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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
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» 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
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Key indicators
Exhibit 1

Buffalo Grove (Village of) IL

2013

2014

2015

2016

2017

$4,598,118

$4,255,604

$4,279,462

$4,484,936

$4,673,473

41,663

41,613

41,591

41,554

41,226

$110,365

$102,266

$102,894

$107,930

$113,362

171.4%

176.6%

176.6%

174.1%

174.1%

$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%

Economy/Tax Base
Total Full Value ($000)
Population
Full Value Per Capita
Median Family Income (% of US Median)
Finances
Operating Revenue ($000)

Debt/Pensions
Net Direct Debt ($000)
3-Year Average of Moody's ANPL ($000)
Net Direct Debt / Full Value (%)
Net Direct Debt / Operating Revenues (x)

$11,340

$10,550

$10,040

$15,640

$14,365

$106,957

$114,991

$126,103

$146,007

$168,341

0.2%

0.2%

0.2%

0.3%

0.3%

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 homerule 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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Update

Buffalo Grove (Village of) IL
Update - Moody's Affirms Buffalo Grove, IL's Aaa GO; Assigns
Negative Outlook
Summary Rating Rationale
Moody's Investors Service has affirmed the Aaa rating on the Village of Buffalo Grove, IL's
outstanding General Obligation (GO) debt affecting $16.2 million in outstanding bonds.
Concurrently, Moody's has assigned a negative outlook to the rating.
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The Aaa rating reflects the village's sizeable and diverse tax base in the Chicago (Ba1
negative) metro area with elevated income indices; solid fiscal management with
considerable budgetary flexibility provided by the village's home rule status; and a low debt
burden. The rating also incorporates the village's large unfunded pension liabilities.

Credit Strengths
»

Sizable tax base favorably located in the Chicago metropolitan area

»

Significant revenue raising flexibility derived from home-rule status

»

Very healthy reserves

Credit Challenges
»

Above average pension liabilities with substantial recent growth

»

Dependence on an economically sensitive revenue streams

Rating Outlook
The negative outlook reflects risk that unfunded pension liabilities will grow further should
asset returns remain weak relative to plan assumptions. Continued growth in unfunded
liabilities will place increasing downward pressure on the village’s credit rating.

Factors that Could Lead to an Upgrade (Removal of negative outlook)
»

Moderation of large unfunded pension liabilities

Factors that Could Lead to a Downgrade
»

Declines in reserves or liquidity

»

Increase in the village's debt burden or continued growth in pension liabilities
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Key Indicators
Exhibit 1

Source: Audited financial statements, Moody's Investors Service and US Census Bureau

Detailed Rating Considerations
Economy and Tax Base: Affluent Chicago Suburb with Large Tax Base
The village's economic profile is expected to remain a credit strength given its favorable location and its affluent demographic profile.
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. Current full valuation of $4.5 billion remains 21% below the 2010 peak, but grew by
4.8% during the last year. Future valuation growth is anticipated given available land for development as well as current commercial
and residential development currently underway. While the village's tax base is predominantly residential (80% of 2015 full value),
the village maintains a stable business and commercial presence (20% of full value). Siemens Industry Americas headquarters, I.S.I (a
management consultancy), ESS (a business consultancy), Plexus Corporation, and the headquarters for Leica Microsystems are all based
in the village. Village income levels exceed the national indices, with median family income at 176.6% of the national levels.
Financial Operations and Reserves: Ample Reserves; Additional Flexibility Afforded by Home Rule Status
We expect the village to maintain its healthy financial position supported by strong reserves and a demonstrated willingness to
balance operations with adjustments to revenues and expenditures. Buffalo Grove closed fiscal 2015 with a fourth consecutive
operating surplus across the major operating funds, including the General Fund and Debt Service Fund. The $2.0 million operating
surplus increased the village's available fund balance to $22.7 million, or a very strong 56.1% of operating revenues. The surpluses
were primarily due to forward looking planning and conservative budgetary assumptions, positive budgeted revenue variances, and
expenditure controls. With two months remaining in fiscal 2016, operations are tracking close to budget and a $200,000 General Fund
Surplus is anticipated. The city's fiscal 2017 budget is essentially balanced.
The village receives the largest share of its operating fund revenues from property taxes (36.3%), followed by intergovernmental
(27.7%), and other taxes (23.9%). In addition to state distributed sales tax revenues, the village levies a separate 1.0% home rule sales
tax. While the village relies on economically sensitive income and sales tax revenues to fund operations, the risk is largely offset by the
financial flexibility afforded by the village's designation as a home-rule unit of government and management's conservative approach
to budgeting for volatile revenue streams. Buffalo Grove is slightly exposed to state budget pressures, as the Governor's proposal to
cut state shared income tax receipts would result in a $2,000,000 reduction in the village's operating fund revenues. However, as a

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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home-rule government, the village could implement a variety of revenue enhancements (including property, sales, utility, and food and
beverage taxes) with board approval to offset any such revenue loss.
LIQUIDITY

The fiscal 2015 net cash position across village operating funds was a strong $19.2 million, or 47.4% of revenues.
Debt and Pensions: Moderate Direct Debt Burden and Exposure to Unfunded Pension Liabilities
The village's debt burden is expected to remain manageable due to limited future borrowing plans. The village's debt burden remains
small at 0.4% of estimated full valuation or 0.5 times operating revenues. Inclusive of overlapping districts, the debt burden rises to a
moderate 2.1% of full value. Principal amortization is below average, with 69.5% repaid in ten years. The village's commitment to paygo capital financing, coupled with no additional borrowing plans in the near term, will keep the debt position manageable. At the end
of fiscal 2015 debt service comprised a modest 2.0% of operating revenues.
Buffalo Grove's pension burden is high. The three year average Moody’s adjusted net pension liability (ANPL) for the village, which
incorporates our adjustments to reported pension information is $128 million or 3.1 times operating revenues and 2.9% of full
valuation. The village’s pension burden has risen significantly in recent years, which we discuss in more detail below. Fixed costs for
fiscal 2015, inclusive of retirement expenses and debt service, were 16.6% of operating revenues. We expect the village’s fixed cost
burden to grow as required pension contributions increase.
DEBT STRUCTURE

All of the village’s debt is fixed rate.
The village has one line of credit with PNC Bank N.A. (A2) totaling $6.0 million. The loans are subject to acceleration under an event
of default, which includes a broadly worded adverse change provision. Under that provision, the lender could consider the village in
default if it deemed there had been an adverse change to its financial position. Risk associated with that broadly worded provision is
somewhat mitigated by the village's ample liquidity position.
DEBT-RELATED DERIVATIVES

The village is not a party to any derivative agreements.
PENSIONS AND OPEB

While the village's debt burden is low, its unfunded pension liabilities are high for its rating category. Village employees participate
in one of two single employer defined benefit pension plans (police and fire) or the Illinois Municipal Retirement Fund (IMRF) a
multiple employer agent plan. On a reported basis liabilities grew by 28% to $56.3 million in 2015 from $44.0 million in 2014. The
village's ANPL grew 40% over that same period to $162 million, from $116 million, bringing the three year average ANPL to $128
million or an above average 3.1 times revenue, or 2.9% of full value. Factors contributing to unfunded liability growth include updated
mortality assumptions, weak investment returns relative to assumed rates of return, and village contributions that, while exceeding
actuarially determined contributions, were not sufficient to fully cover annual interest accruals on accumulated unfunded liabilities.
Furthermore, new accounting standards resulted in increased reporting of both assets and liabilities of the village's account with the
IMRF. Management has a formalize pension policy to utilize the most recent mortality tables and to fully fund its plans by 2040.
In fiscal 2015 the village contributions to the plans were 110% our “tread water” indicator ($4.9 million), which measures the annual
employer contribution required to prevent the reported net pension liability from growing, under plan assumptions. After accounting
for employee contributions, annual government contributions that tread water equal the sum of employer service cost and interest on
the reported Net Pension Liability at the start of the fiscal year. In fiscal 2017, the village plans to contribute $4.4 million.
The village has a modest other post employment benefit (OPEB) unfunded liability of $9.3 million, which primarily represents the
implicit rate subsidy of the state mandate to allow retirees to stay on the village's health care plans.
Management and Governance: Moderate Institutional Framework, But Home Rule Status Enhances Flexibility
Illinois cities have an institutional framework score of “A,” or moderate. Revenue predictability is moderate, with varying dependence
on property, sales, and state-distributed income taxes. Revenue-raising ability is also moderate but varies. Home rule entities, such
as Buffalo Grove, have substantial revenue-raising authority. This flexibility is a key strength of the village's credit profile, helping to
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mitigate challenges tied to underfunded retirement liabilities and the potential loss of state funding. Expenditures are moderately
predictable but cities have limited ability to reduce them given costs for pension benefits that enjoy strong constitutional protections.
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. As a home rule unit of government, Buffalo Grove enjoys a wide array of revenue raising
options, including the unlimited ability to raise property or sales taxes, and increase utility rates. At 36.3% in fiscal 2015, property
taxes represent the village’s single largest Operating Fund revenue source; however, the village remains exposed to a variety of other
economically sensitive revenue streams to support operations, including sales taxes and state shared income taxes.

Legal Security
Debt service on the village’s outstanding GOULT debt is secured by the village’s general obligation unlimited tax pledge in which the
full faith, credit and resources of the government are pledged, and will be payable from a dedicated ad valorem tax, which may be
levied without limitation as to rate or amount.

Use of Proceeds
Not applicable.

Obligor 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.

Methodology
The principal methodology used in this rating was US Local Government General Obligation Debt published in January 2014. Please see
the Rating Methodologies page on www.moodys.com for a copy of this methodology.
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Buffalo Grove (Aaa negative) has a long track record of maintaining a very healthy financial
position. The village's strong finances are supported by its ability to raise revenue because
of an extremely broad legal flexibility with its home rule status and a strong practical ability
to raise revenue given its high resident wealth and income. The debt profile is modest. The
village's main credit challenge is its high pension burden that is significantly higher than that
of most similarly-rated local governments.
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» Sizable tax base favorably located in the Chicago metropolitan area

» Very healthy reserves

Credit challenges
» High pension burden
» Exposure to economically sensitive sales and income taxes

Rating outlook
The negative outlook is based on the village’s high pension burden. An inability to constrain
growth in the pension burden could result in downward rating movement given the village’s
unfunded liabilities are already high compared to its peers.

Factors that could lead to an upgrade (removal of negative outlook)
» Demonstrated ability to halt or reverse the growth of its already high pension burden

Factors that could lead to a downgrade
» Significant declines in reserves or liquidity
» Growth in the debt or pension burden
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Key indicators
Exhibit 1

Buffalo Grove (Village of) IL

2012

2013

2014

2015

2016

$4,998,593

$4,598,118

$4,255,604

$4,279,462

$4,484,936

41,667

41,663

41,613

41,591

41,500

$119,965

$110,365

$102,266

$102,894

$108,071

168.8%

171.4%

176.6%

176.6%

176.6%

Operating Revenue ($000)

$36,446

$37,622

$39,196

$40,571

$41,848

Fund Balance ($000)

$18,256

$19,891

$20,769

$22,748

$24,858

Cash Balance ($000)

$22,606

Economy/Tax Base
Total Full Value ($000)
Population
Full Value Per Capita
Median Family Income (% of US Median)
Finances

$17,455

$18,059

$19,793

$19,214

Fund Balance as a % of Revenues

50.1%

52.9%

53.0%

56.1%

59.4%

Cash Balance as a % of Revenues

47.9%

48.0%

50.5%

47.4%

54.0%

Debt/Pensions
Net Direct Debt ($000)

$12,280

$11,340

$10,550

$10,040

$15,640

3-Year Average of Moody's ANPL ($000)

$97,743

$106,957

$114,991

$126,103

$146,007

Net Direct Debt / Operating Revenues (x)

0.3x

0.3x

0.3x

0.2x

0.4x

0.2%

0.2%

0.2%

0.2%

0.3%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x)

2.7x

2.8x

2.9x

3.1x

3.5x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%)

2.0%

2.3%

2.7%

2.9%

3.3%

Net Direct Debt / Full Value (%)

The above chart reflects data through fiscal 2016.
Source: Audited financial statements, Moody's Investors Service and US Census Bureau

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 economic profile is expected to remain a credit strength given its favorable location and its affluent demographic profile.
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' sizable $4.7 billion full value showed robust growth of over 4% in each of
the last two years, but remains 17% below its prerecession peak. While the village's tax base is predominantly residential (80% of 2016
full value), the village maintains a stable business and commercial presence (19% of full value). Officials report a Woodman's Food
Market, a residential development, and several developments in the industrial park are underway, which will lead to future valuation
growth. Resident income in the village is very strong with median family income at 176.6% of the US. Full value per capita is also a
significant $113,000.
Financial operations and reserves: stable financial profile with significant revenue raising flexibility
We expect the village's financial position to remain strong given strong managerial oversight and substantial revenue raising flexibility.
The village closed each of the last five fiscal years with positive operations increasing the operating fund (general and debt service
funds) balance to $24.9 million and 59.4% of revenues. Virtually all of the reserves were held in the general fund. In fiscal 2016 the
village's large $1.7 million increase in reserves was realized through conservative revenue and expenditure assumptions.
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. The village has historically done annual cash financing of capital outlays out of the general fund. Despite the
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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capital spending, favorable revenue growth and control on operating expenditure growth resulted in increased fund balance. In fiscal
2016 capital expenses out of the general fund were $1.8 million, or 4.2% of revenues. While audited results are not yet available for
fiscal 2017, the village anticipates to close with a $1.5 million general fund surplus. The fiscal 2018 budget is balanced.
LIQUIDITY

The fiscal 2016 net cash position across village operating funds was a strong $22.6 million, or 54.0% of revenues.
Debt and pensions: debt burden is low, though pension burden is high and growing
The village's bonded debt burden is expected to remain modest given limited future borrowing plans, but the its pension burden is
elevated and growing. The village has $14.4 million in net direct GOULT debt outstanding at the end of fiscal 2017, equal to 0.3% of
full value and 0.3x operating revenues. The Moody's three year adjusted net pension liability (ANPL) for the village, our measure of a
local government's pension burden, is $146.0 million, or an elevated 3.1% of full value and 3.5x operating revenue. Fixed costs inclusive
of debt service and retirement contributions comprised was 16.4% of fiscal 2016 operating revenues.
The majority of the village's fixed costs are for its pension contributions, which were $5.6 million or 13.3% of operating fund revenue.
Inclusive of debt service the total fixed costs were 16%, which is lower than many other Illinois cities with high pension burdens though
significant.
DEBT STRUCTURE

The village's outstanding general obligation debt is fixed rate. Principal amortization is below average with 74.3% of debt repaid in 10
years.
DEBT-RELATED DERIVATIVES

The village is not a party to any derivative agreements.
PENSIONS AND OPEB

Buffalo Grove has an elevated and growing pension burden. Employees participate in one of three pension plans: two single-employer
plans (police and fire) and one multi-employer agent plan (Illinois Municipal Retirement Plan). The village's three-year average adjusted
net pension liability (ANPL), under Moody's methodology for adjusting reported pension information, increased to $146.0 million
in fiscal 2016 from $115.0 million in fiscal 2014. Key sources of growth in the village's pension burden include investment returns
that have fallen short of plan assumptions and village contributions that, while closely conforming with actuarially determined
contributions, have not been sufficient to fully cover annual interest accruals on accumulated unfunded liabilities.
The single employer fire and police plans are the village's largest plan and Buffalo Grove contributed $4.6 million to that plan in 2016.
The combined single employer plan contribution was $591,000 less than the amount needed for the plan to tread water1. The tread
water shortfall across both plans was 1.4% of revenue. Tread water is based on the plans' own actuarial assumptions, which include
annual investment returns of 7.0%. The village's sizes its single employer plan contributions according to actuarial determined amounts,
which target a 100% funded ratio by 2040.
Unfunded OPEB liabilities do not pose a significant credit challenge to the village. As of the most recent actuarial valuation date
(December 31, 2015) Buffalo Grove's unfunded OPEB liability was $9.3 million, or 0.2x operating revenue. The village's pay-go OPEB
cost in fiscal 2016 was a modest 1.0% of 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.
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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 (35.9% of fiscal 2016 operating revenues),
intergovernmental taxes (25.8%), and other taxes (23.2%). 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, prepared food and beverage tax, and a motor fuel tax. These taxes are common among its home rule peers, but have not yet been
implemented by Buffalo Grove.

Endnotes
1 Our “tread water” indicator measures the annual government contribution required to prevent reported let pension liabilities from growing, given the
entity's actuarial 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 the tread water indicator 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 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.

4

26 January 2018

Buffalo Grove (Village of) IL: Update to credit analysis

MOODY'S INVESTORS SERVICE

U.S. PUBLIC FINANCE

© 2018 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.
CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES
AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.
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

5

26 January 2018

1108236

Buffalo Grove (Village of) IL: Update to credit analysis

U.S. PUBLIC FINANCE

MOODY'S INVESTORS SERVICE

CLIENT SERVICES

6

Americas

1-212-553-1653

Asia Pacific

852-3551-3077

Japan

81-3-5408-4100

EMEA

44-20-7772-5454

26 January 2018

Buffalo Grove (Village of) IL: Update to credit analysis

