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Summary:

Haddam, Connecticut; General Obligation

Credit Profile

US$6.0 mil GO bnds iss 2020 due 06/01/2040

Long Term Rating AAA/Stable New

Haddam Town GO bnds ser 2017 due 05/15/2037

Long Term Rating AAA/Stable Affirmed

Rating Action

S&P Global Ratings assigned its 'AAA' long-term rating to Haddam, Conn.'s series 2020 general obligation (GO) bonds.

At the same time, we affirmed our 'AAA' rating on the town's GO debt outstanding. The outlook is stable.

The bonds and notes are secured by the town's unlimited GO pledge to levy ad valorem taxes without limit as to rate

or amount on all taxable property within its borders. We understand bond proceeds will be used to finance road

improvements and various other capital projects.

Credit overview

Our rating on Haddam reflects our view of the town's tax base stability and strong financial profile. We believe that

management's strong policies have supported the town's track record of break-even results and growing fund balances.

In line with our view of the ongoing economic contraction, we believe the closure of non-essential businesses will

temper sales tax performance and exacerbate unemployment in fiscal 2020. (For more information, see "The

COVID-19 Outbreak Weakens U.S. State and Local Government Credit Conditions," published April 2, 2020, on

RatingsDirect.) However, given that property tax makes up over 90% of the town's general fund operating revenues,

we believe that Haddam is somewhat insulated from the immediate effects of the pandemic and therefore do not

expect it to affect the town's ability to maintain budgetary balance and pay debt service costs. Furthermore, the town

is committed to maintaining stable operating performance and has taken steps to identify where budget modifications

could be made to address recessionary pressures, if needed. (See the article, titled "An Already Historic U.S. Downturn

Now Looks Even Worse," published April 16, 2020.) As a result, we expect Haddam's stable economy, solid financial

position, and good management practices to continue supporting its credit profile.

Haddam's GO bonds are eligible to be rated above the sovereign because we believe the town can maintain better

credit characteristics than the U.S. in a stress scenario. Under our criteria, "Ratings Above The Sovereign: Corporate

And Government Ratings—Methodology And Assumptions" (published Nov. 19, 2013), the town has predominately

locally derived revenue sources, as more than 90% of total governmental funds revenue is derived from property taxes,

with independent taxing authority and independent treasury management from the federal government.

The rating reflects our view of the town's:

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

methodology;

• Adequate budgetary performance which factors in our view that operating results relative to fiscal 2019 could

weaken due to the recession;

• Very strong budgetary flexibility, with an available fund balance in fiscal 2019 of 27% of operating expenditures;

• Very strong liquidity, with total government available cash at 29.8% of total governmental fund expenditures and

15.7x governmental debt service, and access to external liquidity we consider strong;

• Very strong debt and contingent liability position, with debt service carrying charges at 1.9% of expenditures and

net direct debt that is 35.8% of total governmental fund revenue, as well as low overall net debt at less than 3% of

market value; and

• Strong institutional framework score.

Stable Outlook

The stable outlook reflects our view that Haddam's operating performance will remain strong, supported by its strong

underlying economy and predictable operating profile. In addition, we expect it to maintain its very strong budgetary

flexibility given our performance expectations and our belief that debt service and pension costs will be manageable

and not pose an immediate budgetary challenge. However, a substantial deterioration of financial or economic metrics

could lead to a downgrade.

Credit Opinion

Very strong economy

We consider Haddam's economy very strong. The town, with an estimated population of 8,303, is a primarily

residential community in Middlesex County divided by the Connecticut River. It is in the Hartford-West Hartford-East

Hartford MSA, which we consider to be broad and diverse. The town has a projected per capita effective buying

income of 147% of the national level and per capita market value of $163,419. Overall, market value was stable over

the past year at $1.4 billion in 2020, and is expected to continue growing at 1%-2% per year.

Haddam maintains access to state route 9, which provides access to I-91 and I-95. Building permits for residential

purposes have remained stable in recent years, although lagging prerecession levels. The town's grand list has

experienced slight but continued growth since 2008, outside of revaluations in fiscal years 2010 and 2015. Officials

report that water utility development in the southern area of the town has attracted some additional residential and

business development, including a day care center. The town's taxpayer mix is diverse at 12.6%, of which the top two

taxpayers (electric utilities) make up the majority.

An assisted-living facility and a banquet facility are the town's largest private employers; the largest public employer is

Regional School District No. 17, with about 400 employees. Besides education and health services, the town also

maintains employment in the manufacturing; arts and entertainment; and professional, technical, and business services

sectors. Revitalization efforts to leverage tourism potential given its proximity to the coast have started, but in light of
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the current economic contraction and vulnerability to protective measures relating to COVID-19, plans are temporarily

on hold.

The county unemployment rate was 3.2% in 2019. Despite this low figure, rapidly evolving economic conditions due to

the pandemic have already affected the labor market (see "U.S. Jobs Market Buckles Under The Coronavirus

Pandemic," published April 2, 2020). Given the county's historic exposure to high unemployment during the Great

Recession, which approached 10%, we will monitor the long-term effects of the current downturn on the labor market

and the economy overall.

Strong management

We view the town's management as strong, with good financial policies and practices under our FMA methodology,

indicating financial practices exist in most areas, but that governance officials might not formalize or monitor all of

them on a regular basis.

Management looks back at 10 years of trend data in preparing its budget, with additional weight placed on recent

performance. We believe this approach supports the town's conservative projection of revenues and expenditures. The

board of finance maintains the ability to adjust and, if necessary, amend the budget during the fiscal year. Monthly

reports to the board of finance include budget-to-actual results.

There is no long-term financial plan but the town does maintain a capital plan that outlines each department's needs

for the next five-to-20 years, and identifies some funding sources. Haddam maintains formal investment and reserve

policies. The investment policy follows state guidelines and a trial balance is provided to the board monthly. The

reserve policy specifies maintenance of at least 10% of expenditures in unassigned fund balance, with additional

guidelines for reserves set aside when the upper bound of its target range (15%) has been achieved. It also has a formal

debt service policy, which stipulates that debt service should not exceed 10% of the of the town's budget.

Adequate budgetary performance

Haddam's budgetary performance is adequate, reflecting our view that uncertainty arising from the effects of the

recession could pose budgetary challenges. The town had slight surplus operating results in the general fund of 1.0% of

expenditures, but a break-even result across all governmental funds in fiscal 2019. General fund operating results of the

town have been stable over the last three years, with results of 0.6% in 2018 and negative 0.4% in 2017.

For analytical consistency, we adjusted budgetary performance to account for recurring transfers in and out of the

general fund to the capital nonrecurring fund. Haddam's revenue profile is generally stable, in our view, with

approximately 91.5% of fiscal 2019 general fund revenues coming from property taxes. Intergovernmental aid was

6.1%.

The town has operated to steady, if small, operating surpluses in each of the past three years, and we do not anticipate

its performance will change significantly given the stability of local revenue streams and prudent management of

expenses. Haddam budgets conservatively for property tax collections relative to actual collection rates, an approach

that generally supports positive revenue variance. Fiscal 2019 expenses were under budgeted projections, which, when

coupled with better-than-budgeted property tax revenues, resulted in a surplus which added $300,000 to the town's

fund balance.
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Management anticipates similar results for fiscal 2020 due to continued expenditure savings and pre-emptive

budgeting of debt that was not used in the previous year, generating another $300,000 surplus. If protective measures

related to COVID-19 affect revenues, the town is prepared to modify the budget by reducing public works spending,

cutting professional development, and re-appropriating town money for road repairs. In addition, officials are prepared

to delay some capital projects if needed. Given the town's conservative budgeting practices and stable source of

revenue derived primarily from property tax, we anticipate its performance will be adequate to strong over the near

term.

Very strong budgetary flexibility

Haddam's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2019 of 17% of

operating expenditures, or $8.8 million. In addition to the general fund unassigned fund balance of $5.2 million (16% of

operating expenditures), this amount includes the nonrecurring capital fund balance of $3.6 million, which we

understand is used to finance one-time expenditures and provides additional cushion in the event of an emergency.

Over the past three years, the total unassigned fund balance has remained at a consistent level overall, totaling 16% of

expenditures in 2018 and 15% in 2017.

While Haddam recognizes the uncertainty related to COVID-19, it is committed to maintaining the unassigned fund

balance at very strong levels in line with its policy, and making adjustments to its nonrecurring capital fund balance if

and as needed. Given year-to-date results for fiscal 2020, we believe the town's budgetary flexibility will remain stable.

Very strong liquidity

In our opinion, Haddam's liquidity is very strong, with total government available cash at 29.8% of total governmental

fund expenditures and 15.7x governmental debt service in 2019. In our view, the town has strong access to external

liquidity if necessary.

Haddam's record of GO debt issuance over the past seven years supports our view of its strong access to external

liquidity. The town does not have investments we view as aggressive as it holds funds in money-market funds and

demand deposits. Nor does it have outstanding debt with acceleration provisions that might result in contingent

liability risk. We do not anticipate changing our view of its liquidity profile over the near term.

Very strong debt and contingent liability profile

In our view, Haddam's debt and contingent liability profile is very strong. Total governmental fund debt service is 1.9%

of total governmental fund expenditures, and net direct debt is 35.8% of total governmental fund revenue. Overall net

debt is low at 1.2% of market value, which is, in our view, a positive credit factor.

Haddam's overall net debt is $16.1 million, which includes $2.7 million of overlapping debt. The town does not

anticipate issuing additional debt over the next few years. Over the longer term, it may borrow to finance firetruck

replacements and other public works improvements; however, given Haddam's very low carrying charges, which make

up 2.7% of total government expenditures, we believe that the town's debt will remain manageable.

Pensions and other postemployment benefits

• We do not view pension liabilities as an immediate source of credit pressure for Haddam, despite lower funding,

coupled with our expectation that costs will likely increase.
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• The town does not provide other postemployment benefits.

As of June 30, 2019, the town participated in the following single-employer defined-benefit pension plans:

• The Town of Haddam Retirement Plan, 80.5% funded, with a net pension liability equal to $1.1 million

• The Town of Haddam Volunteer Firefighters' Merit Service Retirement Plan, 74.3% funded, with a net pension

liability equal to $608,000

Haddam's required pension contributions totaled 0.8% of total governmental fund expenditures in 2019. The town

made its full annual required pension contribution in 2019.

In our opinion, the pension plans' closed-amortization period, which is less than ten years, with a payroll growth

assumption of 4% and discount rate of 6.5%, could pose cost-escalation risk as a result of market volatility. Therefore,

although pension costs remain manageable at 0.8% of expenditures as of fiscal 2019, we expect contributions will

likely increase.

Strong institutional framework

The institutional framework score for Connecticut municipalities is strong.

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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