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Summary:

Hamden Town, Connecticut; General Obligation

Credit Profile

US$32.78 mil GO rfdg bnds (federally taxable) ser 2018 B due 08/15/2029

Long Term Rating A/Stable New

US$10.07 mil GO rfdg bnds ser 2018 A due 08/15/2030

Long Term Rating A/Stable New

Rationale

S&P Global Ratings assigned its 'A' long-term rating on Hamden Town, Conn.'s series 2018A and 2018B general

obligation (GO) refunding bonds. The outlook is stable.

Hamden's full faith and credit pledge, payable from the levy of an unlimited-ad valorem tax on all taxable property in

the town, secures the series 2018A and series 2018B bonds. We understand officials intend to use proceeds from the

bonds to restructure certain maturities that will lower debt service costs by approximately $12.2 million (total GO debt

service is projected to be approximately $16.84 million, or approximately 7.3% of general fund expenditures) for 2019,

and will further reduce debt service carrying charges through 2023; at which point, annual debt service will increase

thereafter through the final bond maturity in 2031. The restructuring is intended to level out Hamden's debt profile

through the life of the bonds and generate sufficient near-term debt service reductions to help stabilize operational

budget increases. The restructuring is also intended to provide the town with the flexibility to take on modest new

money debt for needed infrastructure projects in the future.

The rating reflects our opinion of the following factors for Hamden, specifically its:

• Strong economy, with access to a broad and diverse metropolitan statistical area (MSA);

• Adequate management, with "standard" financial policies and practices under our Financial Management

Assessment (FMA) methodology;

• Weak budgetary performance, net of data adjustments, with operating deficits in the general fund and at the total

governmental fund level in fiscal 2017;

• Very weak budgetary flexibility, with an available fund balance in fiscal 2017 of 0.5% of operating expenditures;

• Adequate liquidity, with total government available cash at 5.5% of total governmental fund expenditures and 66.5%

of governmental debt service, but access to external liquidity we consider strong;

• Very weak debt and contingent liability position, with debt service carrying charges at 6.4% of expenditures and net

direct debt that is 124.7% of total governmental fund revenue, as well as a large pension and other postemployment

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

• Strong institutional framework score.
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Strong economy

We consider Hamden's economy strong. The town, with an estimated population of 61,252, is located in New Haven

County in the New Haven-Milford MSA, which we consider broad and diverse. The town has a projected per capita

effective buying income of 110% of the national level and per capita market value of $90,138. Overall, the town's

estimated full value was stable over the past year at $5.5 billion in 2018. New Haven County's unemployment rate was

5.0% in 2017, which is above the state's (4.7%) and the nation's (4.4%) average.

Hamden, which encompasses approximately 33 square miles, is a predominantly residential community about six

miles north of New Haven. State Route 15 (The Wilbur Cross Parkway) and Interstate 91 traverse the town, connecting

residents to regional employment opportunities in the New Haven-Milford MSA. In addition to public sector

employment, Hamden's local economic and employment base centers on higher education, health care and assisted

living services, commercial retail, and manufacturing. Hamden's municipal government and board of education (1,337

employees) is the community's leading employer, followed by Quinnipiac University (851), Genesis Health Care and

Rehabilitation (350), Whitney Center (290), and the American Automobile Association (265).

Due to its predominantly residential property mix, Hamden historically experienced modest year-over-year gains in its

net taxable grand list. Following a property revaluation in October 2015, and provisions that extend property tax relief

to elderly residents, the town's net taxable grand list fell by 5% from its peak of $4.07 billion in 2014. However, the

town's net taxable grand list has remained steady at approximate $3.88 billion over the past three years. Its tax base is

very diverse, in our view, with the top 10 taxpayers accounting for 7.8% of the taxable assessed value (AV).

In May 2018, damaging winds from an EF1 tornado directly harmed Hamden. The town reports the storm left

thousands of residents without power for up to one week and downed many trees on state-owned, municipal, and

private properties. While the town reports only minor damage to municipal properties in the near term, overtime costs

to manage recovery efforts were covered through operating budget adjustments, while the bond anticipation note

(BAN) issuance will help remediate storm-related damage (including debris collection and disposal), and the town will

apply for reimbursement from state and federal agencies. However, the town does not anticipate significant long-term

effects on residents and businesses.

Officials report that due to recent efforts to attract new economic growth, Hamden has identified several prospective

new development and redevelopment projects that could provide some uplift to the net taxable grand list. Local

developers expect to complete construction of a 393-unit apartment complex over the next year; the total impact of

this project will generate an additional $1.4 million in new tax revenue per year. Hamden also expects a proposed

redevelopment of a former middle school and an another residential complex to generate an estimated $200,000 in

new tax revenue annually. In addition, officials report several commercial retailers are in various stages of

development and that several industrial employers have relocated to Hamden.

In light of these new economic developments, we believe Hamden wealth and income profile is likely to remain stable

over the next two years, and we expect our evaluation of the town's economy to remain strong.

Adequate management

We view the town's management as adequate, with "standard" financial policies and practices under our Financial

Management Assessment methodology, indicating the finance department maintains adequate policies in some but not
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all key areas.

In our view, management historically developed optimistic revenue and expenditure assumptions, which contributed

to structural deterioration and a significant decline in its available reserves in the years following the Great Recession.

Over the past several fiscal years, we understand that management has implemented a more comprehensive approach

in developing revenue and expenditures, including more realistic local revenue projections and conservative state

revenue projections. However, in our assessment of the town's budget assumptions, we believe the town continues to

face pressures related to an uncertain state funding environment and satisfying its pension funding requirements,

which limit our confidence that budget assumptions and financial projections are well-tested and sustainable from a

long-term and recent trend perspective.

During each fiscal year, management monitors Hamden's budget performance on a regular basis, and it has the ability

to amend the budget if necessary. The town has a rolling six-year capital improvement plan (CIP), which identifies

project costs for municipal and school projects. The town reviews the CIP annually and incorporates it into the

budgeting process. Hamden has also developed a six-year financial forecast, which it enacted in accordance with state

statutes under the pension deficit-funding plan.

Hamden's investment policy restricts investment vehicles to certificates of deposits, repurchase agreements, and state

investment funds. Under its debt policy, carrying charges for capital investment cannot exceed 10% of the current

fiscal year's budgeted expenditures, unless it is certified via binding referendum; noncapital-related borrowing cannot

exceed 4% of the current fiscal year's budget. Although Hamden does not have a formal reserve policy, management

hopes to restore available reserves to 5% of general fund expenditures.

Weak budgetary performance

Hamden's budgetary performance is weak in our opinion. The town had operating deficits of negative 2.9% of

expenditures in the general fund and of negative 4.1% across all governmental funds in fiscal 2017. Our revised

assessment of Hamden's budgetary performance to weak from adequate reflects data adjustments calculating the

difference between pension actuarially determined contribution (ADC) and actual payments. Furthermore, we adjusted

fiscal 2017 operating results for net transfers and capital outlay expenditures paid from bond proceeds.

According to management's six-year financial plan, the town has identified various measures to build and maintain

structural balance with recurring revenues equivalent to recurring expenditures. The projection has a built-in plan to

restore $500,000 to available reserves annually, with a goal of reaching reserve levels of 5% of general expenditures.

While we believe Hamden has exhibited more proactive management of the annual budget and is demonstrating its

ability to make necessary budgetary adjustments to produce closer-to-balanced operations over the past three years,

we also anticipate its budgetary performance could fluctuate from year-to-year as the town faces significant headwinds

that will likely challenge general fund performance over our two-year outlook horizon.

One source of downward budgetary pressure continues to be the town's persistent underfunding of pension and OPEB

liabilities. Although audited financial statement indicate break-even operating results over the past three fiscal years,

the town deferred annual pension costs--including approximately $6.32 million in fiscal 2017–that, in our view, inflates

budgetary performance. It issued pension deficit funding bonds in fiscal 2015, and the state imposed statutory

requirements on Hamden to increase its ADC incrementally over four years until it met the full annual contribution.
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However, in the most recent legislative session, the state extended the deadline for Hamden to fund its ADC in full

within six years (fiscal 2021). For fiscals 2018-2020, the town is required to contribute 55%, 70%, and 85% of its ADC,

respectively. Although the town has budgeted to fund the full ADC in its fiscal 2019, with the flexibility to adjust these

expenditures based on the potential shortfalls in state aid through the next biennial budget. Therefore, we will continue

to monitor how the town incorporates these costs related to funding its long-term liabilities.

Second, Hamden continues to operate in a less predictable state aid environment. Connecticut's budget impasse last

year, which extended nearly five months into the 2018-2019 biennium, demonstrated significant state-level gridlock

over revenue shortfalls and rising fixed costs that had a direct and harmful effect on municipal finances entering fiscal

2018. According to officials, the town has managed this uncertainty by implementing various cost control measures

and departmental savings to partially offset revenue losses.

While the prospect for additional state cuts affects all local governments in the state, Hamden's budgetary

performance is somewhat more vulnerable due to the amount of state funding its receives, particularly

payment-in-lieu-of-taxes (PILOT) for tax-exempt property and Education Cost Sharing (ECS) grants. For fiscal 2017,

property taxes generated 73.2% of general fund revenues while state aid accounted for 23.6%. Over the past five fiscal

years, the town's levy has risen by 6.32 mills to 45.26 mills; the town decreased the rate by 0.1 mills for fiscal 2018.

However, it increased the rate by 2.12 mills for fiscal 2019. Hamden maintains a high millage rate relative to other

municipalities in the state, but property tax collections have remained strong, in our view, between 98% and 99% over

the past five fiscal years. Should state funding gaps persist leading to declines in state aid, however, we believe the

town will likely need to generate additional revenue from locally derived revenue sources to maintain balanced

operations. This could prove difficult given Hamden already high mill rate and limited grand list growth in recent

years, which could place a substantial burden on its existing tax base.

A third source of operating pressure that could affect budgetary performance involves the town's internal service fund,

which accounts for self-insured health benefit activities. As of fiscal year-end June 30, 2017, the town had a deficit of

nearly $8.7 million, which included an unrestricted net deficit for workers' compensation claims totaling $5.78 million,

and a deficit of $2.92 million for its self-insured health plan. We note that Hamden reduced the net deficit by $627,000

in fiscal 2017. Nevertheless, maintaining balance in the medical insurance fund has been elusive in recent years.

For fiscal 2018, the state's biennial budget enactment in October 2017 provided some certainty to the town for the

remainder of the current year, but projected state aid was approximately $4.62 million below the town's adopted

budget. As a result, Hamden reduced discretionary spending and reduced its workforce by leaving positions unfilled. In

addition, town officials worked with its state representatives to restore approximately $1.9 million of its municipal

revenue sharing funds for motor vehicle property tax grants and another $1.5 million in other funding. Based on its

year-end budget projections, the town conservatively expects a nearly $71,000 surplus.

For fiscal 2019, Hamden adopted a balanced $231.5 million general fund budget. The adopted budget incorporates the

town's expectations for a slight reduction in state aid and 2.12 mill increase the property tax rate.

In May 2018, the state legislature revised the 2018-2019 biennial budget–due in part to better-than-expected income

tax receipts--to increase funding and shield municipalities from additional state aid reductions in fiscal 2019. While the
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town may benefit from a $613,000 increase in ECS grants, projections show the town could recognize a decrease to its

municipal stabilization grant and car tax grant funding; the legislature voted to raise the statewide cap on municipal

property taxes from a maximum rate of 39 mills to 45 mills. This measure could allow Hamden to capture a greater

share of local property and motor vehicle tax revenue, but it will likely reduce state municipal aid because it already

maintains a levy that exceeds the state maximum. Although the town enters fiscal 2019 with a more predictable state

aid outlook compared to the prior fiscal year, a looming and potentially multi-billion dollar state deficit entering the

next biennium could lead the state to make deep cuts to municipal grants.

Therefore, should we see retirement costs escalate to unsustainable levels, or if state aid reductions persist to a point

of causing structural imbalance, we could modify our view of Hamden's budgetary performance.

Very weak budgetary flexibility

Hamden's budgetary flexibility is very weak, in our view, with an available fund balance in fiscal 2017 of 0.5% of

operating expenditures, or $1.2 million. Hamden's reserves declined significantly in fiscal 2010 due to a weakening in

major revenue sources and optimistic budget assumptions. To address the significant decline in reserves, the town

implemented various cost-cutting measures including staffing reductions and hiring freezes, outsourcing of some town

services, and generating revenue by raising its property tax rate. At fiscal year-end June 30, 2015, Hamden rebuilt its

reserves to 1.5% of general fund expenditures.

Over the past two fiscal years, however, the town reported a decline in reserves due to the cumulative effect of state

aid reductions that had a material effect on the town's revenue and pressure from rising local expenditures. As a result,

the town's reserves decreased from $3.04 million in fiscal 2015 to $1.19 million in fiscal 2017. Although management

intends to reverse this downward pressure and restore fund balance over the next several years, we believe Hamden

has limited budgetary flexibility to absorb potential reductions to municipal aid should state-level fiscal pressure persist

or to offset substantial increases in annual costs related to its unfunded retirement liabilities. Due to ongoing

uncertainty related to these factors, we expect Hamden's budgetary flexibility to remain very weak over the two-year

outlook period.

Adequate liquidity

In our opinion, Hamden's liquidity is adequate, with total government available cash at 5.5% of total governmental

fund expenditures and 66.5% of governmental debt service in 2017. In our view, the town has strong access to external

liquidity if necessary. Our assessment of the town's liquidity excludes restricted funds from bond proceeds held in the

general fund for fiscal 2017.

The town has demonstrated strong market access by issuing GO bonds within the past 20 years. Furthermore, we note

that Hamden does not have any contingent liquidity risk from financial instruments with payment provisions that

change on the occurrence of certain events. Therefore, we expect the town's cash position to remain stable and its

overall liquidity position to remain very strong over the next two years.

Very weak debt and contingent liability profile

In our view, Hamden's debt and contingent liability profile is very weak. Total governmental fund debt service is 6.4%

of total governmental fund expenditures, and net direct debt is 124.7% of total governmental fund revenue. Following

the current issuances, Hamden will have approximately $311.4 million in total direct debt outstanding, of which $9.6
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million are BANs. Furthermore, the town does not have any overlapping debt. While we expect annual debt service

payments to remain moderate beyond our two-year outlook horizon, we note that the town's overall debt service is

front-loaded through 2032, and management expects annual debt service to decline substantially thereafter.

As outlined in its six-year CIP, Hamden could issue up to $12 million annually over the next four years (totaling $48

million) for additional capital improvements for general government and school purposes. However, officials aim to

prioritize projects and limit annual debt issuances to no more that $10 million to reduce annual debt service costs.

Furthermore, as a part of its overall debt mitigation strategy, the town will continue to seek opportunities to refund

debt or could potentially restructure certain maturities to lower debt service costs. However, management indicates

that the timing and magnitude of future debt issuances are dependent on the town's economic and fiscal conditions,

and an assessment that the debt service payments are sustainable over the life of the bonds. The town will be retiring a

similar amount of its total direct debt annually; therefore, we do not expect a material change to its direct debt ratios.

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

think will sufficiently address the obligation. Hamden's combined required pension and actual OPEB contributions

totaled 14.6% of total governmental fund expenditures in fiscal 2017. Of that amount, 9.0% represented required

contributions to pension obligations, and 5.6% represented OPEB payments. The town made 73% of its annual

required pension contribution in fiscal 2017.

The town is the administrator of a single employer, contributory public employee retirement system (PERS). It closed

the plan to new employees hired after July 1, 2007. The unfunded pension liability for PERS is approximately $287.99

million, with a funding level of 36.3% as of June 30, 2017. In 2015, Hamden consulted a third-party advisory group and

decided to address its high liability by issuing $125.5 million to fund its unfunded liability. Hamden's funding plan

currently assumes a 7% discount rate, which is comparable with national trends. According to its six-year financial

plan, Hamden will ramp up to contributing 100% of the ADC by 2021, which was revised under state law from an

original date of fiscal 2019. We believe the sale of the pension obligation bonds substitutes a hard debt liability for a

prior soft unfunded pension liability, but does not significantly change the town's liabilities overall.

Apart from its pension liability, Hamden has an unfunded OPEB liability of $526.66 million as of July 1, 2017. It has

established an OPEB trust fund to gradually address this liability. The town contributed $100,000 in fiscal 2016, and it

contributed another $150,000 for fiscal 2017. The OPEB trust had $450,000 by the end of fiscal 2017. While we believe

management is taking steps to address the fixed costs associated with its unfunded pension and OPEB liabilities, the

sheer size of the unfunded liabilities remains an ongoing challenge for management. Consequently, we believe

Hamden's pension and OPEB costs will continue to pressure budgetary performance over the long term.

Strong institutional framework

The institutional framework score for Connecticut municipalities is strong. In 2017, we lowered our predictability

subfactor twice based on our view that local governments are operating in a less-predictable environment when

budgeting and forecasting state revenue. This action resulted from delayed passage of the state's biennial budget in

2017, which slowed payments to local governments, led to a period of significant budgetary stress, and forced

municipalities to adopt 2018 budgets amid significant uncertainty. While we view the state's creation of the Municipal

Accountability Review Board (MARB) in 2017 as a formal system support mechanism for identifying fiscal distress and
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providing assistance to municipalities, we continue to monitor MARB's efficacy and its potential effect on the legal and

practical environment in which local governments operate in Connecticut. (For more information, please see the

article, titled "Connecticut Rating Actions Do Not Affect Strong Institutional Framework Score on Local Governments,"

published April 19, 2018, on RatingsDirect.)

Outlook

The stable outlook reflects our expectation that Hamden will maintain strong economic profile and access to the New

Haven-Milford MSA, which we believe will likely support stable wealth and income levels over the next two years. The

stable outlook is also based on our view that--despite sustained budgetary pressures related to an uncertainty of state

funding support and growing fixed costs related to its substantial unfunded retirement liabilities–the town has

demonstrated the ability to raise the tax levy and reduce discretionary expenditures, which lends some stability to the

rating over the near term. Therefore, we do not expect to change the rating over the two-year outlook period.

Downside scenario

We could lower the rating if management is not able to effectively absorb the increased annual costs of its unfunded

pension and OPEB liabilities, or if state financial support weakens, contributing to structural imbalance and decline in

available reserves to levels we no longer view as commensurate with 'A'-rated peers.

Upside scenario

Although we view it as unlikely over the next two years due to Hamden's weak-to-very weak financial factors, we

could raise the rating if the town is able to achieve full-funding of its ADC and demonstrate sustainable structural

reforms as part of its long-term financial strategy–including stabilizing revenue, implementing spending controls,

identifying potential refundings, or restructuring long-term debt as necessary–that lead to strengthened budgetary

performance and material improvement of reserves.

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

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

Government GO Criteria, Sept. 2, 2015

• Local Government Pension And Other Postemployment Benefits Analysis: A Closer Look, Nov.8, 2017

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,

have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such criteria.

Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings information is

available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating action can be found

on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search box located in the left

column.
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