housing 22,687,900
Carnegie Abbey Club Acquisition Resort Management 18,547,800
Narragansett Electric Utility 16,671,594
Talaria Real Estate Holdings Inc. Boat Building 16,044,400
TDS Realty LLC Boat Building/Marina 15,549,355
Prescott Point LLC Real Estate 15,183,900
ER Real Estate Holdings I LLC Real Estate 15,093,215
Order of St. Benedict Real Estate 8,291,700

Source: Town Tax Collector/Assessor.
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LITIGATION

The Town has several lawsuits pending against it. In the opinion of the Town Solicitor, there is no litigation
pending against the Town which, either individually or in the aggregate, would result in judgments that would have a
materially adverse effect on the Town’s financial position or its ability to meet its debt service obligations. However, the
following case should be noted:

R.I. Nurseries, Inc. v. Town of Portsmouth, C.A. No. NC 2011-0505, is a civil action for damages arising out of
the Town Council’s 2011 decree abandoning a paper street referred to as the “Heidi Drive extension” based on the
Council’s determination that the paper street ceased to be useful to the public. Plaintiff R.I. Nurseries, Inc.’s complaint
seeks an assessment of damages that it alleges to have sustained as a result of the abandonment, pursuant to R.I. Gen.
Laws § 24-6-4. The complaint also includes counts alleging a taking of property without compensation in violation of the
state and federal constitutions. The extent of the Town’s liability for damages is undetermined at this time.

TAX STATUS

In the opinion of Moses Afonso Ryan Ltd., Bond Counsel to the Town (“Bond Counsel”), based upon an analysis
of existing laws, regulations, rulings, and court decisions, and assuming, among other matters, compliance with certain
covenants, interest on the Bonds is excludable from gross income for federal income tax purposes under Section 103 of the
Internal Revenue Code of 1986 (the “Code”). Bond Counsel is of the further opinion that interest on the Bonds is not an
item of tax preference for the purpose of calculating the alternative minimum tax imposed on individuals and corporations.
Interest on the Bonds will, however, be included in the calculation of adjusted current earnings for the purpose of
computing the alternative minimum tax imposed on corporations. Bond Counsel expresses no opinion regarding any other
federal tax consequences arising with respect to the ownership or disposition of, or the accrual or receipt of interest on, the
Bonds. Interest on the Notes is fully includible in gross income for federal income tax purposes.

The Code imposes various requirements relating to the exclusion from gross income for federal income tax
purposes of interest on obligations such as the Bonds. Failure to comply with these requirements may result in interest on
the Bonds being included in gross income for federal income tax purposes, possibly from the date of original issuance of
the Bonds. The Town has covenanted to comply with such requirements to ensure that interest on the Bonds will not be
includible in federal gross income. The opinion of Bond Counsel assumes compliance with these covenants.

Bond Counsel is also of the opinion that, under existing law, interest on the Bonds and Notes is free from taxation
by the State or any political subdivision or other instrumentality of the State. Bond Counsel has not opined as to other
Rhode Island tax consequences arising with respect to the Bonds and Notes. Prospective Bond and Note Holders should
be aware, however, that the Bonds and Notes may be included in the measure of Rhode Island estate taxes, and the Bonds
and Notes and the interest thereon may be included in the measure of certain Rhode Island corporate and business taxes.
Bond Counsel has not opined as to the taxability of the Bonds and Notes or the income therefrom under the laws of any
state other than Rhode Island. A complete copy of the proposed forms of opinions of Bond Counsel is set forth in
APPENDIX C hereto.

Except as described herein, Bond Counsel will express no opinion regarding the federal income tax consequences
resulting from the acquisition of, ownership of, receipt or accrual of interest on, or disposition of the Bonds. Prospective
purchasers of the Bonds should be aware that the ownership of the Bonds may result in other collateral federal tax
consequences, including (without limitation) (i) the denial of a deduction for interest on indebtedness incurred or continued
to purchase or carry Bonds or, in the case of a financial institution, that portion of the owner’s interest expenses allocable
to interest on the Bonds, (ii) the reduction of the loss reserve deduction for property and casualty insurance companies by
fifteen percent (15%) of certain items, including interest on the Bonds, (iii) the inclusion of interest on the Bonds in the
earnings of certain foreign corporations doing business in the United States for purposes of a branch profits tax, (iv) the
inclusion of interest on the Bonds in passive income subject to federal income taxation of certain Subchapter S
corporations with Subchapter C earnings and profits at the close of the taxable year, (v) the inclusion in modified adjusted
gross income of interest on the Bonds by recipients of certain Social Security and Railroad Retirement benefits, and (vi)
the inclusion of interest on the Bonds in the modified adjusted gross income of certain persons disposing of property
financed with federally subsidized indebtedness (mortgage credit certificates and single family mortgage loans).

Original Issue Discount

Certain of the Bonds (the “Discount Bonds™) may be offered and sold to the public at an original issue discount
(the “OID”). The OID is the excess of the stated redemption price at maturity (the face amount) over the “issue price” of
such Bonds. The issue price of a Discount Bond is the initial offering price to the public (other than to bond houses,
brokers or similar persons acting in the capacity of underwriters or wholesalers) at which a substantial amount of the
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Discount Bonds of the same maturity are sold pursuant to that offering. For federal income tax purposes, OID accrues to
the holder of a Discount Bond over the period to maturity at a constant yield as described in Income Tax Regulation
Section 1.1272-1(b). With respect to an initial purchaser of a Discount Bond at its issue price, the portion of OID that
accrues during the period the purchaser owns the Discount Bond (i) is interest excludable from the purchaser’s gross
income for federal income tax purposes to the same extent and subject to the same considerations discussed above as other
interest on the Bonds, and (ii) is added to the purchaser’s tax basis for purposes of determining gain or loss on the maturity,
redemption, prior sale or other disposition of that Discount Bond. Holders of Discount Bonds should consult their own tax
advisors as to the determination for federal income tax purposes of the amount of OID properly accruable each year with
respect to the Discount Bond and as to other federal consequences and any state or local tax aspects of owning Discount
Bonds.

Bond Premium

Under the Code, a purchaser (other than a purchaser who holds such Bond as inventory, stock in trade or for sale
to customers in the ordinary course of business) who acquires a Bond (a “Premium Bond”) for a price in excess of (i) in
the case of a Discount Bond, its initial offering price plus accrued OID to the date of purchase (as described in the
preceding paragraph) or (ii) in the case of any other non-callable Bond, its stated redemption value at maturity, has
acquired the Bond with “bond premium”. In the case of Bonds that are callable at the Applicable Call Date (defined
below) at a price less than the holder’s acquisition price, the bond premium is the excess of the holder’s acquisition price
over the redemption price on the Applicable Call Date. The Applicable Call Date is the first date on which the Bond may
be redeemed for a redemption price less than the holder’s acquisition price.

Bond premium is amortized over the remaining term of the Premium Bond for federal income tax purposes. In
the case of callable Premium Bonds acquired at a price in excess of par, the bond premium will be amortizable to the
Applicable Call Date. For purposes of calculating amortizable bond premium only, a Premium Bond not redeemed on the
Applicable Call Date shall be treated as if sold and reacquired on such date at the optional redemption price. The
purchaser of the Premium Bond is required to decrease his adjusted basis in the Premium Bond by the amount of
amortizable bond premium attributable to each taxable year during the amortization period. The amount of amortizable
bond premium attributable to each taxable year is determined actuarially at a constant interest rate. The amortizable bond
premium attributable to a taxable year is not deductible for federal income tax purposes. Purchasers of Premium Bonds
should consult their own tax advisors with respect to the precise determination for federal income tax purposes of the
treatment of bond premium upon sale, redemption or other disposition of Premium Bonds and with respect to the state and
local consequences of owning and disposing of Premium Bonds.

Prospective Bondholders should be aware that from time to time legislation is or may be proposed which, if
enacted into law, could result in interest on the Bonds being subject directly or indirectly to federal income taxation, or
otherwise prevent Bondholders from realizing the full benefit provided under current federal tax law of the exclusion of
interest on the Bonds from gross income. To date, no such legislation has been enacted into law. However, it is not
possible to predict whether any such legislation will be enacted into law. Further, no assurance can be given that any
pending or future legislation, including amendments to the Code, if enacted into law, or any proposed legislation, including
amendments to the Code, or any future judicial, regulatory or administrative interpretation or development with respect to
existing law, will not adversely affect the market value and marketability of, or the tax status of interest on, the Bonds.
Prospective Bondholders are urged to consult their own tax advisors with respect to any such legislation, interpretation or
development.

Although Bond Counsel is of the opinion that interest on the Bonds is excluded from gross income for federal
income tax purposes and income from the Bonds is exempt from Rhode Island income taxes, the ownership or disposition
of, or the accrual or receipt of interest on, the Bonds may otherwise affect a Bondholder’s federal or state tax liability. The
nature and extent of these other tax consequences will depend upon the particular tax status of the Bondholder or the
Bondholder’s other items of income or deduction. Bond Counsel expresses no opinion regarding any such other tax
consequences, and holders of the Bonds should consult with their own tax advisors with respect to such consequences.

Notes (Federally Taxable)

The following is a general discussion of certain of the anticipated federal tax consequences of the purchase,
ownership and disposition of the Notes by the original purchasers of the Notes. Investors should consult their own tax
advisors in determining the federal, state, local or other tax consequences to them of purchase, ownership and disposition
of the Notes. This discussion is based upon the Code, regulations, rulings and decisions now in effect, all of which are
subject to change at any time, possibly with retroactive effect, and does not purport to deal with federal income tax
consequences applicable to all categories of investors, some of which will be subject to special rules. This discussion
assumes that the Notes will be held as "capital assets" under the Code and that the Notes are owned by U.S. Holders (as
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defined below).

As used herein, the term "U.S. Holder" means a beneficial owner of a Note that is for United States federal
income tax purposes (i) a citizen or resident of the United States, (ii) a corporation, partnership or other entity created or
organized in or under the laws of the United States or any State or any political subdivision thereof, (iii) an estate the
income of which is subject to United States federal income taxation regardless of its source or (iv) a trust whose
administration is subject to the primary jurisdiction of a court within the United States and which has one or more United
States fiduciaries who have the authority to control all substantial decisions of the trust.

Interest Income
Interest on the Notes is includible in gross income for federal income tax purposes.
Backup Withholding

Under the Code, payments on the Notes may be subject to "backup withholding" at a rate equal to the fourth
lowest rate of tax applicable under Section 1(c) of the Code. Backup withholding applies under certain circumstances if
the Noteholder (i) fails to furnish such owner's social security number or other taxpayer identification number ("TIN"), (ii)
furnishes an incorrect TIN, (iii) fails to properly report interest, dividends or other "reportable payments" as defined in the
Code, or (iv) under certain circumstances, fails to provide such owner's securities broker with a certified statement, signed
under penalties of perjury, that the TIN is correct and that the Noteholder is not subject to backup withholding. Owners of
the Notes should consult their own tax advisors as to their qualification for exemption from backup withholding and the
procedures for obtaining the exemption.

IRS CIRCULAR 230 DISCLAIMER REGARDING THE NOTES: TO ENSURE COMPLIANCE WITH
REQUIREMENTS IMPOSED BY THE INTERNAL REVENUE SERVICE, ANY TAX ADVICE CONTAINED
HEREIN WITH RESPECT TO THE NOTES IS NOT INTENDED OR WRITTEN TO BE USED, AND CANNOT BE
USED, FOR THE PURPOSE OF AVOIDING TAX-RELATED PENALTIES UNDER THE INTERNAL REVENUE
CODE. Noteholders should consult their own tax professionals with respect to the tax consequences of acquiring, holding,
or disposing of the Notes.

CONDITIONS PRECEDENT TO DELIVERY

The following, among other things, are conditions precedent to the delivery of the Bonds and the Notes to the
original purchasers thereof.

No Litigation Certificate

Upon delivery of the Bonds and the Notes, the Town shall deliver or cause to be delivered a certificate of the
President of the Town Council, the Finance Director and the Town Clerk, dated the date of delivery, to the effect that
there is no litigation pending or, to the knowledge of such officers, threatened affecting the validity of the Bonds and the
Notes or the power of the Town to levy and collect taxes to pay them, and that neither the corporate existence nor the
boundaries of the Town, nor the title of any said officers to their respective offices, is being contested.

Certificate With Respect to Preliminary Official Statement

At the time the original delivery of and payment for the Bonds and the Notes, the Town will deliver a certificate
of the Finance Director certifying that, to the best of his knowledge and belief, both as of its date and as of the date of
delivery of the Bonds and the Notes, this Preliminary Official Statement does not contain any untrue statement of a
material fact and does not omit to state a material fact necessary to make the statements made herein, in the light of the
circumstances under which they were made, not misleading.

Approval of Legality

The legality of the Bonds and the Notes will be approved by Moses Afonso Ryan LTD, Bond Counsel. The
approving opinion of such counsel with respect to the Bonds and the Notes will be delivered at the time of delivery of the
Bonds and the Notes. The opinion will be substantially in the forms attached hereto as APPENDIX C. The scope of
engagement of Bond Counsel does not extend to passing upon or assuming responsibility for accuracy or adequacy of the
statements made in this Preliminary Official Statement (other than matters expressly set forth as their opinion) and they
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make no representations that they have independently verified the same.
SALE AT COMPETITIVE BIDDING

The Bonds are being offered for sale at competitive bidding on October 8, 2014 and were awarded to (the “Bond
Underwriter). The Bond Underwriter has supplied the information as to the yield of the Bonds as set forth on the front
cover hereof. The Bonds are being purchased from the Town by the Bond Underwriter at an aggregated price of $
, reflecting the principal amount of $_, plus original issue premium of $_, minus Bond Underwriter’s discount of $_. The
Bond Underwriter may offer to sell the Bonds to certain dealers and others at a price other than the initial public offering
price and the public offering price may be changed from time to time by the Bond Underwriter.

The Notes are being offered for sale at competitive bidding on October 8, 2014 and were awarded to _ (the “Note
Underwriter). The Note Underwriter has supplied the information as to the yield of the Notes as set forth on the front
cover hereof. The Notes are being purchased from the Town by the Note Underwriter at an aggregated price of $_,
reflecting the principal amount of $_, plus original issue premium of $_, minus Note Underwriter’s discount of $_. The
Note Underwriter may offer to sell the Notes to certain dealers and others at a price other than the initial public offering
price and the public offering price may be changed from time to time by the Note Underwriter.

FINANCIAL ADVISOR

Public Financial Management, Inc. is employed as Financial Advisor to the Town in connection with the
issuance of the Bonds. The Financial Advisor's fee for services rendered with respect to the sale of the Bonds is
contingent upon the issuance and delivery of the Bonds. Public Financial Management, Inc., in its capacity as Financial
Advisor, does not assume any responsibility for the information, covenants and representations contained in any of the
legal documents with respect to the federal income tax status of the Bonds, or the possible impact of any present, pending
or future actions taken by any legislative or judicial bodies.

CONTINUING DISCLOSURE

In order to assist the Underwriters in complying with Rule 15¢2-12(b)(5) promulgated by the Securities and
Exchange Commission (the "Rule"), the Town will covenant for the benefit of owners of the Bonds to provide certain
financial information and operating data relating to the Town by not later than nine (9) months after the end of each fiscal
year commencing with the fiscal year ending June 30, 2014 (the "Annual Report"), to provide notices of the occurrence of
certain enumerated events, if material, and to provide notice of failure to provide the Annual Report. The covenants will
be contained in a Continuing Disclosure Certificate, the proposed form of which is provided in APPENDIX D.

Except for fiscal year 2013, the Town has complied in all material respects with all continuing disclosure
agreements made by it in accordance with the Rule. Due to an administrative oversight, certain financial information for
fiscal year 2013 was not timely filed. The Town has implemented procedures to ensure timely filing of all future financial
information.

It should be noted that the Town’s continuing disclosure filing for fiscal year 2009 was filed 18 days late.
A notice of late filing has been filed.

RATING

The Town received a rating of “AAA” on the Bonds from Standard and Poor’s Rating Services (“S&P”), which
is shown on the cover page hereof. The rating reflects only the view of S&P and an explanation of the significance of
such rating may be obtained from S&P.

The above rating is not recommendations to buy, sell or hold the Bonds, and such rating may be subject to
revision or withdrawal at any time by the S&P. Any downward revision or withdrawal of the rating may have an adverse
effect on the market price of the Bonds.

The Notes will not be rated.
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MISCELLANEOUS

All quotations from and summaries and explanations of laws herein do not purport to be complete, and
reference is made to said laws for full and complete statements of their provisions.

This Preliminary Official Statement is submitted only in connection with the sale of the Bonds and the Notes by
the Town and may not be reproduced or used in whole or in part for any other purpose.

TOWN OF PORTSMOUTH

By:
James Lathrop, Finance Director

Dated: October , 2014
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TOWN OF PORTSMOUTH, RHODE ISLAND
General Fund

Comparative Statement of Revenues, Expenditures and Transfers Out
For Fiscal Years Ending June 30,

APPENDIX A

REVENUES: 2009 2010 2011 2012 20137
TAXES.c.veveeeieviieteete ettt ettt ens $41,616,382 $43,473,752 $43,001,417 $46,753,588 $47,081,631
Intergovernmental ............cccoveveeririeeireeenerieeceeenenenes 1,223,846 1,117,559 865,808 825,594 7,005,457
Licenses, permits & fEes ........ccocevereerienenenieiienenens 191,176 205,831 242 417 252,500 677,466
Charges for Services 502,080 484,022 547,384 616,814 1,787,574
Melville Ponds Campgrounds............cccceeeeeeienuennenne 219,878 212,926 216,783 209,628 219,110
Glen Manor HOUSE .........coviieeuviiiiiieeeeee e 329,435 331,975 396,950 389,225 377,875
Rescue Wagon InCoOme...........cecvevirieeerinieieisieieenns 518,429 536,733 506,998 517,575 470,966
Earnings & Investments ...........cccceeeevienieneeieienieneee. 39,188 9,617 9,498 10,616 (118,740)
Fines & FOrfeitures ...........ccvevevveieveceeieieieieeeveennn 246,210 333,545 384,197 638,575 387,891
OFNET ..t 454,771 438,591 435,129 443,422 331,291
Intergovernmental Pension Contribution............... 0 0 0 0 1,317,767
TOTAL REVENUE ........coccooiiiiceeeen $45,341,395 $47,144,551 $46,606,581 $50,657,537 $59,538,288
EXPENDITURES:
Current:
General GOVErNMENt .............ccvevveeueeeereeeeieieeeeeeeenan $3,842,018 $3,953,486 $4,153,553 $4,409,952 $4,209,578
PUblic Safety ....ccveovveiieieireeeeeeeee e 8,027,469 8,092,765 8,602,939 8,822,846 9,426,650
PUDBIIC WOTKS. ..o 2,248,304 2,154,123 2,239,023 2,304,651 2,281,996
Education 0 0 0 0 36,289,540
Parks & Recreation ..........ccceoevveeiiieeieiie e 0 0 465,179 521,428 461,804
Public & Social Services.........cooueirveveerireeeisreieennns 1,122,122 1,056,729 619,635 580,780 559,604
Intergovernmental Pension Contribution............... 0 0 0 0 1,317,767
Dbt SEIVICE ..ottt 3,153,060 3,277,589 2,859,866 3,145,683 2,941,130
Bond Issuance COStS ..........ccvveeevveeeeveeeereeceieeeeieeeenns 13,927 5,105 26,670 20,650 33,936
TOTAL EXPENDITURES.............ccooevvevennnnne. $18,406,900 $18,539,797 $18,966,865 $19,805,990 $57,522,005
Excess (deficiency) of revenues
& other financing SOUICES .........ccccevveerereeerrereenenn $26,934,495 $28,604,754 $27,639,716 $30,851,547 $2,016,283
OTHER FINANCING SOURCES (USES):
Transfers from other funds.... $5,480 $272,323 $96,101 $1,251,469 $40,911
Transfers to other funds ...........cceoeevevveverienieeniinnn, (27,116,704) (28,213,640) (28,284,271) (29,512,217) (1,556,698)
Bond proceeds..........ooieieiieniiiieieeeee e 0 0 0 0 927,000
Payment to refunded bonds escrow agreement ........ 0 0 0 0 (1,050,000)
TOTAL REVENUES & OTHER
FINANCING SOURCES (USES) ......ccccovevenenen. ($27,111,224) ($27,941,317) ($28,188,170) ($28,260,748) ($1,638,787)
Excess (deficiency) of revenues & other financing
sources over expenditures & other financing uses.. ($176,729) $663.,437 ($548,454) $2,590,799 $377,496
FUND BALANCE - BEGINNING OF YEAR. ........ $2,625,584 $2,448,855 $3,112,292 $2,563,838 $9,464,243
Prior Period Adjustment.............cccceoevenieneneneniennns 0 0 0 0 0
FUND BALANCE - END OF YEAR $2,448,855 $3,112,292 $2,563,838 $5,154,637 $9,841,739

Source: Town Audit Reports.

(1) Beginning in fiscal year 2013, the School Unrestricted Fund is included in the General Fund operations.
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TOWN OF PORTSMOUTH, RHODE ISLAND

General Fund Balance Sheet

For the Fiscal Years Ending June 30,

ASSETS: 2009 2010 2011 2012 2013
Cash & INVeStMents ..........ccovevvereeeeererieieereeeeenen $1,883,618 $4,392,991 $4,044,275 $8,774,923 $5,208,030
Cash on deposit at NCRSEP ..........cccocvviiiiiienne. 0 0 0 0 505,551
Investments 0 0 0 0 7,375,934
Real Estate & Personal Property Tax Receivable (Net) 1,558,088 1,584,454 2,886,896 1,792,948 1,465,746
Due from Federal & State Governments..................... 0 0 0 0 550,796
Due from Other Funds ...........c.ccoovveveveivieieriiieeenn. 509,985 162,992 153,518 119,821 1,564,755
AMDUIANCE ...t 319,284 385,820 516,360 374,377 537,573
(731 TR 275,892 282,363 331,571 283,592 214,466
Advances to the Wind Turbine Generator Fund 0 0 0 0 492,296
TNVENLOTY ..ttt 29,956 47,179 58,646 60,892 17,450
Prepaid Expenditures 0 0 0 1,676 968

TOotal ASSELS.......c.veveeeeieeieiiieieieeieiee e $4,576,823 $6,855,799 $7,991,266 $11,408,229 $17,933,565

LIABILITIES & FUND EQUITY

LIABILITIES:

Accounts Payable & Accrued Expenses..................... $372,275 $323,187 $527,556 $292,053 $3,176,989
Due to Other FUnds ..........ccocveivieieinieieieeieeeee 264,704 1,421,924 1,497,668 4,102,769 3,144,146
Unavailable Property Tax Revenue............cccvnenee.. 1,239,126 1,494,292 2,881,366 1,618,506 1,054,662
Unearned REVENUE .........c..coeeeveeeieeiieieeceeereeeeeeneeas 0 504,104 0 0 537,573
Other Liabilities .......cocveveviereierierieeeeereeieeeevecreeeene 251,863 0 520,838 240,264 178,456

Total Liabilities ..................c.coooeiviiiiiieinn. $2,127,968 $3,743,507 $5,427,428 $6,253,592 $8,091,826

FUND BALANCES:

Non-Spendable..........ccoeiirieerinieeirieeeeeeeeeeea $60,134 $54,401 $58,646 $60,892 $510,714

RESIACE v e oo 0 323,744 36,523 37,022 0

CommItted .....ooooevrieeciieceiie e 1,907,174 0 3,190 0 3,922,953

ASSINEA ..o 481,547 0 309,379 309,379 309,378

UNASSIZNEd....cuveeiieieeieieieieeee et 0 2,734,147 2,156,100 4,747,344 5,098,694

Total Fund Balances....................ccocvevennnen. $2,448,855 $3,112,292 $2,563,838 $5,154,637 $9,841,739

TOTAL LIABILITIES & FUND BALANCES......... $4,576,823 $6,855,799 $7,991,266 $11,408,229 $17,933,565

Source: Town Audit Reports.
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INDEPENDENT AUDITORS’ REPORT

To the Honorable Town Council
Town of Portsmouth, Rhode Island

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, each major fund, and the aggregate remaining fund information of the Town of Portsmouth,
Rhode Island as of and for the year ended June 30, 2013, and the related notes to the financial statements,
which collectively comprise the Town’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers internal control relevant to the entity's preparation and
fair presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund, and
the aggregate remaining fund information of the Town of Portsmouth, Rhode Island, as of June 30, 2013, and
the respective changes in financial position, and, where applicable, cash flows thereof for the year then ended
in accordance with accounting principles generally accepted in the United States of America.

MARCUMGROUP

MEMBER

Marcum LLp = 155 South Main Street = Suite 100 = Providence, Rhode Island 02903 = Phone 401.421.2710 = Fax 401.274.5230 = www.marcumlip.com



Emphasis-of-matter

As discussed in Note 17 to the financial statements, a prior period adjustment in the amount of
$1,000,075 was recorded to account for the cash on deposit with a service provider.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, budgetary comparison information, the Schedule of Funding Progress
and Schedule of Employer Contributions for Pension Plans, and the Schedule of Funding Progress and
Schedule of Employer Contributions for OPEB Plans on Pages 3 through 11, Pages 62 through 66, and Pages
67 through 68, respectively, be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards
Board, who considers it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain limited procedures to
the required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements. We
do not express an opinion or provide any assurance on the information because the limited procedures do not
provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Town of Portsmouth, Rhode Island’s basic financial statements. The combining town
and school general fund financials statements, the combining nonmajor fund financial statements, the
combining agency fund financial statements and other supplementary information are presented for purposes
of additional analysis and are not a required part of the basic financial statements.

The combining town and school general fund financials statements, the combining nonmajor fund
financial statements, the combining agency fund financial statements and other supplementary information are
the responsibility of management and were derived from and relate directly to the underlying accounting and
other records used to prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, combining town and school general fund financials statements, the combining nonmajor fund financial
statements, the combining agency fund financial statements and other supplementary information are fairly
stated in all material respects in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated April 10,
2014, on our consideration of the Town of Portsmouth, Rhode Island’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Town of Portsmouth, Rhode Island’s
internal control over financial reporting and compliance.

AMaieeom LP

Providence, Rhode Island
April 10, 2014



Management’s Discussion and Analysis

As management of the Town of Portsmouth, Rhode Island (the Town), we offer readers of the Town’s
financial statements this narrative overview and analysis of financial activities of the Town for the fiscal
year ended June 30, 2013. We encourage readers to consider the information presented here in
conjunction with the Town’s basic financial statements that follow this section.

Financial Highlights

The Town of Portsmouth’s total net position for the fiscal year ended June 30, 2013 was $21,352,098
which is an increase of $1,904,568 over the fiscal year ended June 30, 2012. Net position at June 30,
2013 included $13,920,078 of net investment in capital assets, an increase of $240,562 over June 30,
2012; $42,216 of restricted net position at June 30, 2013, an decrease of $75,436 over June 30, 2012
and $7,389,804 of unrestricted net position that may be used to meet the government's ongoing
obligations to citizens and creditors, an increase of $1,921,303 over June 30, 2012.

e Total assets at June 30, 2013 were $48,147,916, which is an increase of $3,697,880 or 8.3% over
June 30, 2012.

o Total liabilities at June 30, 2013 were $26,795,818, which is an increase of $793,237 or 1.2% over
June 30, 2012.

e The government’s total net position increased by $1,940,866.

e As of the close of the current fiscal year, the Town of Portsmouth’s governmental funds reported
combined ending fund balances of $12,431,354 which is an increase of $1,491,997 over June 30, 2012.
Approximately 71 percent of this total amount or $9,378,327 is available for spending at the
government’s discretion (committed, assigned or unassigned fund balance).

e At the end of the current fiscal year, fund balance for the general fund (excluding the school general
fund per schedule F-1 on page 70) was $5,861,002 or 9.9 percent of the Fiscal Year 2013-14 Adopted
Expenditure Budget of $59,449,582. This represents an increase of $706,365 over June 30, 2012.

e The Town of Portsmouth’s total long-term and short-term obligations (i.e., general obligation bonds,
capital leases, notes payable, compensated absences, and OPEB liabilities) decreased by $1,964,309
(8.0 percent) during the current fiscal year. The key factors in this decrease were the issuance of
$1,739,000 in general obligation bonds and the retirement of $3,442,071 in general obligation bonds.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to the Town’s basic financial
statements. The Town’s basic financial statements consist of three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements. This report
also contains other supplementary information in addition to the basic financial statements themselves.

Government-wide financial statements The government-wide financial statements are designed to
provide readers with a broad overview of the Town’s finances in a manner similar to a private-sector
business.

The statement of net position presents information on all of the Town’s assets and liabilities, with the
difference between the two reported as net position. Over time, increases or decreases in net position
may serve as a useful indicator of whether the financial position of the Town is improving or
deteriorating.



The statement of activities presents information showing how the government’s net position changed
during the most recent fiscal year. All changes in net position are reported as soon as the underlying
event giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues
and expenses are reported in this statement for some items that will only result in cash flows in future
fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of a government that are
principally supported by taxes and intergovernmental revenues (governmental activities) from other
functions that are intended to recover all or a significant portion of their costs through user fees and
charges (business-type activities). The governmental activites of the Town include general
government, public safety, public works, education and community services. The Town has four
business-type activities. These include the School Lunch Fund, Summer School Remedial Fund, Wind
Turbine Generator Fund and the Transfer Station Fund.

The government-wide financial statements include only the activities of the Town of Portsmouth. There
are no component units within the Town’s jurisdiction.

The government-wide financial statements can be found on pages 10-11 of this report.

Fund financial statements: A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The Town, like other
state and local governments, uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements. All of the funds of the Town can be divided into three categories,
governmental funds, fiduciary funds and proprietary funds.

Governmental funds: Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources available
at the end of the fiscal year. Such information may be useful in evaluating a government’s near-term
financing requirements. ‘

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By
doing so, readers may better understand the long-term impact of the government’s near-term financing
decisions. Both the governmental fund balance sheet and the governmental fund statement of
revenues, expenditures and changes in fund balances provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities.

The Town of Portsmouth maintains one hundred and two individual governmental funds. Information is
presented separately in the governmental fund balance sheet and in the governmental fund statement
of revenues, expenditures and changes in fund balances for the general fund and the school
unrestricted funds, which are considered to be major funds. Data from the other one hundred
governmental funds are combined into a single, aggregated presentation.

The basic governmental fund financial statements can be found on pages 12-15 of this report.



Proprietary funds: Proprietary funds are used to account for business-like activities provided to the
general public (enterprise funds) or within the government (internal service funds). These activities are
financed primarily by user charges and the measurement of financial activity focuses on net income
measurement similar to the private sector. The proprietary funds of the Town are considered major
funds. The Town has no internal service funds. The Wind Turbine Generator enterprise fund has
generated net income of approximately $400,000 in its first three years of operation. However, in June
2012, the gearbox failed and the wind turbine has not been operational. The Town is exploring
public/private partnerships to restore the wind turbine to an operational status and balance the risk
associated with the operation.

The basic proprietary fund financial statements can be found on pages 16-18 of this report.

Fiduciary funds: Fiduciary funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are not reflected in the government-wide financial statements
because the resources of those funds are not available to support the Town’s own programs.

The basic fiduciary fund financial statements can be found on pages 19-20 of this report.

Notes to the financial statements: The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements can be found on pages 21-60 of this report.

Other information: In addition to the basic financial statements and accompanying notes, this report
also presents certain required supplementary information. It presents schedules detailing certain
pension and OPEB information, as well as budgetary comparison schedules for the General Fund and
the School Department to demonstrate compliance with their respective budgets. Required
supplementary information can be found on pages 61-69 of this report.

Government-wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a government’s financial
position. In the case of the Town of Portsmouth, assets exceeded liabilities by $21,352,098 at the close
of the most recent fiscal year, as compared to assets exceeding liabilities by $19,447,530 at the close
of the previous fiscal year.

A portion of the Town’s net position reflects its investment in capital assets (e.g., land, buildings,
machinery, and equipment); less any related debt used to acquire these assets that is still outstanding.
The current year's figure for net investment in capital assets is $13,920,078.
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