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Buffalo Grove (Village of) IL
Update to credit analysis following downgrade to Aa1

Summary
Buffalo Grove's (Aa1) credit profile benefits from a large tax base with economic ties to
Chicago and strong resident income levels, robust reserve position and a modest debt
position. The village's primary credit challenge is a high and growing pension burden. While
the village is utilizing it's broad legal broad legal flexibility to raise local revenue to increase
pension funding, it will take a few years before contributions are sufficient to arrest and
reverse the trajectory of liabilities.

On October 9th, we downgraded the rating on the village's outstanding general obligation
unlimited tax (GOULT) debt to Aa1 from Aaa and removed the negative outlook.

Credit strengths

» Affluent tax base favorably located in the Chicago metropolitan area

» Significant revenue raising flexibility derived from home-rule status

» Very healthy reserves

Credit challenges

» High pension burden

» Exposure to economically sensitive sales and income taxes

Rating outlook
Outlooks are typically not assinged to local governments with this amount of debt.

Factors that could lead to an upgrade

» Moderation of the village's pension burden

» Substantial tax base growth and strengthening of resident income levels

Factors that could lead to a downgrade

» Significant growth in the village's debt or pension burden

» Significant weakening of fund balance and liquidity

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1144693
https://www.moodys.com/credit-ratings/Buffalo-Grove-Village-of-IL-credit-rating-600027213
https://www.moodys.com/credit-ratings/Chicago-City-of-IL-credit-rating-171610
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Key indicators

Exhibit 1

Buffalo Grove (Village of) IL 2013 2014 2015 2016 2017

Economy/Tax Base

Total Full Value ($000) $4,598,118 $4,255,604 $4,279,462 $4,484,936 $4,673,473 

Population               41,663                41,613                41,591               41,554               41,226 

Full Value Per Capita $110,365 $102,266 $102,894 $107,930 $113,362 

Median Family Income (% of US Median) 171.4% 176.6% 176.6% 174.1% 174.1%

Finances

Operating Revenue ($000) $37,622 $39,196 $40,571 $41,848 $42,516 

Fund Balance ($000) $19,891 $20,769 $22,748 $24,858 $26,854 

Cash Balance ($000) $18,059 $19,793 $19,214 $22,606 $22,892 

Fund Balance as a % of Revenues 52.9% 53.0% 56.1% 59.4% 63.2%

Cash Balance as a % of Revenues 48.0% 50.5% 47.4% 54.0% 53.8%

Debt/Pensions

Net Direct Debt ($000) $11,340 $10,550 $10,040 $15,640 $14,365 

3-Year Average of Moody's ANPL ($000) $106,957 $114,991 $126,103 $146,007 $168,341 

Net Direct Debt / Full Value (%) 0.2% 0.2% 0.2% 0.3% 0.3%

Net Direct Debt / Operating Revenues (x) 0.3x 0.3x 0.2x 0.4x 0.3x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 2.3% 2.7% 2.9% 3.3% 3.6%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 2.8x 2.9x 3.1x 3.5x 4.0x

Source: Audited financial statements, Moody's Investors Service, US census

Profile
The village covers an area of 9.2 square miles in Lake (Aaa) and Cook Counties (A2 stable), and is located 30 miles northwest of
downtown Chicago. The village had a population of 41,496 as of the 2010 census.

Detailed credit considerations
Economy and tax base: affluent Chicago suburb with large tax base
The village's local economy will continue to benefit from its role as a wealthy bedroom community of Chicago. The village is a home-
rule community located approximately 30 miles northwest of the City of Chicago, benefitting from its proximity to highway and public
transportation networks. The village's sizable $5 billion full value has grown by an annual average rate of 1.7% over the last five years,
but remains 12% below its prerecession peak. While the village's tax base is predominantly residential (81% of 2018 full value), the
village maintains a growing business and commercial presence (19% of full value). Commercial and residential development activity
remain strong and are expected to lead to future valuation and sales tax revenue growth. Resident income in the village is exceeds the
nation with median family income at 177% of the US. Full value per capita is also a significant $121,000.

Finances operations and reserves: stable financial profile with significant revenue raising flexibility
We expect the village's financial position to remain a credit strength given strong managerial oversight, substantial revenue raising
flexibility and healthy fund balance. The village closed each of the last six fiscal years with positive operations increasing the operating
fund (general and debt service funds) balance to $26.9 million and 63.2% of revenues. The village's positive operating history is
partially attributable to conservative budgetary assumptions and close expenditure control. Virtually all of the reserves were held in
the general fund. For fiscal 2018, the village expects to close at least balanced on an operational basis, though reserves will decline by
approximately $3.5 million as the village intends to use cash on hand to repay an outstanding letter of credit that was drawn to treat
emerald ash borer. As a home rule village, Buffalo Grove has broad legal authority to raise various local taxes and fees. The village could
also reduce the pace of capital spending which totaled $8 million in fiscal 2018.

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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LIQUIDITY
Net cash at the close of fiscal 2017 was $22.9 million and 53.8% of operating revenue. Net cash and investments across village
enterprise funds is also healthy and equivalent to nearly 150 days cash on hand.

Debt and pensions: modest debt burden with high and growing pension burden
Buffalo Grove will remain leveraged given its outsized pension burden but growing contributions will slow the rate of unfunded liability
growth. The city's fiscal 2017 three-year average adjusted net pension liability (ANPL), is $168 million or 4x operating revenue and
3.6% of full valuation. The median ANPL to revenue for all cities is 1.5x.

The village's debt burden is expected to remain low given substantial pay go capital financing, a credit strength. As of fiscal 2017, the
villages debt burden was equivalent to 0.3% of full valuation and 0.3x operating revenue. The village estimates that approximately
10% of its 2019 governmental budget will be for capital investment. Fixed costs are manageable at 17.4% of operating revenue. Had
the village contributed at tread water1, fixed costs would rise to a slightly elevated 20% of operating revenue.

DEBT STRUCTURE
All of the district's long-term debt is fixed rate. Amortization is healthy with 79% of principal set to be retired over the next ten years.

DEBT-RELATED DERIVATIVES
The village has no derivative exposure.

PENSIONS AND OPEB
Village employees participate in one of two single employer public safety defined benefit pension plans or the Illinois Municipal
Retirement Fund (IMRF) a multiple employer agent plan. Although the police and fire plans are single employer plans, the village has no
control over the benefits because they are established in state statute. All the city can control is contributions.

The state requires communities to make contributions to public safety plans sufficient to reach 90% funding by 2040, a requirement
that backloads payments for many cities. The city currently exceeds the minimum and plans to continue ramping up payments. The
village's fiscal 2017 pension contributions were $800,000 short of the amounted needed to tread water or 2% of operating revenue.
The city has put in place a plan to increase public safety contributions to reach tread water levels in fiscal 2019 and 2020 before
increasing contributions further in fiscal 2021 with budgetary savings from the retirement of certain outstanding bonds. The village is
also considering additional contributions that would be funded with expected sales tax revenue growth.

The city's other post-employment benefit (OPEB) obligations are small with a Unfunded Actuarial Accrued Liability (UAAL) of $10.2
million or 0.2x operating revenue. The village's pay-go OPEB contribution in fiscal 2017 was $385,000 or 1% of operating revenue.

Management and governance: home rule status enhances legal revenue flexibility
Illinois cities have an Institutional Framework score of A, or moderate. Institutional Framework scores measure a sector's legal ability
to increase revenues and decrease expenditures. Revenue-raising ability is moderate overall but varies considerably. Home rule entities,
like Buffalo Grove, retain more revenue raising flexibility compared to their non-home rule counterparts. Buffalo Grove's home rule
status provides it broad legal flexibility to raise revenue as it is not subject to property tax levy limits, has no statutory debt ceiling, and
has the power to impose a variety of taxes without voter approval. Expenditures are moderately predictable but cities have limited
ability to reduce them given costs for pension benefits that enjoy strong constitutional protections. Revenue predictability is moderate,
with varying dependence on property, sales, and stated distributed income taxes.

Management of the village is considered strong and follows a formal General Fund balance policy to maintain 25% of the subsequent
year's expenditures in reserves. The village also maintains a debt policy, investment policy, a 5 year rolling Capital Improvement Plan
(CIP), and a pension funding policy.

The village's operating revenue streams are relatively diverse as they include property tax (37% of fiscal 2017 operating revenues),
intergovernmental taxes (25%), and other taxes (23%). Although the village is reliant upon sales tax receipts, an economically
vulnerable revenue stream, this risk is off-set somewhat by the financial flexibility afforded by the village's designation as a home-rule
unit of government. As a home-rule government, the village has broad flexibility to impose fees and taxes, including an entertainment
tax, and a motor fuel tax. These taxes are common among its home rule peers, but have not yet been implemented by Buffalo Grove.
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Endnotes
1 Our “tread water” indicator measures the annual government contribution required to prevent reported net pension liabilities from growing, based

on reported assumptions. An annual government contribution that treads water equals the sum of employer service cost and interest on the reported
net pension liability at the start of the fiscal year. A pension plan that receives an employer contribution equal to tread water will end the year with an
unchanged net pension liability relative to the beginning of the year if all plan assumptions hold. Net liabilities may decrease or increase in a given year
due to factors other than the contribution amount, such as an investment performance that exceeds or falls short of a plan's assumed rate of return. Still
higher contributions will always reduce unfunded liabilities faster, or will allow unfunded liabilities to grow more slowly than lower contributions. The
degree to which contributions fall below the “tread water” indicator can help quantify a structural operating imbalance stemming from pensions, even
under reported assumptions. A contribution below the “tread water” level in effect suppresses expenditures by leaving an implied interest on net pension
liabilities unpaid, akin to borrowing at the assumed rate of return for operations.
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