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Summary:

Meriden, Connecticut; General Obligation; Note

Credit Profile

US$30.0 mil GO bnds ser 2020B due 06/15/2040

Long Term Rating AA/Negative New

US$18.0 mil GO BANs dtd 06/26/2020 due 06/25/2021

Short Term Rating SP-1+ New

US$14.555 mil GO rfdg bnds ser 2020A due 08/01/2028

Long Term Rating AA/Negative New

Meriden GO

Long Term Rating AA/Negative Outlook Revised

Meriden GO

Long Term Rating AA/Negative Outlook Revised

Rating Action

S&P Global Ratings revised the outlook on Meriden, Conn.'s long-term general obligation (GO) rating to negative from

stable.

At the same time, we assigned our 'AA' long-term rating to Meriden's series 2020A GO refunding bonds and series

2020B GO bonds. We also affirmed our 'AA' long-term rating and underlying rating (SPUR) on the city's existing GO

debt.

In addition, we assigned our 'SP-1+' short-term rating to the city's approximately $18 million bond anticipation notes

(BANs), maturing June 25, 2021. The short-term note rating reflects our criteria for evaluating and rating BANs. In our

view, Meriden maintains a very strong capacity to pay principal and interest when the notes come due. The city has

what we consider a low market risk profile because it has strong legal authority to issue long-term debt to take out the

notes and is a frequent issuer that regularly provides ongoing disclosure to market participants.

The city's full-faith-and-credit pledge and agreement to levy ad valorem property taxes without limitation as to rate or

amount secure the bonds. The series 2020A bonds will refund outstanding obligations of the city for interest savings.

The series 2020B bonds, along with a portion of the notes, will fund general-purpose projects, along with water and

sewer capital projects.

Credit overview

The outlook revision reflects a one-in-three chance the rating could be lowered as a result of the sudden rapid

economic deterioration and heightened near- to medium-term budgetary uncertainty that exists due to the COVID-19

pandemic. Currently supporting the 'AA' rating are the city's well-embedded financial management policies,

particularly in the areas of budgeting and planning. Meriden enters the national recession triggered by the outbreak of

COVID-19 with adequate reserves and very strong liquidity. According to management, fiscal year 2020 general fund
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operating margins and reserves will remain in line with those of previous years. However, the sudden economic

deterioration results in a high degree of revenue uncertainty that will challenge the city's finances over our outlook

period and potentially result in a weaker financial position no longer in line with the rating level. We understand

management has already taken measures to cushion the effects of potential revenue shortfalls and has additional

measures at its disposal that it could implement should these cuts happen. However, the city's economic profile has

shown sensitivity to previous recessions. Given that there is still much uncertainty related to the potential effects of

COVID-19, we will continue to monitor for any material adverse effects. (For more information on S&P Global

Economics' latest forecast, see the article "An Already Historic U.S. Downturn Now Looks Even Worse," published

April 16, 2020 on RatingsDirect.)

Additional rating factors include our view of Meriden's:

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

• Strong management, with good financial policies and practices under our Financial Management Assessment (FMA)

methodology;

• Adequate budgetary performance anticipated given the high degree of budgetary uncertainty as it heads into 2021;

for fiscal 2019, the city closed with balanced operating results in the general fund and at the total governmental fund

level;

• Adequate budgetary flexibility, with an available fund balance in fiscal 2019 of 7.4% of operating expenditures;

• Very strong liquidity, with total government available cash at 19.7% of total governmental fund expenditures and

3.1x governmental debt service, and access to external liquidity we consider strong;

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

direct debt that is 82.9% of total governmental fund revenue, as well as rapid amortization, with 68.7% of debt

scheduled to be retired in 10 years; and

• Strong institutional framework score.

Environmental, social, and governance factors

Our rating action incorporates our view regarding the health and safety risks posed by the COVID-19 pandemic.

Absent the implications of COVID-19, we consider the city's social risks in line with those of the sector, although we

believe Meriden's high property tax rate poses some affordability challenges relative to its below-average

socio-economic metrics if management needs to increase the tax levy beyond current estimates to remedy any

structural imbalances. We analyzed the city's environmental and governance risks relative to its economy,

management, financial measures, and debt and liability profile and determined that all are in line with our view of the

sector standard.

Negative Outlook

We could lower the rating should budgetary pressure arise beyond current projections that requires the city to spend

down reserves to levels no longer commensurate with the current rating. In our opinion, if reserves are reduced

significantly, we believe the city's ability to restore its financial position will be limited given its economic profile and
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existing tax rate. Conversely, we could revise the outlook to stable if management is able to respond with strong

budgetary actions preserving long-term budgetary flexibility, particularly if the economic environment remains weak.

Credit Opinion

Adequate economy

We consider Meriden's economy adequate. The city, with an estimated population of 60,841, is in New Haven County

in the New Haven-Milford MSA, which we consider broad and diverse. It has a projected per capita effective buying

income of 90.0% of the national level and per capita market value of $74,338. Overall, market value grew by 1.3% over

the past year to $4.5 billion in 2021.

Prior to the pandemic, Meriden was amid a number of economic development and redevelopment projects focused on

expanding and revitalizing its downtown, the largest of which centers around a significant rail project. The city has

encouraged development by providing various tax incentives to companies in the hope of furthering expansion. We

note its employment base is very diverse, with the 10 leading taxpayers accounting for 8.8% of total assessed value

(AV). However, we also note that some of the city's employment base is highly vulnerable to economic pressures.

Approximately 25% of employment opportunities are in education, health care, and services while 15% remains in

manufacturing and 12% in retail trade. The latter are proportionately higher than the state average. Leading employers

include MidState Medical Center, Canberra Industries (a radiation detector manufacturer), and Cox Communications.

The county unemployment rate was 3.9% 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.

More broadly, we recognize that since the prior recession, economic expansion across the state has been minimal due

to well-established demographic factors, including a stagnant population and lower labor-force growth rates. Total

nonfarm employment growth in the state has been weak at just 4.7%, or 75,000 new jobs created between 2010 and

2019. Given these factors, we anticipate tax base growth in the city and region may remain below average over the

next several years, even as the overall macro-economy improves.

Strong management

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

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

them on a regular basis. This is a downward revision in the FMA from our previous analysis. The change reflects a

slight modification on the timing related to the production of a multiyear plan to inform policy makers. According to

management, there is the intention of providing multiyear forecasts for the fiscal 2021 year to complement already

strong intrayear budgetary monitoring.

In our opinion, the city maintains conservative revenue and expenditure assumptions as it relies primarily on property

taxes and state aid as its primary revenue source. Management performs historical trend analysis when creating the
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budget and the city has done well adjusting for lower state revenues in its budget in the past. The city council receives

monthly budget-to-actual reports and may amend the budget throughout the year for major variances. Meriden

maintains a robust five-year capital improvement plan (CIP), in which management updates departmental projects and

costs annually. The city has a debt management policy and a robust investment policy adhering to state investment

guidelines with monthly reviews of holdings.

The city's also maintains a long-established reserve and liquidity policy. Currently, the policy requires the city maintain

at minimum one-month's budgeted annual operating expenditures in reserve. It also specifies replenishment

provisions, such as a plan to build fund balance to policy levels in three years if reserves decline below target. In our

view, given the current uncertainty and financial pressures that could weigh down reserve balances, we believe

management's response in how it will manage reserves through this challenging time and into the future will be

important factors in this assessment and more broadly, in the rating.

Adequate budgetary performance

Due to the sudden rapid economic deterioration, we have revised our budgetary performance assessment to adequate

from strong. This assessment incorporates heightened near-term uncertainty that exists due to the recessionary

pressures related to the COVID-19 pandemic and resulting financial pressures. The city had balanced operating results

of 0.3% of expenditures in the general fund and 0.2% across all governmental funds in fiscal 2019. General fund

operating results of the city have been generally stable over the last three years, with results negative 0.9% in 2018 and

0.1% in 2017.

In our calculation, we adjust for nonrecurring revenues and expenditures in the city's bonded project fund.

Property taxes represent the largest revenue source and collections have been historically stable. In 2019, property

taxes accounted for 58% general fund revenues, followed by federal and state aid at 33.5%, and charges for services at

2.4%. Meriden has responded well to lower state revenues by budgeting conservatively. It has continually budgeted for

all of its required contributions for its pensions and has also been aggressive in budgeting revenues to fund its other

postemployment benefit (OPEB) obligations.

For fiscal 2020, the city is anticipating balanced operating results. Throughout the pandemic, it has implemented a

hiring and discretionary spending freeze with any savings rolled into any potential shortfalls in fiscal 2021 should there

be reductions in state aid. As a result, despite some anticipated revenue declines, the city is realizing expenditure

savings across several departments that should cushion its operations without dipping into reserves. For fiscal year

2021, it is anticipating making further reductions in its budget to manage anticipated declines as needed. Currently,

Meriden is estimating the budget to be roughly 0.7% higher from the 2020 budget original recommendation of a 2.4%

increase.

Adequate budgetary flexibility

Meriden's budgetary flexibility is adequate, in our view, with an available fund balance in fiscal 2019 of 7.4% of

operating expenditures, or $15.5 million.

Budgetary flexibility has historically been stable at roughly these levels. While Meriden recognizes the uncertainty

related to COVID-19, it is committed to maintaining the unassigned fund balance at current levels in line with its
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policy, and making adjustments to its nonrecurring capital fund balance if and as needed. Given year-to-date results for

fiscal 2020, we believe budgetary flexibility will remain stable at current levels.

Very strong liquidity

In our opinion, Meriden's liquidity is very strong, with total government available cash at 19.7% of total governmental

fund expenditures and 3.1x governmental debt service in 2019. In our view, the city has strong access to external

liquidity if necessary.

The city has consistently maintained a strong liquidity profile with stable and steady cash-balances. Meriden's record

of GO debt issuance over the past seven years supports our view of its strong access to external liquidity. The city

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.

Adequate debt and contingent liability profile

In our view, Meriden's debt and contingent liability profile is adequate. Total governmental fund debt service is 6.4% of

total governmental fund expenditures, and net direct debt is 82.9% of total governmental fund revenue. Approximately

68.7% of the direct debt is scheduled to be repaid within 10 years, which is, in our view, a positive credit factor.

The total direct debt following this issue will be roughly $264 million, of which we calculate $54.6 million to be eligible

for self-support pursuant to our criteria.

This bond issue will address the city's major capital needs for several years. The main project will be the construction

and rehabilitation of some of its water and sewer infrastructure. The CIP outlines needs in order of priority. The main

projects include capital maintenance, which the city will fund on a pay-as-you-go basis with grants and budgetary

revenues.

Pension and other postemployment benefits

• We view pension and OPEB liabilities as a source of credit pressure for Meriden, given that costs represent a good

portion of the budget, combined with our expectation that they will increase.

• While the city's funding discipline mitigates the risks of escalating contributions; because of low plan funded rations,

Meriden could face a sudden increase in pension costs if certain underlying assumptions are not met.

• Furthermore, OPEB liabilities are funded on a pay-as-you-go basis, which given claims volatility, as well as medical

cost and demographic trends, is likely to lead to escalating costs. While the city has some legal flexibility to alter

OPEB benefits, it cannot prefund these costs, increasing the risk they could create budgetary stress.

Meriden administers three defined-benefit public employee retirement system plans reported as of fiscal year 2019:

• The employees' retirement plan, with a plan fiduciary net position of 73.5% and a net pension liability of $55.3

million

• The police pension plan, with a plan fiduciary net position of 52.4% and a net pension liability of $57.4 million

• The firefighters' pension plan, with a plan fiduciary net position of 54% and a net position liability of $41.2 million.
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The plans have a combined unfunded liability of $153.9 million and a combined funded ratio of $63%. Meriden also

provides OPEBs, the funding of which it shares with employees and retired beneficiaries. As of the last valuation, the

OPEB trust was funded at 38.2% with an unfunded liability of $57.9 million.

Meriden's combined required pension and actual OPEB contributions totaled 6.5% of total governmental fund

expenditures in 2019. Of that amount, 4.7% represented required contributions to pension obligations, and 1.7%

represented OPEB payments. The city made 100% of its annual required pension contribution in 2019. It makes its

actuarially determined contribution annually. We note, however, the adopted funding schedule for its largest plan (the

employees' plan) achieves full funding in a 19-year closed period, ending in 2039, and the second-largest plan (the

police plan) achieves full funding in a 24-year period, ending in 2044. We also note that the system lowered its

discount rate to 7.38% for all its plans. However, in the most recent year, the pension plans met neither our static nor

our minimum funding progress calculation, indicating that they may not be fully addressing current costs or making

headway addressing unfunded liabilities. Moreover, with a discount rate of 7.38%, we see some risk of market

volatility.

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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