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Naugatuck (Borough of) CT
New Issue - Moody’s Downgrades Naugatuck, CT's GO Debt
to Aa3; Assigns Negative Outlook

Summary Rating Rationale
Moody’s Investors Service has downgraded to Aa3 from Aa2 the rating on the Borough of
Naugatuck, CT’s $56.6 million of outstanding general obligation debt. Concurrently, we
have downgraded to A1 from Aa3 the rating on $9.6 million of outstanding certificates
of participation (COPs). We have also assigned a Aa3 rating to the $8.2 million General
Obligation Bonds, Issue of 2017 consisting of $6.5 million Series A (AMT) and $1.7 million
Series B (Federally Taxable). The outlook on all debt is negative.

The general obligation rating downgrade to Aa3 reflects the satisfactory but weakened
financial position coupled with a high debt burden that has been increasing over the past
several years. The rating further incorporates the moderately sized tax base with average
wealth levels and large pension and OPEB liabilities.

The A1 rating assigned to the COPs reflects satisfactory legal provisions, appropriation
risk, and the essential nature of the projects financed. The rating also incorporates the
fundamental characteristics of the borough’s general obligation rating.

Credit Strengths

» Stabilizing tax base with new commercial development

Credit Challenges

» High debt burden

» Weakened financial position due to use of reserves to balance budgets

Rating Outlook
The negative outlook reflects the possibility that fiscal 2017 could result in another deficit,
further reducing reserves to levels not in line with the Aa3 rating category. Further, the
combined leverage of debt, pension and OPEB is high, and maintaining structurally balanced
operations with sound reserves, as the borough had done historically, is an important credit
factor. Despite the recent negative financial trend, the borough plans to increase the amount
of budgeted contingency over the next five years, and if unused, the contingency would
flow to General Fund balance and increase reserves. Going forward, increased reserves and
decreasing leverage could lead to the removal of the negative outlook.

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1069130


MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

Factors that Could Lead to an Upgrade

» Material growth of reserve levels

» Trend of positive operating performance without the use of reserves

» Significant tax base expansion and improvement in income levels

» Material decline in the debt burden

Factors that Could Lead to a Downgrade

» Further decline in reserves or liquidity

» Failure to eliminate fund balance appropriations to balance budgets

» Material declines in tax base or income levels

» Significant growth in debt burden or debt service as percentage of operating expenditures

Key Indicators

Exhibit 1

Naugatuck (Borough of) CT 2012 2013 2014 2015 2016

Economy/Tax Base

Total Full Value ($000)  $     2,503,022  $     2,353,970  $     2,254,140  $     2,267,948  $     2,248,545 

Full Value Per Capita  $           78,724  $           74,057  $           70,907  $           71,494  $           70,916 

Median Family Income (% of US Median) 119.0% 117.8% 118.2% 117.5% 117.5%

Finances

Operating Revenue ($000)  $          111,502  $          114,122  $         118,259  $         114,581  $         114,647 

Fund Balance as a % of Revenues 11.2% 15.1% 15.0% 15.1% 12.0%

Cash Balance as a % of Revenues 23.9% 23.1% 28.9% 29.7% 9.5%

Debt/Pensions

Net Direct Debt ($000)  $           78,870  $          88,547  $         105,757  $          99,960  $          101,571 

Net Direct Debt / Operating Revenues (x) 0.7x 0.8x 0.9x 0.9x 0.9x

Net Direct Debt / Full Value (%) 3.2% 3.8% 4.7% 4.4% 4.5%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 0.4x 0.6x 0.7x 0.8x 1.0x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 1.9% 3.1% 3.7% 4.3% 4.8%

As of June 30 fiscal year-end
Fund and cash balances include General Fund and Debt Service Fund
Source: Moody's Investors Service; borough's audited financial statements

Recent Developments
Since our most recent report in October 2016, the borough released its audited fiscal 2016 financial statements which reflect a $3
million General Fund deficit, slightly worse than the $2.6 million projection made in October. Available General Fund balance declined
to 10.5% of revenues (as expected), but unassigned General Fund balance declined even further to 7.6%. Management reports that
fiscal 2017 operations are trending positively year to date, but it is unclear at this time if the borough will be able to replenish the entire
$3.4 million of reserves used in the budget. In addition, the fiscal 2018 Net Taxable Grand List (assessed value) increased a modest
0.5%. The fiscal 2016 Equalized Net Grand List (full value) declined 0.9%, after increasing 0.6% the previous year.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Detailed Rating Considerations
Economy and Tax Base: New Commercial Development Should Lead to Modest Growth Over the Medium Term
Naugatuck’s moderately sized $2.2 billion Equalized Net Grand List (ENGL) is beginning to stabilize following six years of significant
declines. The ENGL declined 30% from fiscal 2009-2014, and increased a modest 0.6% in fiscal 2015. Fiscal 2016 ENGL reflects a
0.9% decline, but modest growth is expected going forward from new development. The tax base includes a healthy commercial
and industrial component (15% of fiscal 2017 Taxable Grand List), and future growth will come from new commercial (and some
residential) development. Large-scale projects in the borough’s downtown include a $7 million 30,000 square foot medical facility
which will be occupied by one for-profit hospital; a 320,000 square foot office and retail space with a parking garage; and, over the
longer term, planned transit-oriented development (TOD). The medical facility is expected to break ground this year, and the office and
retail projects are in the design stage.

With a median family income of $77,538 (2015 American Community Survey), income levels are above average compared to the
US (117.5%) but trail the state (87.1%). ENGL per capita of $70,916 is below both the state and national medians. Naugatuck’s
unemployment (6.6% February 2017) remains slightly higher than the state (5.5%) and US (4.9%).

Financial Operations and Reserves: Weakened but Adequate Financial Position; Eliminating Reserve Appropriations Will be
Key Focus of Future Reviews
The borough relies on reserves to balance budgets (both for operating and capital expenses), but conservative budgeting has historically
allowed the appropriations to be replenished and fund balance has increased modestly over the past six years (2010-2015). However,
the borough incurred a deficit in 2016 and the reserve appropriations increased in the 2017 budget. Future reviews will focus on the
ability to add to fund balance in order to keep up with budgetary growth. Further declines from current levels could result in negative
credit pressure. Positively, management plans to increase the amount of budgeted contingency over the next five years, with a goal of
1% of budgeted expenditures (roughly $1.2 million). If unused, contingency would flow to General Fund balance and increase reserves.

The fiscal 2016 General Fund balance declined by $3 million - the borough used $1.4 million of fund balance in the budget that was
not replenished, $1.2 million was due to delayed rent payments from the incinerator operator, and the remaining was largely due to
a decline in tax collections. Available General Fund balance declined to $12.2 million or 10.5% of revenue. Unassigned fund balance
declined to $8.9 million or 7.6%, which represents a material decline from prior years when this balance has averaged 11% of revenues.
The borough maintains a formal policy to keep unassigned fund balance between 8% and 12% of budgeted revenues, and at 8.1%, the
borough was still in compliance in 2016.

When including the Debt Service Fund, which will be used for future wastewater debt service payments, the 2016 available operating
fund balance increases to $13.8 million or 12% of revenues.

Management reports that fiscal 2017 operations are trending positively year to date (June 30 year-end), but it is unclear at this time
if the borough will be able to replenish the entire $3.4 million of reserves used in the budget and maintain fund balance at 2016
levels. The borough is developing the 2018 budget and the amount of mill rate increase and fund balance appropriation is still being
determined. The governor’s proposed 2018 budget, if adopted as proposed, would give Naugatuck an additional $1 million in state aid,
though the borough has prudently not budgeted for this additional aid and instead assumes flat funding from 2017 levels (including
mid-year cuts).

The primary revenue sources are property taxes (61.6% of fiscal 2016 revenues) and state aid (32%), including education aid. Property
tax collections remain adequate with roughly 95% collected in the current fiscal year. Education remains the largest expenditure
(55.9%).

LIQUIDITY

Total operating cash (General and Debt Service Funds) at the close of fiscal 2015 totaled $10.9 million, or 9.5% of revenues

Debt and Pensions: Debt Burden Will Remain High; Large but Manageable Pension and OPEB Liabilities
The debt burden will remain elevated but manageable given below average principal amortization and no near-term borrowing plans.
The direct debt burden is 4.8% of ENGL (including the current issue), well above the 1.3% state median. The above average debt
burden is partially due to $34.1 million of outstanding pension obligation bonds issued in 2003 (32% of total outstanding debt).
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The borough has no near term borrowing plans. Over the longer term (6+ years), the borough is considering borrowing for a new
elementary or middle school and would apply to the state for partial reimbursement. Additionally, the borough may need to borrow for
wastewater treatment plant improvements to comply with new US EPA regulations, but the cost is not known at this time. Given the
already elevated debt burden, an increase in this metric would further increase fixed costs and reduce financial flexibility, resulting in
negative credit pressure.

DEBT STRUCTURE

All debt is fixed rate and amortization of principal is below average, with 56.4% repaid within ten years. Debt service costs have been
accounting for a growing percentage of annual expenditures, and were $10 million or 8.4% in fiscal 2016, compared to 5.7% in fiscal
2012. Future debt service projections show debt service will begin to decline starting in fiscal 2019.

DEBT-RELATED DERIVATIVES

Naugatuck is not party to any interest rate swaps or other derivative agreements.

PENSIONS AND OPEB

Pensions and OPEB

Naugatuck maintains two single-employer defined benefit pension plans: the Borough of Naugatuck Employee Pension Plan and the
Borough of Naugatuck Fire Plan. The borough contributed $5.2 million (4.3% of expenditures) to the plans in fiscal 2016, equal to
94% of the combined actuarially determined contribution. The fiscal 2016 three-year average adjusted net pension liability (ANPL),
under Moody's methodology for adjusting reported pension data, is $108.9 million, equal to 0.95 times operating revenues and 4.9%
of ENGL. Moody's uses the adjusted net pension liability to improve comparability of reported pension liabilities. The adjustments are
not intended to replace the borough's reported liability information, but to improve comparability with other rated entities. In an effort
to lower the long-term liability, the borough has transitioned all new employees to defined-contribution retirement plans.

Naugatuck contributed $8.5 million (7.1% of expenditures) for OPEB in fiscal 2016, which represents 68% of the annual OPEB cost.
Positively, the borough established an OPEB reserve fund, which has a current balance of $7.8 million. The total unfunded liability is
$142.8 million as of July 1, 2014.

Total fixed costs for fiscal 2016, including debt service, required pension contributions and retiree healthcare payments, represented
$23.7 million, or an elevated 19.8% of expenditures.

Management and Governance
Connecticut cities, towns and boroughs have an Institutional Framework score of Aa, which is high compared to the nation.
Institutional Framework scores measure a sector's legal ability to increase revenues and decrease expenditures. Connecticut cities’
major revenue source, property taxes, is not subject to any caps. Unpredictable revenue fluctuations tend to be minor, or under 5%
annually. Across the sector, fixed and mandated costs are generally greater than 25% of expenditures. Connecticut has public sector
unions and additional constraints, which limit the ability to cut expenditures. Unpredictable expenditure fluctuations tend to be minor,
under 5% annually.

Legal Security
The 2017 bonds are secured by the borough’s general obligation unlimited tax pledge.

Use of Proceeds
Bond proceeds will finance improvements to the incinerator plant.

Obligor Profile
Naugatuck has a population of 32,000 and is located in north-central New Haven County approximately 33 miles southwest of the
City of Hartford (Ba2 negative).

Methodology
The principal methodology used in the general obligation rating was US Local Government General Obligation Debt published
in December 2016. The principal methodology used in the lease backed rating was Lease, Appropriation, Moral Obligation and
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Comparable Debt of US State and Local Governments published in July 2016. Please see the Rating Methodologies page on
www.moodys.com for a copy of these methodologies.

Ratings

Exhibit 2

Naugatuck (Borough of) CT
Issue Rating
General Obligation Bonds (AMT), Series A Aa3

Rating Type Underlying LT
Sale Amount $6,505,000
Expected Sale Date 05/10/2017
Rating Description General Obligation

General Obligation Bonds, Series B (Federally
Taxable), 2017 Series B

Aa3

Rating Type Underlying LT
Sale Amount $1,700,000
Expected Sale Date 05/10/2017
Rating Description General Obligation

Source: Moody's Investors Service

5          26 April 2017 Naugatuck (Borough of) CT: New Issue - Moody’s Downgrades Naugatuck, CT's GO Debt to Aa3; Assigns Negative Outlook



MOODY'S INVESTORS SERVICE U.S. PUBLIC FINANCE

© 2017 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY’S”). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MOODY’S PUBLICATIONS MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY
MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS
DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY’S
OPINIONS INCLUDED IN MOODY’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE
MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. CREDIT RATINGS AND MOODY’S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT AND DO NOT
PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS WITH THE EXPECTATION
AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR
RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT
YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW,
AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED
OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY
PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT.

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well
as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received in the rating process or in preparing the Moody’s publications.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any
indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any
such information, even if MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a
particular credit rating assigned by MOODY’S.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory
losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the
avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of any rating,
agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and
rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading “Investor Relations — Corporate Governance — Director and Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S affiliate, Moody’s Investors
Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you
represent to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or
indirectly disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as
to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors. It would be reckless
and inappropriate for retail investors to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should contact your financial or other
professional adviser.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody’s
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally
Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal and rating services rendered by it fees
ranging from JPY200,000 to approximately JPY350,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER 1069130

6          26 April 2017 Naugatuck (Borough of) CT: New Issue - Moody’s Downgrades Naugatuck, CT's GO Debt to Aa3; Assigns Negative Outlook

http://www.moodys.com

