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Summary:

Delaware Township, New Jersey; General
Obligation

Credit Profile

US$3.407 mil gen imp bnds due 02/15/2030

Long Term Rating AA/Stable New

Delaware Twp GO (MAC)

Unenhanced Rating AA(SPUR)/Stable Upgraded

Many issues are enhanced by bond insurance.

Rating Action

S&P Global Ratings raised its rating on Delaware Township, N.J.'s general obligation (GO) debt to 'AA' from 'AA-'. We

also assigned our 'AA' long-term rating to Delaware Township's series 2020 general improvement GO bonds. The

outlook is stable.

The upgrade reflects continued improvements in the township's financial position and reserves, following several years

of drawdowns, coupled with the recent adoption of a formal reserve policy, which, we believe, should keep reserves at

very strong levels.

The township's full-faith-and-GO credit pledge secures the bonds.

We understand proceeds from this issue will be used to current refund $2.7 million of existing township bond

anticipation notes (BANs) maturing July 23, 2020, as well as finance various township capital improvements.

Credit overview

The mature, affluent and residential area with good access to broader employment bases and improving financial

position and reserves anchor the rating. With more conservative budgeting practices and a recently adopted reserve

policy, we believe the township's financial position and reserves will hold constant over time. Since fiscal 2014, the

township has bolstered reserves from 7% of expenditures to 19.9% of expenditures in fiscal 2019. Although reserves

are still modest on a dollar basis, a recently adopted formal reserve policy should keep reserves at very strong levels

and aid in offsetting any potential future fiscal pressures including COVID-19 related costs. For additional information

relating to the impact of COVID-19, please see our report 'US Faces a Longer and Slower Climb from the Bottom'

published June 25, 2020. As such, we do not expect to change the rating over our outlook horizon. Although our

outlook is generally for two years, we note the significant downside risks associated with the COVID-19 pandemic and

recession over the next six-to-12 months.

In our opinion, the rating reflects the township's:

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

methodology;

• Adequate budgetary performance, with a slight operating surplus in the current fund in fiscal 2019;

• Very strong budgetary flexibility, with an available fund balance in fiscal 2019 of 20% of operating expenditures;

• Very strong liquidity, with total government available cash at 116.2% of current fund expenditures and 16.7x

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

• Very weak debt and contingent liability position, with debt service carrying charges at 7.0% of expenditures and net

direct debt that is 194.8% of general fund revenue, and a large pension and other postemployment benefit (OPEB)

obligation and the lack of a plan to sufficiently address the obligation, but low overall net debt at less than 3% of

market value and rapid amortization, with 65.4% of debt scheduled to be retired in 10 years; and

• Strong institutional framework score.

Environmental, social, and governance factors

We have analyzed the township's social factors and, absent the public health and safety concerns related to COVID-19

that may lead to higher expenditures in fiscal 2020, we believe the township's social risks are consistent with those of

the sector. Furthermore, although we view the state's governance of its pension plans and lack of mechanism to

prefund other postemployment benefits as a weakness for New Jersey local governments, these issues affect all New

Jersey local governments similarly. Finally, the township's environmental risks are in line with the sector as a whole.

Stable Outlook

Downward scenario

In our opinion, if the township were to face fiscal pressures either from capital or operating or COVID-19 related costs,

and reserves were used to bridge the imbalance and no longer commensurate with peers, we could lower the rating.

Upward scenario

Although not likely within our outlook horizon, the rating, in our opinion, could be raised if economic metrics

experienced sustained increases coupled with further increases in reserves, which we believe to be considered very

strong on both a percentage and dollar basis and commensurate with higher rated peers, while all other factors

constant.

Credit Opinion

Very strong economy

We consider Delaware Township's economy very strong. The township, with an estimated population of 4,347, is

located in Hunterdon County in the New York-Newark-Jersey City, N.Y.-N.J.-Pa. MSA, which we consider to be broad

and diverse. The township has a projected per capita effective buying income of 195% of the national level and per

capita market value of $200,841. Overall, the township's market value grew by 1.7% over the past year to $873.1

million in 2019. The county unemployment rate was 2.8% in 2019.
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Delaware Township encompasses 37 square miles in Hunterdon County; located along the Delaware River, bordering

the Commonwealth of Pennsylvania; it's roughly 50 miles north of Philadelphia and 70 miles southwest of New York

City. The township is affluent and residential and rural, by design. Approximately 68% of the township's tax base is

residential with another 29% designated as vacant or farmland. With good access to several major roadways, residents

find employment opportunities in the Princeton and Flemington, N.J. areas as well as northern New Jersey and New

York City; keeping wealth and income levels above national averages and county unemployment below. Although we

expect unemployment to rise in the near term as a result of the COVID-19 pandemic and enduing recession, we do not

believe it will have a significant impact on the local economy.

The tax base has remained stable over the past several years, with assessed value increasing just 1% since 2015. With

just a modest level of residential construction expected to occur over the near term, we expect the tax base to remain

constant for, at least, the next several years. There is no taxpayer concentration as leading taxpayers account for just

3.0% of total assessed value with half of them being township residents. Given the desire to maintain its rural integrity,

we believe the township's tax base will experience only modest growth in the near term.

Adequate management

We view the township'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

all key areas.

Highlights include the use of a combination of historical trend analysis and modified zero based budgeting practices to

craft the budget coupled with monthly monitoring and reporting on budget to actuals. Delaware also maintains a

three-year long-term financial plan, which includes the budget year plus three years out. The plan includes

assumptions and is shared with the board; aiding in budget preparations. The township also maintains the state

mandated three-year capital improvement plan, which is a part of the adopted budget. It includes projects, but not all

funding sources. A cash management plan, which mirrors state guidelines, guides investments. The township monitors

and reports monthly to the board. Although the township does not currently have a formal debt issuance policy, it has

recently adopted a formal reserve policy, which requires reserves to remain between 15% and 20% of expenditures.

However, while the township has maintained reserves in excess of 15% of expenditures since 2017, it lacks historical

trend given the very recent adoption of the policy (June 2020). We will continue to monitor compliance of the policy

and adjust our assessment accordingly. Lastly, the township does maintain a cyber-security insurance policy through

the state of New Jersey's Joint Insurance Funds (JIF).

Adequate budgetary performance

Because of the sudden rapid economic deterioration across the nation, we have applied our event risk adjustment. This

assessment incorporates heightened near-term uncertainty that exists due to the recessionary pressures related to the

COVID-19 pandemic and resulting financial pressures. However, recent positive financial operations in the township

have somewhat offset these concerns. The budgetary performance score is now adequate.

Before fiscal 2015, the township was facing fiscal stress as reserves were used to bridge budgetary imbalances

stemming from the lack of sufficient property tax rate increases. Ultimately, reserves were reduced to nominal levels.

Since then, the township has raised property taxes annually and has begun to rebuild reserves to very strong levels;
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albeit on a percentage basis. To ensure the maintenance of these reserves, the township recently adopted a formal

reserve policy. As a result, Delaware closed the past five fiscal years (2015-2019) with surpluses.

Fiscal 2019 closed with a $132,000 surplus and increased reserves to $864,000 or 19.9% of expenditures; against a $4.4

million budget. However, in our opinion, on a dollar basis, reserves remain at modest levels. Property taxes accounted

for 78% of current fund revenues. Collections have been strong, averaging over 98% annually over the past five years.

The township has remained within the state mandated levy cap and has allowed some of its cap bank to lapse.

Despite the COVID-19 pandemic, management has indicated both fiscal 2020 revenues and expenditures are currently

on target with budget. While court fees are experiencing a decline, they are a small portion of the budget, and are

currently offset with savings in other areas.

With property taxes accounting for a large portion of the budget, coupled with good collections and a now formal

reserve policy, we believe the township's budgetary performance will not weaken from its current position over the

near term.

Very strong budgetary flexibility

Delaware Township's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2019 of

20% of operating expenditures, or $864,000.

Since fiscal 2015, the township has increased reserves to very strong levels. While these reserves are now considered

very strong on a percentage basis, they still remain more modest on a dollar basis. With current fund revenues and

expenditures generally tracking on target with budget and the adoption of the formal reserve policy, we do not expect

the township's budgetary flexibility to weaken over the near term.

Very strong liquidity

In our opinion, Delaware Township's liquidity is very strong, with total government available cash at 116.2% of general

fund expenditures and 16.7x governmental debt service in 2019. In our view, the township has strong access to

external liquidity if necessary.

In our opinion, the township has strong access to external liquidity, having issued GO bonds and notes infrequently

over the past 20 years. The township has contingent liquidity risk exposures that we consider manageable at the

current rating level. The exposures come from $2.4 million of debt sold directly to a national bank in 2013 to refund a

prior GO bond issue. The current outstanding principal amount is $685,000 with payments due through 2022. The debt

on this bank loan is paid by the open space tax. There are no acceleration provisions. The township has no

investments deemed aggressive and conforms with all state requirements.

Very weak debt and contingent liability profile

In our view, Delaware Township's debt and contingent liability profile is very weak. Debt service is 7.0% of general

fund expenditures, and net direct debt is 194.8% of general fund revenue. Overall net debt is low at 2.0% of market

value, and approximately 65.4% of the direct debt is scheduled to be repaid within 10 years, which are in our view

positive credit factors. However, pension and OPEB costs remain elevated and will likely increase given the decision

the state has recently made to reduce funding contributions in the wake of the recession.
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The township currently has $9.4 million of total direct debt, including this issuance. Although the township has no

plans to issues additional new money GO debt in the near term, it does plan to finance roughly $200,000 annually for

ongoing capital needs; either through pay-go funding or BANs. We do not expect these potential future issuances to

weaken the township's debt and liability scores over the near term.

• We view pension and OPEB liabilities as a source of credit pressure for Delaware Township, as with most New

Jersey local governments.

• While it is currently managing pension costs, we believe the township has limited ability to control future growth of

these liabilities.

• OPEBs are, by state statute, 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.

Delaware Township participates in the following state-administered pension plans:

• Police and Firemen's Retirement System: 60.2% funded with a proportional share of the net pension liability equal

to $24.03 million.

• Public Employees' Retirement System: 42% funded with a proportional share of the net pension liability equal to

$2.39 million.

Delaware Township's combined required pension and actual OPEB contributions totaled 9.7% of general fund

expenditures in 2019. Of that amount, 6.5% represented required contributions to pension obligations, and 3.2%

represented OPEB payments. The township made its full annual required pension contribution in 2018. Although it

funds 100% of its actuarially determined contributions (ADCs) for pensions, contributions fell short of both static and

minimum funding progress, in part because of poor assumptions and methodologies, but also as a result of the state's

continued underfunding of its portion of the ADC. The plans' 30-year, level-dollar open amortization schedule will

result in slow funding progress. For more details and information on these risks, see our report, "New Jersey Pension

Funding: State Actions Reverberate At The Local Level," published Dec. 12, 2018. The state recently announced it

would reduce scheduled fiscal year 2020 pension contribution increases and in addition, not make up shortfalls from

lottery contributions, which could result in higher required contributions for the township.

Strong institutional framework

The institutional framework score is strong.
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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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