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Summary:

Nowthen, Minnesota; General Obligation

Credit Profile

US$2.83 mil GO bnds ser 2021A dtd 10/07/2021 due 02/01/2032

Long Term Rating AA+/Stable New

Nowthen GO imp bnds

Long Term Rating AA+/Stable Affirmed

Rating Action

S&P Global Ratings assigned its 'AA+' long-term rating to Nowthen, Minn.'s series 2021A general obligation (GO)

improvement bonds. At the same time, we affirmed our 'AA+' rating on the city's existing GO bonds. The outlook is

stable.

The $2.83 million series 2021A bonds are secured by the city's full faith and credit pledge and ability to levy unlimited

ad valorem property taxes. A portion of the series 2021A bonds are payable from special assessments levied against

properties benefitted by improvements financed by the bonds. Some of the city's previously issued GO debt is

additionally payable by special assessments. We rate all debt based on the city's GO pledge. Proceeds will be used to

finance various street improvement projects and equipment purchases, including a new fire tanker and dump truck.

Credit overview

We view Nowthen's location in the Twin Cities metropolitan statistical area (MSA) as a credit strength that has helped

fuel steady population and strong tax base growth. The city has a very strong available fund balance at 39.3% of fiscal

year (FY) 2020 expenditures, which we expect will remain at high levels given management expects a $150,000

surplus in FY 2021. We expect its debt profile will continue to be strong because the city rapidly amortizes its debt and

has only modest medium-term debt plans.

The 'AA+' rating reflects our assessment of the city's:

• Access to a broad and diverse MSA, which we believe will continue to support new development and valuation

growth;

• Consistently very strong available fund balance, which will be bolstered by a strong surplus in FY 2021 and largely

balanced operations thereafter;

• Strong debt profile that is less than 3% of the city's market value with rapidly amortizing debt; and

• Adequate management, highlighted by an informal 50% available fund balance target, and a strong institutional

framework.

Environmental, social, and governance (ESG) factors

The rating incorporates our view of the city's social risk factors, which we consider to be consistent with the sector

standard. We also view the city's environmental and governance risks to be in line with the sector standard.
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Stable Outlook

Upside scenario

We could consider raising the rating if the city's economic indicators improve to levels more commensurate with those

of higher-rated peers, and if the city adopts more robust policies and practices, all other credit factors remaining equal.

Downside scenario

We could lower the rating if, due to sustained budgetary deterioration, the city's reserves fall to a level no longer

comparable with those of similarly rated peers. Additionally, while management does not expect any future

drawdowns in fund balance, we could lower the rating if reserves drop below $500,000.

Credit Opinion

Strong budgetary performance, with very strong budgetary flexibility and liquidity

Fiscal 2020 results reflect data adjustments to account for recurring transfers. Nowthen's budgetary performance is

strong, in our opinion. The city had operating surpluses of 1.8% of general fund expenditures in the general fund and

17.0% across all governmental funds in fiscal 2020. Nowthen received approximately $357,000 in Coronavirus, Aid,

Relief, and Economic Security Act funding, which it used for fiber internet improvements and improvements to the

city's fire station. The city received approximately $250,000 in American Rescue Plan funding in 2021 and expects to

receive an equal additional amount in 2022. The city has not yet decided how it will spend these funds.

The city expects to end FY 2021 with an approximately $150,000 surplus in the general fund, a substantial

improvement over the approximately $95,000 deficit initially budgeted. The projected improvement is due to reduced

fire and government personnel costs. After historically contracting with the neighboring city of Ramsey for fire

services, Nowthen is transitioning to having its own fire department. The neighboring city of St. Francis will provide

administrative services for the next three years, with its fire chief leading the Nowthen fire department. This new

arrangement will save the city approximately $110,000. The city had also initially budgeted for hiring a new employee

but ultimately made the position part time, which resulted in savings.

The city is expecting a substantial increase in its sheriff contract with Anoka County in 2023 and potentially in 2022.

Depending on how much of the increase falls in 2022, the city may draw down some of its available fund balance, but

the city expects revenue growth will cover the additional cost, resulting in at least balanced operations in 2023 and

beyond. The city anticipates reserves will be at least 40% of general fund expenditures with a long-term target between

55% and 60% of general fund expenditures. The adjusted available fund balance as of FY 2020 was 39.3% of FY 2020

general fund expenditures, which we consider very strong, though lower on a nominal basis at approximately

$684,000.

Strong tax base growth supported by access to the Twin Cities MSA

Nowthen is approximately 35 miles from Minneapolis. Its population has steadily grown for the past several years, and

its tax base has increased by an average of 7.0% annually in the past four years, with the county assessing 9.0% growth

in 2022 and the city expecting 5.0% growth in 2023. Nine new houses are expected to be completed in 2021, and a
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20-unit housing development is planned for 2022. The city's tax base is diverse, with the top 10 taxpayers accounting

for only 5.3% of the tax base. The city is 73.5% residential, 11.5% agricultural, and 6.5% commercial. The city's

economy has fared well during the pandemic with no permanent closures or major layoffs. The largest employers

within the city include the local school district (2,100 employees); Sherburne County (722), whose seat is in

neighboring Elk River; and Cretex Co. (500), a concrete products manufacturer. Most residents commute elsewhere for

employment, primarily to Elk River, Anoka, and the Twin Cities.

Adequate financial policies and practices under our Financial Management Assessment methodology

The city's practices around cyber security align with those of its peers. The city maintains adequate policies in some,

but not all, key areas.

Highlights include management's:

• Use of historical information in the formulation of upcoming-year revenue and expenditure assumptions with the

help of outside sources,

• Quarterly reporting of budget-to-actual performance to the council with the ability to amend the budget as needed,

• Five-year capital plan that is updated annually with the support of an external consultant and funding sources

identified within accounting funds over a seven-year period,

• Monthly reporting of investments that adhere to state guidelines to the council, and

• Informal reserve target to maintain 30%-50% of general fund expenditures, which it has achieved in recent years.

It does not have a long-term financial plan or a debt management policy.

Strong debt profile, with rapid amortization

Nowthen's debt profile benefits from rapid amortization, as the city's debt amortizes at a level greater than 65% during

the next 10 years. The city plans to issue an additional $1.1 million in GO bonds in 2023 to reimburse road

improvement costs estimated for 2022. Overall net debt is less than 3% of market value, which we view as a credit

strength.

The city maintains one privately placed bank loan from 2013. The amount outstanding is $40,000. We recognize that

the agreement contains no events of default or covenant violations that we consider nonstandard pursuant to our

contingent liquidity criteria.

Nowthen participates in the General Employees Retirement Fund (GERF), a cost-sharing, multiple-employer,

defined-benefit pension plan administered by the Public Employees Retirement Association of Minnesota (PERA) that

is 79.1% funded as of June 30, 2020. Required pension contributions to this plan are determined by state statute. We

believe GERF's discount rate of 7.5% exposes the pension plans to market risk, which could lead to greater volatility in

funding levels in a market downturn. However, we do not consider pension liabilities a source of medium-term credit

pressure, as the defined-benefit plan to which the city contributes is reasonably well funded and required contributions,

which represent a small share of the budget (0.8% of total governmental fund expenditures in FY 2020), are unlikely to

accelerate in a meaningful way in the next few years. The city's net pension liability was $204,000 as of Dec. 31, 2020.

The city does not offer any other postemployment benefits.
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The city also contributes to the Public Employees Defined Contribution Plan, a multiple-employer deferred

compensation plan, also administered by the PERA. The city matches a 5% salary contribution for each qualified

employee, contributing $780 in fiscal 2020.

Strong institutional framework

The institutional framework score for Minnesota cities with a population greater than 2,500 is strong.

Nowthen, Minnesota--Key Credit Metrics

Most recent Historical information

2020 2019 2018

Strong economy

Projected per capita EBI % of U.S. 99.5

Market value per capita ($) 147,517

Population 4,993 4,905 4,791

County unemployment rate (%) 6.3

Market value ($000) 736,554 662,079 612,154

Top 10 taxpayers % of taxable value 5.3

Strong budgetary performance

Operating fund result % of expenditures 1.8 (4.5) 7.4

Total governmental fund result % of expenditures 17.0 24.0 7.8

Very strong budgetary flexibility

Available reserves % of operating expenditures 39.3 35.9 47.6

Total available reserves ($000) 684 652 734

Very strong liquidity

Total government cash % of governmental fund expenditures 120.4 164.8 124.8

Total government cash % of governmental fund debt service 1,508.7 1,883.3 1,548.3

Adequate management

Financial Management Assessment Standard

Strong debt & long-term liabilities

Debt service % of governmental fund expenditures 8.0 8.8 8.1

Net direct debt % of governmental fund revenue 159.0

Overall net debt % of market value 2.7

Direct debt 10-year amortization (%) 88.5

Required pension contribution % of governmental fund expenditures 0.8

OPEB actual contribution % of governmental fund expenditures 0.0

Strong institutional framework

EBI--Effective buying income. OPEB--Other postemployment benefits.

Related Research

• Credit Conditions: U.S. Regions' Economies Perk Up As The Pandemic's Impact Ebbs, April 16, 2021
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• 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

• 2020 Update Of Institutional Framework For U.S. Local Governments

Ratings Detail (As Of September 8, 2021)

Nowthen GO cap imp plan rfdg bnds

Long Term Rating AA+/Stable Affirmed

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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