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Fitch Rates Hamden, CT's $43MM GO Bonds 'BBB+'; Outlook
Stable

 

Fitch Ratings-New York-05 July 2018: Fitch Ratings has assigned a 'BBB+' rating to
the following general obligation (GO) bonds to be issued by the town of Hamden, CT: 
 

--$10,070,000 GO refunding bonds, issue of 2018, series A; 
--$32,780,000 GO refunding bonds (federally taxable), issue of 2018, series B. 
 

Fitch currently rates the town's outstanding GO bonds, series 2009B (taxable), series
2011A, series 2012, series 2014A and series 2015 (taxable) and the town's Issuer
Default Rating (IDR) 'BBB+'. 
 

The Rating Outlook is Stable. 
 

The bonds will be sold on a negotiated basis on or about July 17. Proceeds will be
used to refund all or any portion of certain outstanding GO bonds of the town. 
 

SECURITY 

The bonds are a general obligation of the town backed by its full faith, credit, and
unlimited taxing power. 
 

ANALYTICAL CONCLUSION 

 

The 'BBB+' IDR and GO rating reflect the town's weak financial profile given its low
reserves and spending pressures associated with higher scheduled debt service
costs and the recently achieved ramp-up to full funding of the pension actuarially
determined contribution (ADC). Furthermore, Fitch expects the town's natural revenue
growth to remain low to stagnant based on expectations for housing appreciation and
new development activity. Some combination of tax rate increases or debt
restructuring, including the current offering, is likely to address near term budgetary
challenges. Millage rates are already considered moderately high relative to other
local governments in the state. The town's long-term liabilities are elevated and
further pressured from a very high other post-employment benefit (OPEB) liability
despite the town's success in alleviating this pressure in recent years. 
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Economic Resource Base 

Hamden is located north of New Haven and about 35 miles southwest of Hartford.
The town is primarily residential in nature and had a 2016 census population of
61,125 which is a modest increase since 2010. The town is home to Quinnipiac
University and is roughly five miles from Yale University contributing to a notable
presence in education. Employment and demographic indices largely reflect those of
the state. 
 

KEY RATING DRIVERS 

 

Revenue Framework: 'a' 
The town derives the bulk of its revenues from property taxes for which changes in
the levy or millage rate are not restricted by law. The town's tax base has been
subject to revaluation-based declines over the prior decade and very modest
increases due to new development, necessitating millage rate increases to support
spending. 
 

Expenditure Framework: 'bbb' 
Spending pressures are evident in the town's escalating debt service structure,
expectations for higher pension contributions given the low funded status of the
town's single-employer pension plan and history of pension underfunding, and
uncertain capacity to achieve cost savings without impacting service levels given the
high proportion of debt service, retiree benefits, and critical education and public
safety spending to the overall budget. 
 

Long-Term Liability Burden: 'a' 
Fitch expects Hamden's long-term liability burden to remain elevated in relation to
personal income due to potential growth in outstanding pension liabilities, additional
debt plans, and slow population gains. Additionally, the town's unfunded OPEB
liability is very high, although the town has made some progress to curb future
benefits. 
 

Operating Performance: 'bbb' 
The town has maintained reserves at a very low 1%-2% of spending dating back to
fiscal 2010 and Fitch does not anticipate a meaningful increase in fund balance in the
near term. The combination of low reserves and limited spending flexibility contribute
to a financial profile that is likely to become distressed from unexpected events or a
cyclical downturn. Spending deferrals and use of non-recurring revenue sources have
been utilized to maintain budget balance. 
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RATING SENSITIVITIES 

Management of Budgetary Pressures: The town faces several budgetary challenges
that could lead to negative rating action in the near term. Rating stability is predicated
on management's ability to meet these demands while maintaining fiscal balance and
avoiding further weakening of already low reserves and liquidity. 
 

Revenue Shift: A change in Fitch's expectation for sustainable growth in the tax base
and revenue performance could impact the town's revenue framework assessment
and lead to a change in the rating. 
 

CREDIT PROFILE 

 

Hamden's economic resource base largely reflects its position as a residential
community. The tax base exhibits good wealth (as measured by a market value per
capita of approximately $90,000) and resident income indices approximate those of
the wealthy state. However, tax base performance has been somewhat lackluster
both in terms of new development and price appreciation and the town's population
has grown at a very modest pace. Industry is clustered around healthcare,
bioscience, and education due to the town's proximity to a number of higher education
institutions including Yale University in nearby New Haven. Quinnipiac University is
one of the town's largest employers and has roughly 6,500 undergraduate students. 
 

Revenue Framework 

Hamden's primary source of revenues is the property tax which typically approximates
75% of general fund revenues. Other key revenue sources for the town include state
aid, the bulk of which is specifically dedicated for the operation of the town board of
education (BOE). 
 

Fitch expects the town's general fund revenues to remain fairly stagnant or to
increase below the level of inflation in the foreseeable future absent policy action. The
town's tax base continues to contract with a 5% decline based on the five-year
revaluation effective for fiscal 2017. The tax base essentially remained flat for both
fiscal 2018 and fiscal 2019 at just under $3.9 billion. The value for new building
permits experienced an uptick for fiscal 2018 but remains fairly low relative to the total
size of the tax base. 
 

The town's weak revenue prospects also reflect recent contraction in state aid, the
second largest component of general fund revenues, driven by the state's ongoing
fiscal challenges. Budgeted at roughly $30 million or 13% of the general fund budget
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for fiscal 2019, state aid revenues were reduced about $5.5 million (on a net basis)
mid-year fiscal 2018. Of the state aid budgeted for fiscal 2019, a total of $24 million is
for the BOE which is designated among the state's Alliance Districts (or low
performers) which the state has held harmless to cuts in aid thus far. Fitch is not
assuming growth in state aid at this time. 
 

General fund revenue growth has largely been supported by tax rate increases
adopted by the town. The town has full legal control over its property tax levy and
rate. The town's millage rate increased in seven consecutive years from fiscal 2010-
2017 or 54% in aggregate. The tax rate was reduced modestly in fiscal 2018 before a
2.7 mill or roughly 6% increase was approved for fiscal 2019. The town's equalized
millage rate was eighth highest in the state out of 169 municipalities and 149% of the
state median according to the Municipal Fiscal Indicators report published by the
state's Office of Policy and Management (OPM) in December 2017. However, the
town's tax levy per capita was only slightly above the state median. 
 

Expenditure Framework 

BOE spending, excluding related employee pension and medical insurance costs,
consumes roughly 37% of the approximately $232 million fiscal 2019 general fund
budget. Medical and pension benefits for town and BOE employees account for
another 30% of the budget followed by public safety expenditures at about 13%.
Scheduled debt service payments are more than $28 million or 12% of spending, a
roughly $8 million (more than 3% of budgeted spending) increase in debt service
costs over the prior year budget. The town is undertaking the current financing to
restructure its debt service costs for budget relief, as scheduled debt service
payments have risen dramatically in the last several years, largely due to the
issuance of $125 million in GO pension obligation bonds (POBs) in 2015. 
 

Fitch expects the town's overall spending needs will increase above the pace of the
town's mostly stagnant natural revenue growth. The combination of increased debt
service and full funding of the actuarial determined contribution (ADC) for the town-
administered pension plan are key drivers of the town's rising costs. The town was
required by state law to increase funding to its pension plan to equal 100% of the
ADC within four years after issuance of its POBs (or fiscal 2019). A recent
amendment to state law now allows the town to fund only 70% of the $22.6 million
ADC in fiscal 2019 increasing to 100% by fiscal 2021. The town has indicated it has
budgeted the full ADC for fiscal 2019 as required under the old state law; however,
the town may consider deferring a portion of the ADC in order to alleviate other
budget stresses that may arise. 
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The town expects to trim its budgeted debt service cost for fiscal 2019 by more than
$12 million from the proposed debt restructuring, debt service savings that have
already been assumed by the town in the fiscal 2019 budget. The restructuring is
expected to yield additional debt service savings of roughly $10 million in fiscal 2020,
and between $2 million and $7 million in each of the succeeding three fiscal years.
The town forecasts a net present value cost in excess of 4% from the debt
restructuring plan, and its annual debt service requirements will continue to rise in the
near term. Post-restructuring debt service is estimated at almost $17 million in fiscal
2019 and rises to more than $28 million by fiscal 2024 before leveling off. The
increased debt service costs would likely require some other form of debt or budget
maneuvering absent higher than anticipated growth in the tax base. 
 

In fiscal 2017, the town's actual debt service and OPEB payments together with the
full pension ADC accounted for a relatively high 21% of total governmental spending.
As noted above, Fitch expects the town's annual debt service obligations to increase
over the next several years based on its current debt schedule and restructuring
plans. The town's charter limits annual debt service costs for capital projects to no
greater than 10% of the town's budget and 4% for non-capital related projects (such
as for POBs), unless otherwise approved by voters. Total capital and non-capital debt
service levels for fiscal 2018 were roughly 6% and 4% of the budget, respectively.
The current scheduled fiscal 2019 debt service related to capital projects is closer to
9% of budget. 
 

Retiree costs are also likely to rise if the town continues to underfund its pension ADC
and if pension plan assumptions are not met. The town has successfully negotiated
changes to its pension plan for public safety bargaining units and to medical coverage
for all labor groups. Pension changes include a reduction in the COLA cap and an
increase in the employee contribution, and on the medical side all labor groups now
participate in a high-deductible health plan. The town's current pension and OPEB
disclosure does not reflect the entirety of benefit reductions agreed to; for example,
the town estimates a minimum of $2 million in savings in the pension ADC alone that
has not be incorporated in the fiscal 2019 budget. 
 

Union contracts are subject to arbitration but a decision may be rejected by a two-
thirds vote by the town's legislative body. A new arbitration panel would then be
appointed by the state and their subsequent decisions would be required to take into
consideration the financial capability of the employer. The town made cuts to full-time
positions over the previous recession through layoffs, combining positions and
privatizing certain services and indicated that additional expenditure flexibility above
this remains in order to address a future downturn. 
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Long-Term Liability Burden 

Long-term liabilities for debt and unfunded pension obligations are estimated at a
moderate 19% of personal income. Fitch expects pension liability levels to increase
gradually, while debt levels are expected to remain fairly level based on future new
money issuance plans (estimated at $10 million annually through fiscal 2022) and the
likely extension of the weighted average maturity of bonds outstanding due to debt
restructuring. The 'a' assessment also reflects the town's very high unfunded OPEB
liability at more than $485 million as of the July 1, 2016 actuarial valuation date, or the
equivalent of 14% of personal income. 
 

The town maintains a single-employer pension plan that was closed to new hires July
1, 2007. All non-teacher hires since then participate in the state-operated Connecticut
Municipal Employees Retirement System (CMERS). Teachers participate in the
Connecticut State Teachers' Retirement System for which the town has no financial
obligation. The town plan was severely underfunded due to a combination of poor
investment results and years of underfunding of the ADC. To address this status the
town issued $125 million in POBs in February 2015. The combined net pension
liability (NPL) for the town plan and CMERS was reported at $303 million (or 9% of
personal income), with an asset to liabilities ratio of 56% as of June 30, 2016. The
Fitch-adjusted NPL (applying a 6% discount rate) was approximately $359 million or
10% of personal income and the funded ratio 44%. As long as the POBs are
outstanding the town must provide annual reporting to the state, including
demonstrated funding of the required pension contribution and an annual actuarial
valuation of the pension plan. 
 

Operating Performance 

Hamden's financial position remains very narrow and its operating performance would
likely be stressed in an economic downturn. Inherent budget flexibility is assessed as
midrange largely due to the town's unlimited legal authority to increase its property tax
revenues; expenditure cuts are viewed more cautiously given the extent of spending
measures introduced by the town during the last recession (which included
departmental consolidations, privatization of certain services, and staff reductions)
and subsequent slow economic recovery. Furthermore, political and/or taxpayer
pressure may inhibit the town from assessing this source of flexibility given its existing
tax burden. That said, Fitch expects that, as has been the case historically, the town
would take actions necessary to keep financial resilience from deteriorating
significantly. 
 

The town's recent financial performance reflects a mix of very modest surplus and
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deficit results; near break-even results are anticipated for fiscal 2018. However, the
town's financial results reflect utilization of one-time measures (albeit not exclusively)
and there has been little to no progress improving its reserve position relative to
spending. Fitch believes the town's unrestricted fund balances will remain at very low
levels given expectations for tepid tax base and revenue growth, and ongoing
pressure associated with higher debt servicing costs, among other expenditure
pressures. The town has budgeted to pay the full pension ADC in fiscal 2019 for the
first time in well over a decade. Outside of the general fund the town continues to
report moderate current fund deficits in its internal service funds on an aggregate
basis, however, cash flow from operating activities turned positive for the first time in
several years in fiscal 2017. 
 

The 2019 general fund budget totals nearly $232 million or a roughly 2.5% increase
over the fiscal 2018 budget. Revenue highlights include a 2.7 mill or roughly 6%
increase in the property tax rate year-over-year, an increase in PILOT revenue from
Quinnipiac University to $1.35 million from $600,000, and introduction of a new
tipping fee to cover the cost of operation of the town's waste transfer station. Revenue
exposure to the state is now somewhat limited as the fiscal 2019 budget assumes
only $6 million in aid to the town excluding the BOE. 
 

Contact:  
 

Primary Analyst 
Michael Rinaldi 
Senior Director 

+1-212-908-0833 

Fitch Ratings, Inc. 
33 Whitehall Street 
New York, NY 10004 

 

Secondary Analyst 
Kevin Dolan 

Director 

+1-212-908-0538 

 

Committee Chairperson 

Amy Laskey 

Managing Director 

+1-212-908-0568 
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Date of Relevant Rating Committee: June 4, 2018. 
 

In addition to the sources of information identified in Fitch's applicable criteria
specified below, this action was informed by information from Lumesis and
InvestorTools. 
 

 

Media Relations: Sandro Scenga, New York, Tel: +1 212-908-0278, Email:
sandro.scenga@fitchratings.com 

 

Additional information is available on www.fitchratings.com 

Applicable Criteria  
U.S. Public Finance Short-Term Debt Rating Criteria (pub. 01 Nov 2017)
(https://www.fitchratings.com/site/re/905637) 

U.S. Public Finance Tax-Supported Rating Criteria (pub. 03 Apr 2018)
(https://www.fitchratings.com/site/re/10024656) 

 

Additional Disclosures 

Solicitation Status (https://www.fitchratings.com/site/pr/10036461#solicitation) 

Endorsement Policy (https://www.fitchratings.com/regulatory) 

 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND
DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY
FOLLOWING THIS LINK:
HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN
ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS
ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S
CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE
FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND
PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT
SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS RELEVANT
INTERESTS ARE AVAILABLE AT
HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS
RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR
WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE
FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH
WEBSITE. 

https://www.fitchratings.com/site/re/905637
https://www.fitchratings.com/site/re/10024656
https://www.fitchratings.com/regulatory
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Copyright © 2018 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33
Whitehall Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax:
(212) 480-4435. Reproduction or retransmission in whole or in part is prohibited
except by permission. All rights reserved. In issuing and maintaining its ratings and in
making other reports (including forecast information), Fitch relies on factual
information it receives from issuers and underwriters and from other sources Fitch
believes to be credible. Fitch conducts a reasonable investigation of the factual
information relied upon by it in accordance with its ratings methodology, and obtains
reasonable verification of that information from independent sources, to the extent
such sources are available for a given security or in a given jurisdiction. The manner
of Fitch's factual investigation and the scope of the third-party verification it obtains
will vary depending on the nature of the rated security and its issuer, the requirements
and practices in the jurisdiction in which the rated security is offered and sold and/or
the issuer is located, the availability and nature of relevant public information, access
to the management of the issuer and its advisers, the availability of pre-existing third-
party verifications such as audit reports, agreed-upon procedures letters, appraisals,
actuarial reports, engineering reports, legal opinions and other reports provided by
third parties, the availability of independent and competent third- party verification
sources with respect to the particular security or in the particular jurisdiction of the
issuer, and a variety of other factors. Users of Fitch's ratings and reports should
understand that neither an enhanced factual investigation nor any third-party
verification can ensure that all of the information Fitch relies on in connection with a
rating or a report will be accurate and complete. Ultimately, the issuer and its advisers
are responsible for the accuracy of the information they provide to Fitch and to the
market in offering documents and other reports. In issuing its ratings and its reports,
Fitch must rely on the work of experts, including independent auditors with respect to
financial statements and attorneys with respect to legal and tax matters. Further,
ratings and forecasts of financial and other information are inherently forward-looking
and embody assumptions and predictions about future events that by their nature
cannot be verified as facts. As a result, despite any verification of current facts,
ratings and forecasts can be affected by future events or conditions that were not
anticipated at the time a rating or forecast was issued or affirmed.  
The information in this report is provided "as is" without any representation or
warranty of any kind, and Fitch does not represent or warrant that the report or any of
its contents will meet any of the requirements of a recipient of the report. A Fitch
rating is an opinion as to the creditworthiness of a security. This opinion and reports
made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective
work product of Fitch and no individual, or group of individuals, is solely responsible
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for a rating or a report. The rating does not address the risk of loss due to risks other
than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the
offer or sale of any security. All Fitch reports have shared authorship. Individuals
identified in a Fitch report were involved in, but are not solely responsible for, the
opinions stated therein. The individuals are named for contact purposes only. A report
providing a Fitch rating is neither a prospectus nor a substitute for the information
assembled, verified and presented to investors by the issuer and its agents in
connection with the sale of the securities. Ratings may be changed or withdrawn at
any time for any reason in the sole discretion of Fitch. Fitch does not provide
investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold
any security. Ratings do not comment on the adequacy of market price, the suitability
of any security for a particular investor, or the tax-exempt nature or taxability of
payments made in respect to any security. Fitch receives fees from issuers, insurers,
guarantors, other obligors, and underwriters for rating securities. Such fees generally
vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue.
In certain cases, Fitch will rate all or a number of issues issued by a particular issuer,
or insured or guaranteed by a particular insurer or guarantor, for a single annual fee.
Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable
currency equivalent). The assignment, publication, or dissemination of a rating by
Fitch shall not constitute a consent by Fitch to use its name as an expert in
connection with any registration statement filed under the United States securities
laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the
securities laws of any particular jurisdiction. Due to the relative efficiency of electronic
publishing and distribution, Fitch research may be available to electronic subscribers
up to three days earlier than to print subscribers.  
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd
holds an Australian financial services license (AFS license no. 337123) which
authorizes it to provide credit ratings to wholesale clients only. Credit ratings
information published by Fitch is not intended to be used by persons who are retail
clients within the meaning of the Corporations Act 2001 

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission
as a Nationally Recognized Statistical Rating Organization (the "NRSRO"). While
certain of the NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO
and as such are authorized to issue credit ratings on behalf of the NRSRO (see
https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not
listed on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by
those subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO
personnel may participate in determining credit ratings issued by or on behalf of the
NRSRO.
Solicitation Status
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The ratings above were solicited and assigned or maintained at the request of the
rated entity/issuer or a related third party. Any exceptions follow below.
Fitch Updates Terms of Use & Privacy Policy

We have updated our Terms of Use and Privacy Policies which cover all of Fitch
Group’s websites. Learn more (https://www.thefitchgroup.com/site/policies).

Endorsement Policy - Fitch's approach to ratings endorsement so that ratings
produced outside the EU may be used by regulated entities within the EU for
regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
rating agencies, can be found on the EU Regulatory Disclosures
(https://www.fitchratings.com/regulatory) page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity
and in the transaction detail pages for all structured finance transactions on the Fitch
website. These disclosures are updated on a daily basis.

https://www.thefitchgroup.com/site/policies
https://www.fitchratings.com/regulatory

