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Summary:

Stonington, Connecticut; General Obligation

Credit Profile

US$10.0 mil GO bnds issue of 2020 ser B due 08/01/2040

Long Term Rating AAA/Stable New

Stonington Twn GO bnds

Long Term Rating AAA/Stable Affirmed

Rating Action

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

bonds, and affirmed its 'AAA' rating on the town's existing GO debt. The outlook is stable.

Stonington'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 2020B bonds and outstanding GO debt. Officials intend to use the bond proceeds

(approximately $10 million) for improvements at the water pollution control authority.

Credit overview

Stonington has well-embedded financial management policies and practices, and we believe management has the

ability and willingness to make budgetary adjustments to maintain its very strong reserve and liquidity profiles. Despite

potential revenue and expenditure pressures over the next few years, we believe the town's property taxes--its primary

revenue source--are likely to be paid on time, given the strength of the local tax and employment base, despite rising

unemployment in the state and county. We believe management is incorporating current economic and revenue risks

into its fiscal 2021 budget, although the risk of unknown and unquantifiable potential revenue and expenditure

pressures exists. Our outlook is generally for two years, but we see some risks due to the COVID-19 pandemic and

U.S. recession over the next six-to-12 months. There broadly remains significant uncertainty stemming from the

potential effects of the COVID-19 pandemic and the related economic recession, which we have incorporated into our

view of the town's budgetary performance and overall creditworthiness. We will continue to monitor any material

adverse effects throughout the outlook period.

Stonington's GO debt is 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 "Ratings Above The Sovereign: Corporate And

Government Ratings--Methodology And Assumptions" criteria (published Nov. 19, 2013 on RatingsDirect), Stonington

has a predominantly locally derived revenue source, with approximately 85% of 2019 audited general fund revenue

coming from property taxes. The town also has taxing authority and treasury management independent from the

federal government.

The long-term rating reflects our opinion of the following factors for the town:

• Strong economy, with projected per capita effective buying income (EBI) at 141% of the national level and market
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value per capita of $217,311;

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

methodology;

• Adequate budgetary performance, with operating results that we expect could improve in the near term relative to

fiscal 2019, which closed with operating deficits in the general fund and at the total governmental fund level in fiscal

2019;

• Very strong budgetary flexibility, with an available fund balance in fiscal 2019 of 22% of operating expenditures;

• Very strong liquidity, with total government available cash at 28.7% of total governmental fund expenditures and

2.8x governmental debt service, and access to external liquidity we consider strong;

• Adequate debt and contingent liability position, with debt service carrying charges at 10.2% of expenditures and net

direct debt that is 91.1% of total governmental fund revenue, as well as low overall net debt at less than 3% of

market value; and

• Strong institutional framework score.

Environmental, social, and governance risks

We analyzed the town's environmental, social, and governance (ESG) risks relative to its economy, management,

financial measures, and debt and liability profile. Stonington is a coastal community with substantial waterfront along

the Atlantic Ocean and two rivers. Management recognizes the potential negative effects on the tax base due to

sea-level rise and changing weather patterns. The town undertook a coastal resilience study and is working to address

vulnerabilities that it identified. It is also collaborating with Mystic Seaport on certain environmental issues. We expect

it to continue to revise and update its planning while addressing climate and weather vulnerabilities. At this time, we

do not believe it has outsized risks from its environmental risks relative to peers. Our rating also incorporates our view

regarding the indirect risks posed by the COVID-19 pandemic. Absent the implications of COVID-19, we consider the

town's social risks in line with those of the sector. We believe its governance risks are in line with our view of the

sector standard.

Stable Outlook

Downside scenario

We could lower the rating if the town were to experience a substantial weakening of budgetary performance, due to

significant state aid reductions or other revenue or expenditure stresses, including but not limited to, unforeseen

COVID-19 pressures, leading to a material decline of available reserves or cash balances.

Strong economy

We consider Stonington's economy strong. The town, with a population of 18,559, is in New London County. It has a

projected per capita EBI of 141% of the national level and per capita market value of $217,311. Overall, market value

grew by 1.4% over the past year to $4.0 billion in 2021. The county unemployment rate was 3.6% in 2019.

Stonington's participation in the broader regional economy helps stabilize its tax base and support employment.

Nearby towns host General Dynamics' Electric Boat (EB) division, a submarine manufacturer, which continues to
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expand due to increased government procurement of submarines. Additionally, Pfizer Pharmaceutical and other

smaller biotech firms maintain presences. The town's tax base is primarily residential, with Mystic Aquarium and

Mystic Seaport museum attracting tourism and hospitality with approximately 4 million annual visitors. Management

reports new investment in health care and residential developments, which should support growth in the total grand

list.

While the tourism component of the town's economy is likely pressured in the current health environment, the

immediate effects on its finances are likely to be limited due to the high reliance on property taxes. If regional or town

employers face continued business pressure due to COVID-19 or the ensuing recession, the Southington could face

longer-term effects from delayed investment, limiting growth in the tax base. At this time, we do not expect to revise

our view of the town's economic profile, but will continue to monitor any effects on its financial performance.

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.

Key budget development and monitoring practices include management's use of three years of historical data to build

annual revenue and expenditure assumptions. In preparation of its annual budget, it reviews each department's annual

operation requests and prioritizes requests. Finance officials closely monitor state budget information to conservatively

estimate revenue from statutory aid. It also monitors grand-list growth to estimate changes in local tax revenue and

mill rates. During each fiscal year, Stonington monitors the budget regularly, reporting budget-to-actual results to the

first selectman on a monthly basis and the board of finance quarterly. Furthermore, the town maintains a formal

investment policy, which adheres to state statutes governing investments, and management reports earnings and

holdings in its annual audit. It can amend the budget midyear consistent with state statute.

Stonington maintains a strong focus on capital planning, evidenced by a ten-year capital improvement plan (CIP) that

identifies projects and costs across all departments. The town updates its CIP annually and details pay-as-you-go

funding, intergovernmental grants, and bond financing of all capital projects, and the CIP is embedded within the

annual budget document. Although the town does not currently maintain a long-term financial forecast, it incorporates

forward-looking projections for debt service and other budget items into its annual budget.

Furthermore, management has historically met and sustained reserves in accordance with its fund balance policy. The

formal policy calls for unassigned fund balance to be maintained at a minimum of two months, or 16.7% of the

subsequent year's budgeted operating expenditures. The policy indicates that this minimum reserve target assists with

managing cash flow in the event of a revenue shortfall and unexpected changes in expenditures. The town also

adopted a formal debt management policy that sets forth guidelines for issuing debt and measurable debt affordability

benchmarks.

Adequate budgetary performance

Stonington's budgetary performance is adequate, in our opinion. The town had operating deficits of negative 1.9% of

expenditures in the general fund and negative 2.3% across all governmental funds in fiscal 2019. Our assessment

accounts for the fact that we expect budgetary results could improve from 2019 results in the near term.
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Due to the sudden rapid economic deterioration, our assessment incorporates heightened near-term uncertainty that

exists due to the recessionary pressures related to the COVID-19 pandemic and resulting financial pressures. While we

believe the town's recent negative GAAP operating performance in fiscal 2019 is due to the planned use of reserves for

capital projects, and to maintain compliance with its adopted fund balance policy, we also believe Stonington's

budgetary performance could face pressure entering fiscal 2021, due to potential revenue and expenditure pressures in

an uncertain economic environment.

In fiscal 2019, the town transferred approximately $2.8 million into its capital fund from the general fund. In fiscal

2020, it transferred about $5 million from the general fund for capital, but due to revenues and expenditures

outperforming the budget, management currently anticipates a $1 million general fund drawdown on a GAAP basis. As

the town is now approximately in compliance with its unassigned general fund reserve target, we expect

approximately break-even results.

Supporting this view is Stonington's demonstrated performance with revenues and expenditures outperforming the

budget, along with a reduction in budgeted use of reserves and adjustments to the 2021 budget to provide additional

support for unexpected variances. The town is deferring some nonessential capital, along with adding in a $500,000

reserve specifically for unexpected COVID-19 expenses. The $71.5 million budget is a 2.8% decrease from the fiscal

2020 adopted budget. Property taxes account for about 91% of budgeted revenues. In the most recent audit, property

taxes accounted for about 85% of operating revenues due to certain unanticipated intergovernmental revenues on a

GAAP basis. Intergovernmental aid was about 9.3% of 2019 audited revenues, and charges for services 4.7%. We

expect that in-year property tax collections could decline modestly from recent years. However, collections averaged

99.3% from fiscal years 2015-2019, and we anticipate collections will remain strong, with any revenue pressure

stemming from muted economic growth over the longer term. We believe other revenues could be more pressured

and state aid cuts are possible over the next few years.

Very strong budgetary flexibility

Stonington's budgetary flexibility is very strong, in our view, with an available fund balance in fiscal 2019 of 22% of

operating expenditures, or $16.5 million.

Following the planned increase in the use of reserves for fiscal years 2019 and 2020, management expects annual

budgeted use of reserves to decline and level off to be approximately consistent with prior years. We expect the town

to continue its practice of appropriating reserves, outside of the current operating environment, but we also expect

revenues and expenditures will consistently outperform the budget, leading to minimal, if any, drawdowns in reserves.

While current health and economic pressures could result in less favorable budgetary variances, we do not expect a

material change in reserves at this time.

Very strong liquidity

In our opinion, Stonington's liquidity is very strong, with total government available cash at 28.7% of total

governmental fund expenditures and 2.8x governmental debt service in 2019. In our view, the town has strong access

to external liquidity if necessary.

We adjusted Stonington's cash ratios to exclude cash we believe is not readily available for liquidity purposes. We

believe the town has demonstrated strong market access through its frequent issuances of GO debt for capital projects.
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It does not have any variable-rate or direct-purchase debt, or any financial provisions with repayment provisions that

could accelerate. While Stonington could face some variability in tax collections due to the current economic

environment, we do not expect material pressure from delayed collections. It adopted the required state provision

allowing for delayed payment without penalty in fiscal 2021 first-quarter, but management reports few applications for

assistance. We do not believe the town will experience cash shortfalls at this time.

Adequate debt and contingent liability profile

In our view, Stonington's debt and contingent liability profile is adequate. Total governmental fund debt service is

10.2% of total governmental fund expenditures, and net direct debt is 91.1% of total governmental fund revenue.

Overall net debt is low at 2.0% of market value, which is, in our view, a positive credit factor.

Following this issuance, the town has approximately $79 million in outstanding debt, including leases. We understand

it does not plan to issue additional new-money debt over the next several years. We currently calculate the ten-year

principal amortization at 63%, including leases, which could improve to better than 65% within the next few years; this

would likely improve our view of the town's debt profile.

Stonington's combined required pension and actual other postemployment benefit (OPEB) contributions totaled 2.5%

of total governmental fund expenditures in 2019. Of that amount, 1.8% represented required contributions to pension

obligations, and 0.7% represented OPEB payments. The town made 101% of its annual required pension contribution

in 2019.

Pension and other postemployment benefits

• We do not view the town's retirement liabilities or annual costs as a credit pressure.

• The town uses an actuarially determined contribution (ADC) for its annual pension contribution and has shown a

willingness to incrementally adopt update and more conservative assumptions.

• The town is also prefunding its OPEB liability, which we view as a positive step toward limiting future cost volatility,

and is in the process of formalizing a funding policy.

The town participates in the following retirement plans:

• Stonington Retirement Plan: 88.1% funded, $4.7 million net pension liability (NPL)

• Connecticut Municipal Employees Retirement System (MERS): 73.6% funded, $6.7 million NPL

• Single employer defined-benefit health care plan (OPEB): 30.5% funded, $3.6 million net OPEB liability

Stonington's combined required pension and actual OPEB contributions totaled 2.5% of total governmental fund

expenditures in 2019. Of that amount, 1.8% represented required contributions to pension obligations, and 0.7%

represented OPEB payments. The town made 101% of its annual required pension contribution in 2019, contributing

102% of the Stonington plan's ADC and 100% of the MERS ADC. We expect it will continue to contribute at least

100% annually.

The Stonington Retirement Plan consists of one contributory and one non-contributory plan. The town continues to

lower its discount rate, most recently to 6.625%, with plans to lower it again to 6.5% over the next few years. The town
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uses a generational mortality table, with a closed, level-percent amortization method. While costs could increase due

to the level-percent basis, we expect they will remain low, with limited volatility. The town exceeded both our static

and minimum funding progress metrics in the most recent year, indicating it is making progress addressing its

unfunded liability.

MERS is a cost-sharing multiple-employer plan administered by the state. The state recently lowered the discount rate

to 7% from 8%. While we believe this is likely to limit cost volatility relative to the higher rate, we expect costs will

correspondingly increase alongside the change in the calculated NPL, which rose about $8.4 million from an asset

position of $1.7 million following the change in the discount rate. The system uses a level-dollar basis, which we

expect will lead to it at least meeting our static funding metric annually. Stonington is required to makes its full ADC to

MERS annually.

Strong institutional framework

The institutional framework score for Connecticut municipalities is strong.

Related Research

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

• Criteria Guidance: Assessing U.S. Public Finance Pension And Other Postemployment Obligations For GO Debt,

Local Government GO Ratings, And State Ratings, Oct. 7, 2019

• Through The ESG Lens 2.0: A Deeper Dive Into U.S. Public Finance Credit Factors, April 28, 2020

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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