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Summary:
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Jersey; General Obligation

Credit Profile

US$14.46 mil sch bnds ser 2021 due 08/15/2041

Long Term Rating AA/Stable New

Underlying Rating for Credit Program AA/Stable New

Rating Action

S&P Global Ratings assigned its 'AA' rating and stable outlook to Freehold Regional High School District, N.J.'s

roughly $14.46 million series 2021 general obligation (GO) debt.

The district's full-faith-and-credit pledge secures the bonds. The New Jersey Fund for the Support of Free Public

Schools program provides additional bond security. The program pledges a portion of a state fund's assets for a school

district's debt service should it be unable to meet principal-and-interest payments.

Officials intend to use series 2021 bond proceeds to fund roof and asphalt repairs at each district school.

Credit overview

The district is the regional high school network for eight municipalities. It maintains six high schools serving

approximately 10,000 students. Management consistently produces balanced operating results, leading to the

maintenance of stable reserves and cash balance. The district's very strong economic profile, with very strong wealth

and income, and a property tax base that is significantly larger than similar-rated state and national school districts

provide further rating stability. Low debt and flexibility will likely allow the district to overcome challenges from

continued state aid reductions. We do not expect to change the rating during the two-year outlook.

The rating specifically reflects our view of the district's:

• Stable, largely residential tax base;

• Standard financial-management policies and practices, indicating the finance department maintains adequate

policies in some, but not all, key areas, allowing strong budgetary performance; and

• Low debt with fairly rapid amortization.

Environmental, social, and governance

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

financial measures, and debt-and-liability profile and have determined all are in-line with our view of the sector

standard.
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Stable Outlook

Downside scenario

We could consider a negative rating action if management were to draw down reserves to levels we consider below

similar-rated peers.

Upside scenario

We could consider a positive rating action if the district's reliance on state aid were to decrease to levels we consider

more in-line with similar-rated peers.

Credit Opinion

A stable residential tax base

The roughly 198-square-mile district, in Monmouth County, serves the communities of Colts Neck, Englishtown,

Farmingdale, Freehold Borough, Freehold Township, Howell, Manalapan, and Marlboro. The district operates six high

schools with a total student enrollment of 10,260 as of the 2020-2021 school year. Enrollment has decreased by

approximately 1.5% annually since 2014. Management expects fairly steady enrollment during the next few years, but

enrollment could decrease modestly due to demographics. The district reports student enrollment was up by about 40

as of Oct. 15, 2021, for school year 2021-2022. Students are also eligible to attend a vocational high school, and

students choosing a vocational high school have been steady.

Fiscal 2021 assessed value (AV) has increased slightly from fiscal 2020 AV, and management expects a similar AV

increase for fiscal 2022. The tax base is 86% residential, and we expect tax base growth will likely remain modest.

Market value has grown by 14% during the past five years, and AV is up by 9% during the same period. Management

is not aware of any developments that could materially alter the tax base. The district is about 45 miles southwest of

New York City. It has direct access to employment in Trenton, Philadelphia, and New York City. Unemployment has

generally been below national, state, and county averages. Monmouth County unemployment peaked at 16% in April

2020 due to COVID-19 but has recovered to 5.9% as of August 2021.

A steady budgetary performance, supported by operational savings

We think decreasing state aid represents the largest potential financial risk, and we note the district is more reliant on

state aid than its peers. New Jersey determines state aid by identifying a base cost associated with an elementary

school student and then factors in any special need costs, which adjusts as the student moves throughout the school;

this is known as the adequacy budget. The formula then considers the local cost share, known as the share local

governments can raise based on property and personal-income wealth. New Jersey then determines state aid by the

difference between the adequacy budget and local cost share.

In July 2017, the state passed legislation updating the funding formula, leading to closer alignment of state aid receipts

and enrollment. It intends to fully implement and fund the updated formula by fiscal 2025. Some districts like Freehold

Regional High School District will lose a portion of state aid. The district applied for, and received, stabilization funds

totaling $1.9 million made available for districts negatively affected by the reformulation. The district has focused on
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adjusting the budget to accommodate reformulation.

In fiscal 2020, state aid was 36% of general fund revenue while local property taxes generated 63% and other local

revenue, including tuition and transportation fees, accounted for 0.5%. In 2019, state aid was approximately 37%,

representing state aid adjustment. Despite state aid reductions, the district had positive operating results during two of

the past three years. We note that due to a one-time accounting reclassification of reserves, total available reserves

increased sharply in fiscal 2019 and decreased in fiscal 2020 to levels we consider more consistent with historical

results. Management has consistently added to fund balance, and fund balance provides greater flexibility than

similar-rated peers.

Officials are currently completing the fiscal 2021 audit. Management expects total fund balance will be approximately

$46 million, an increase of nearly $8 million from fiscal year-end 2020. New Jersey allows entities to keep 2% of the

operating budget as fund balance. Management must use excess surplus in the next budget. It applied $16.5 million of

excess surplus to the fiscal 2021 budget. The district received $9.6 million in Elementary & Secondary School

Emergency Relief funds, which it used for student support and wellness programs.

The amount of funding received for special education, known as extraordinary aid, exceeded the budgeted $2.8 million

by $1.2 million. The district also realized expense-reduction opportunities that include health-benefit concessions in

the most recent teachers' contract, lower health-benefit costs related to COVID-19, and a fully self-funding benefits

program. A new alternative school will provide tuition and transportation savings starting for the next school year.

The fiscal 2022 budget approximately equals the fiscal 2021 $197.7 million budget; the amount of excess surplus

applied will be similar to fiscal 2021. These factors contribute to our expectation the district will likely continue to

produce, at least, balanced operating results, leading to stable reserves and cash.

Standard financial-management practices

The district uses conservative budgeting, including an analysis of historical trends when preparing the budget.

Management provides the school board with monthly reports on the budget and investment holdings. The district

maintains a long-range facility plan in accordance with state guidelines it updates periodically. The cash-management

policy specifies permitted investments that conform to state guidelines. While it does not maintain fund-balance or

debt-management policies, it, however, conforms to state guidelines and limits.

Low debt with no additional debt plans

According to management, there is no plan to issue additional debt. In addition, it will likely fund capital needs through

the annual operating budget. The electorate approved the current issuance through a referendum to addresses major

infrastructure needs. Most overall net debt is overlapping debt. We do not expect a material change in the debt profile

due to low current costs and no additional debt plans.

Limited pension and other postemployment benefit (OPEB) costs due to state on-behalf payments

The state makes on-behalf payments for a large majority of district pension and OPEB, so we consider budgetary

pressure from pension expenses currently limited. However, we view funding for New Jersey Public Employees'

Retirement System (NJPERS) and New Jersey Teachers' Pension & Annuity Fund (NJTPAF) as below adequate.

District employees also participate in a state-administered OPEB plan, for which the state funds 100% of contributions
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on the district's behalf. If the state requires local contributions for NJTPAF or OPEB, it could lead to budgetary stress

for the district and other school districts; we, however, view this scenario as unlikely during the next two years. We

currently expect retirement costs will likely remain low.

The district participates in:

• NJPERS, which is 42.9% funded, with a $96.4 million net pension liability; and

• NJTPAF, which is 24.6% funded, with no proportionate share of net pension liabilities.

Freehold Regional High School District, New Jersey Select Key Credit Metrics

Characterization Most recent --Historical information--

2020 2019 2018

Economic indicators

Population 194,328 195,258 194,764

Median household effective buying income (EBI) as a % of

U.S.

Very strong 165.0 162.0 165.0

Per capita EBI as a % of U.S. Very strong 157.0 153.0 152.0

Market value ($000) 36,989,372 34,399,559 34,013,971 32,471,862

Market value per capita ($) Extremely strong 190,345 177,018 174,200 166,724

Top 10 taxpayers as a % of taxable value Very diverse 2.3 2.3 2.3 2.3

Financial indicators

Total available reserves ($000) 992 10,042 876

Available reserves as a % of operating expenditures Adequate 0.5 4.7 0.4

Total government cash as a % of governmental fund

expenditures

14.1 12.3 10.8

Operating fund result as a % of expenditures 2.6 0.9 (0.7)

Financial Management Assessment Standard

Enrollment 10,449 10,533 10,669

Debt and long-term liabilities

Overall net debt as a % of market value Low 1.4 1.1 1.1 1.1

Overall net debt per capita ($) Moderate 2,574 1,979 1,942 1,862

Debt service as a % of governmental fund noncapital

expenditures

Low 2.5 2.5 2.5

Direct debt 10-year amortization (%) Fairly rapid 72.0 99.0 96.0

Required pension contribution as a % of governmental

fund expenditures

1.1 1.1 1.0

Other postemployment benefits actual contribution as a %

of governmental fund expenditures

0 0 0

Minimum funding progress, largest pension plan (%) 58.4 54.2 46.4

Related Research

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

• Credit FAQ: What The Latest COVID-19 Economic Relief Bill Means For U.S. Public K-12 Schools, Jan. 21, 2021

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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