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Credit Profile

US$35.366 mil GO bnds ser 2021 dtd 09/23/2021 due 09/01/2046

Long Term Rating AA-/Stable New

South Brunswick Twp GO

Long Term Rating AA-/Stable Downgraded

Stony Brook Regl Swg Auth, New Jersey

Hopewell Boro (Mercer Cnty), New Jersey

Pennington Boro, New Jersey

Princeton, New Jersey

South Brunswick Twp, New Jersey

Stony Brook Regl Swg Auth, New Jersey

West Windsor Twp, New Jersey

Stony Brook Regl Swg Auth Hopewell Boro, Mercer Cnty, Princeton, Pennington Boro, West Windsor Twp, South Brunswick
Twp

Long Term Rating AA-/Stable Downgraded

Rating Action

S&P Global Ratings lowered its rating to 'AA-' from 'AA' on the township of South Brunswick, N.J.'s general obligation

(GO) bonds outstanding. We also lowered our rating to 'AA-' from 'AA' on Stony Brook Regional Sewerage Authority's

series 2012 revenue refunding bonds, supported by South Brunswick and other participating municipalities. At the

same time, S&P Global Ratings assigned its 'AA-' rating to the township's series 2021 GO bonds. The outlook is stable.

The GO bonds are secured by South Brunswick's full faith and credit pledge and are payable from unlimited ad

valorem property taxes. The series 2021 GO bonds will refund and provide permanent financing for existing 2020A

bond anticipation notes (BANs) maturing in Sept. 2021, as well as provide new money for open space acquisition and

library renovations.

The Stony Brook Regional Sewerage Authority's 2012 bonds are general obligations of the authority, secured by its full

faith and credit pledge, payable from participant payments. Each participant (the boroughs of Princeton, Hopewell, and

Pennington, and the townships of Princeton, West Windsor, and South Brunswick) has entered into an agreement with

the authority to make payments sufficient to pay debt service. The participants are obligated to levy property taxes to

the extent necessary to meet debt service payments. South Brunswick accounts for the largest portion of the

authority's collections for debt service, making up approximately 40% of the total participant payments. For additional

information on the Authority, please see our report published Jan. 16, 2014, on RatingsDirect.
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Credit overview

The rating change reflects a history of fluctuating operating performance, as well as limited flexibility to adjust within

budget, especially given the township's high-fixed costs stemming from pension and other post-employment benefit

(OPEB) obligations. While the township has historically been able to fully regenerate its fund balance in most years,

unaudited fiscal 2020 results show a temporary material decline in fund balance and over-expenditure of

appropriation, because of the COVID-19 pandemic and delayed-timing of interfund receivables from utility funds. With

receipt of the interfund transfer in July, fund balance is expected to be restored to near prior levels at fiscal-year-end

2021. However, even with restored fund balance maintained at approximately 4% to 6% of expenditures, reserve levels

are below-average compared to similarly rated state and national peers. The rating change also reflects our revised

assessment of management policies and practices to standard from good, due to the township's history of fluctuating

budgetary performance and adequate reserves that fell below policy targets in fiscal 2020.

The rating reflects our view of South Brunswick's very strong and stable local economy with well-above-average

wealth and income levels, that participates in the broad and diverse New York-Newark-Jersey City metropolitan

statistical area (MSA). The rating is further supported by budgetary performance that hovers around break-even from

year-to-year, and adequate albeit below-average reserves. While the township's debt burden is moderate and expected

to improve beginning in fiscal 2022, we view elevated pension and OPEB costs as a constraining credit factor.

The rating further reflects our view of the following credit factors:

• Very strong economy, with access to a broad and diverse MSA;

• Adequate management, with standard financial policies and practices under our Financial Management Assessment

(FMA) methodology;

• Adequate budgetary performance, with operating results that typically fluctuate on either side of balanced;

• Adequate budgetary flexibility, with an available fund balance in fiscal 2019 of 5.8% of operating expenditures;

• Very strong liquidity, with total government available cash at 24.0% of general fund expenditures and 2.2x

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

• Weak debt and contingent liability profile, with debt service carrying charges at 10.8% of expenditures and net

direct debt that is 99.5% of general fund revenue, and large pension and OPEB obligations; and

• Strong institutional framework score.

Environmental, social, and governance factors

We analyzed the township's social and governance risks relative to its economy, management, financial measures, and

debt and liability profile and determined that they are in line with our view of the sector standard. We view the

township's environmental risks as somewhat elevated due to its proximity to the Atlantic coast which may make it

susceptible to inland flooding from severe weather events.

Stable Outlook
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Upside scenario

We could raise the rating if reserves are improved and sustained at higher levels and overall fixed costs moderate.

Downside scenario

We could lower the rating if the township experiences financial pressure – stemming from its elevated pension and

OPEB costs or otherwise -- that results in structural budgetary imbalance or material declines in reserves.

Very strong economy

South Brunswick has an estimated population of 45,961 and is in Middlesex County in the New York-Newark-Jersey

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

income of 158% of the national level and per capita market value of $200,921. Overall, the township's market value fell

by 4.9% over the past year to $9.2 billion in 2020. The county unemployment rate was 8.7% in 2020. Many residents

commute into Philadelphia and New York for employment. A network of state, county, and local roads--including the

New Jersey Turnpike and routes 1, 130, 27, and 522--serves the township. The area has seen a large increase in

population over the past 30 years due to residential and commercial development that continues. The mainly

residential township maintains an ample industrial sector, including warehousing and distribution businesses, due to its

geographic location in the state, coupled with its access to major transportation routes. Leading township employers

include Dow Jones & Co., Wyeth-Ayerst, and Bloomberg Financial.

Adequate management

We view the township's management as adequate, with standard financial policies and practices under our FMA

methodology, indicating the finance department maintains adequate policies in some but not all key areas.

Management evaluates historical data and trends when developing revenue and expenditure assumptions for

budgeting purposes. The budget can be amended as needed, and quarterly budget-to-actual revenue reports are

provided to the board. The township regularly updates a 6-year capital improvement plan that identifies project costs,

timing, and funding sources, and management prepares internal two-to-three-year forecasts as part of the budget

process. The township also maintains its own cash management plan, and cash balance reports are provided to the

governing body monthly. The township's reserve policy requires available fund balance of at least 2% to 6% of prior

year's expenditures, and if reserves fall below that level, they must be restored within three years. The township

currently lacks a formal debt management policy, but it does regularly monitor for refunding opportunities. We do not

believe the township has any unusual cyber-security risks, and we view cyber-security training and policies as

sufficient.

Adequate budgetary performance

South Brunswick's operating results have typically fluctuated around balanced, with alternating small deficits and

surpluses each year. For example, in fiscal 2017, the township realized a 1.5% surplus, followed by 1.9% and 1.4%

deficits in fiscal 2018 and 2019, respectively. This has resulted in fund balance remaining between $3.0 million and

$4.0 million long-term through fiscal 2019, with the township typically fully regenerating fund balance appropriated

each year. However, with a Dec. 31 fiscal-year-end, the township's 2020 operations were materially impacted by the

COVID-19 pandemic. Current fund revenues were lower due to hotel taxes, event fees, and recreation fees not being

collected, and utility fee revenues were weaker, in part due to a statewide executive order to not charge delinquency

fees. But the largest impact to fiscal 2020 results was a $2.9 million current fund receivable from the utility fund that
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was delayed into fiscal 2021, which resulted in appropriated fund balance not being regenerated. The township

received nearly $300,000 of CARES Act funding in fiscal 2020 to assist with pandemic-related expenses.

Property tax collections are the largest current fund revenue source, and while officials have regularly increased the

tax rate each year, the township currently has only $406 of banked capacity under the levy cap, which in our view

limits revenue-raising flexibility despite the presence of a very strong tax base. The township's fiscal 2021 budget does

not include an appropriation of fund balance, given that fiscal 2020 ending fund balance is estimated to be only

$329,000. Fiscal 2021 operating results are expected to be balanced, and reserves are expected to be restored with

receipt of the interfund transfer from the utility fund. The township received $600,000 of CARES Act funding in fiscal

2021, which will reimburse for PPE, testing, and office configuration expenses realized in fiscal 2020. In addition, the

township expects to receive $2.3 million of ARP funding in fiscal 2021 and fiscal 2022, which will be used to make up

for revenue losses in the current fund and the utility fund. We expect budgetary performance to remain adequate

throughout the outlook period, with continued mixed results around balanced in future years as revenues and

expenditures normalize.

Adequate budgetary flexibility

Available fund balance declined from $4.5 million or 8.4% of expenditures in fiscal 2017 to $3.3 million or 5.8% of

expenditures in fiscal 2019, a level we consider adequate. The township used its fund balance appropriation in fiscal

2020, bringing reserves temporarily down to just $329,000. However, this was primarily a result of a large transfer due

to the current fund from the utility fund of $2.9 million, which was received in July 2021 and is expected to bring

available fund balance back to $3.3 million or approximately 5% of 2021 budgeted expenditures. However, if we back

out the over-expended appropriation of $457,000 in 2020, fund balance could be $2.8 million or 4.3% of expenditures.

Our assessment of flexibility as adequate is based on a forward-looking view of restored reserves at 4% to 5% of

expenditures at fiscal-year-end 2021. While we don't consider them as available for our reserve calculations, we note

that the township has approximately $19.5 million of trust fund balances designated for specific purposes.

Beginning in fiscal 2022, management plans to budget for a similar use of fund balance as in fiscal 2019 and prior years

and expects to fully regenerate that fund balance going forward, maintaining reserves at adequate levels. In three of

the last four audited years, the township appropriated 90% or more of its fund balance in the next year's budget, which

is above average for issuers in the state, and could reflect limited flexibility to adjust within its budget. The township's

reserve policy requires maintenance of fund balance of at least 2% to 6% of expenditures, which it is projected to be in

compliance with for fiscal 2021, after falling below the policy target in fiscal 2020. While we consider reserve levels to

be adequate, they are below-average for similarly rated state and national peers. If reserves are not restored as

expected at fiscal-year-end 2021, or if reserves are not maintained at least adequate levels going forward, we could

revise our view of the township's budgetary flexibility, and potentially lower the rating.

Very strong liquidity

In our opinion, South Brunswick's liquidity is very strong, with total government available cash at 24.0% of general

fund expenditures and 2.2x governmental debt service in 2019. In our view, the township has strong access to external

liquidity if necessary, which it has demonstrated through regular prior issuance of GO bonds and BANs over the past

20 years. The township's investments are primarily held in cash and demand deposits, which we do not consider to be

aggressive. The township does not currently have any privately placed debt or variable rate debt that we consider a
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contingent liability, and therefore, we expect liquidity to remain very strong.

Weak debt and contingent liability profile

Debt service is 10.8% of general fund expenditures, and net direct debt is 99.5% of general fund revenue. Overall net

debt is low at 2.5% of market value, and approximately 72.6% of the direct debt is scheduled to be repaid within 10

years, which we consider to be rapid and a positive credit factor.

The township is issuing approximately $35.4 million series 2021 GO bonds to refund and permanently finance $22.6

million of existing BANs that mature on Sept 26, 2021, and to provide approximately $12.8 million of new money for

open space acquisition ($9.8 million) and library renovations ($3.0 million). While the debt service on the open space

bonds is expected to be paid from the township's 4% open space tax, we do not consider the open space debt to be

self-supported in our assessment of the debt profile metrics. Beginning in fiscal 2022, management projects lower debt

service carrying charges of approximately 7% of expenditures, including the 2021 GO bonds, compared to current

carrying charges of nearly 11% of expenditures, due to material debt retirement in fiscal 2021, which opens capacity

for this and potential future debt issuances. While we view lower debt service costs favorably, we still consider overall

fixed costs elevated due to the township's relatively high pension and OPEB costs. The township does not plan to issue

additional new money debt within the next two years, as it aims to maintain level debt service going forward but could

potentially issue some new money utility bonds in fiscal 2025 when more capacity becomes available due to

retirement of existing debt.

Pension and other post-employment benefits (OPEB) obligations

• We view pension and OPEB liabilities as a source of credit pressure for South Brunswick, 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 given state restrictions and funding discipline.

• 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.

South Brunswick participates in the following plans:

• Police and Firemen's Retirement System (PFRS), a cost-sharing multiple-employer defined-benefit pension plan,

with a 60.2% funded ratio and a proportional share of net pension liability of $30.4 million.

• Public Employees' Retirement System (PERS), a cost-sharing multiple-employer defined-benefit pension plan with a

42.0% funded ratio and a proportional share of net pension liability off $38.3 million.

• Single-employer OPEB program, funded on a pay-as-you-go basis, with a net liability totals $159.9 million.

Combined required pension and actual OPEB contributions totaled 15.8% of expenditures in fiscal 2019. Of that

amount, 7.8% represented required contributions to pension obligations, and 8.0% represented OPEB payments. Total

fixed costs increase to 26.6% when including debt service payments. Although the township funds 100% of its

actuarially determined contributions (ADCs), contributions fell short of both static and minimum funding progress, in

part because of poor assumptions and methodologies, but also due to the state's continued underfunding of its portion
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of the ADC. The plans' 30-year, level-dollar open amortization schedule will result in slow funding progress.

Strong institutional framework

The institutional framework score for New Jersey 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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