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Northbrook, IL's (Aaa stable) main credit strengths include its high resident wealth and
incomes derived from close ties to the extensive Chicago (Ba1 stable) economy and its strong
operating reserves and liquidity. Further, the village's home-rule designation grants it broad
legal flexibility to raise local taxes and fees to address rising expenditure pressures. The
village's main credit challenge is its elevated pension burden. The village recently changed its
pension contribution policy for its public safety pension plans that sizes annual contributions
at a level to avoid negative funding under plan assumptions. Such a level of funding exceeds
the state's minimum statutory contribution of 90% funded by 2040 and will prevent
unfunded liabilities from growing assuming other plan assumptions are met.

Credit strengths
» Large, affluent and diverse tax base with economic ties to the Chicago (Ba1 stable)
economy
» High degree of financial flexibility as the village's home rule status grants it broad legal
authority to raise local revenue
» Healthy operating fund balance and liquidity relative to budget

Credit challenges
» Elevated pension burden
» High fixed costs

Rating outlook
The revision of the outlook to stable reflects the adoption of stronger pension funding
practices including less aggressive investment return assumptions and sizing of contributions
to stem unfunded liability growth under plan assumptions. The stable outlook also reflects
our expectation that the village's financial position will remain strong given its affluent tax
base and strong revenue raising flexibility.

Factors that could lead to an upgrade
» Not applicable

Factors that could lead to a downgrade
» Further growth in the pension or debt burden
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» Failure to maintain solid pension funding practices that prevent liability growth if assumptions are met and exceed the state
minimum
» Material declines in operating reserves or available liquidity

Key indicators
Exhibit 1
Northbrook (Village of) IL

2014

2015

2016

2017

2018

2019*

$7,241,356

$6,442,676

$6,558,703

$6,234,268

$7,770,501

$7,607,878

33,396

33,572

33,538

33,591

33,591

33,591

$216,833

$191,906

$195,560

$185,593

$231,327

$229,360

217.0%

217.5%

210.5%

207.3%

207.3%

207.3%

Operating Revenue ($000)

$48,086

$50,335

$47,673

$51,515

$52,460

$56,450

Fund Balance ($000)

$18,477

$20,962

$21,256

$22,744

$21,263

$22,286

Cash Balance ($000)

$22,427

$26,272

$28,090

$26,317

$36,022

$26,818

Fund Balance as a % of Revenues

38.4%

41.6%

44.6%

44.1%

40.5%

39.5%

Cash Balance as a % of Revenues

46.6%

52.2%

58.9%

51.1%

68.7%

47.5%

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

Debt/Pensions
Net Direct Debt ($000)

$68,875

$67,557

$71,756

$64,424

$75,035

$81,865

$114,488

$136,602

$170,429

$194,855

$215,759

$220,292

1.0%

1.0%

1.1%

1.0%

1.0%

1.1%

1.4x

1.3x

1.5x

1.3x

1.4x

1.5x

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

1.6%

2.1%

2.6%

3.1%

2.9%

2.9%

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

2.4x

2.7x

3.6x

3.8x

4.1x

3.9x

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

The table above reflect fiscal year-end data.
*2019 data is from draft audited financial statements. A final version of the village's fiscal 2019 audited results is likely to be available late October 2019.
Source: Village's audited financial statements, Moody's Investors Service, Inc., U.S. Census Bureau

Profile
Northbrook is located 25 miles from downtown Chicago and encompasses 13 square miles in Cook County (A2 stable). The village
provides general governmental services including public safety (police and fire), water (treatment and distribution), sewer (collection
only) and stormwater services to approximately 34,000 residents.

Detailed credit considerations
Economy and tax base: affluent Chicago suburb with sizable commercial presence
We expect the village's economic profile to remain a credit strength given its close ties to the Chicago metropolitan area and high
quality housing stock. The village's tax base is diverse, combining corporate and commercial developments with a wealthy residential
tax base. The village is located in an area of the metro area with very high income levels. The median family income in the village is
strong at 207% of the US median. Residents have easy access to diverse employment opportunities throughout the metropolitan area.
The village's sizable $7.6 billion tax base has increased nearly 20% over the last three years driven largely by Cook County's triennial
reassessment in 2016, but the village's tax base remains below its 2009 peak of $9.4 billion. While past tax base declines were
significant, they did not impact the village's revenue collection because it retains the flexibility to increase its tax rate to offset
the loss of value. We expect the village's tax base valuation will benefit from development activity underway along with another
triennial reassessment in 2019. There is a $250 million redevelopment plan for Northbrook Court Shopping Center, the village's
top taxpayer (2.3% of equalized assessed valuation). The large high-end regional mall anchors the village's significant retail sector,
which remains strong with a low vacancy rate of 3.8% as of September 2019. There are also several notable residential development
projects underway including 1,000 new luxury apartment units, 50 single family homes and over 120 townhomes. Developers recently
purchased a 130 acre country club, the village's largest undeveloped parcel, that will likely be a site for future development.
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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Financial operations and reserves: strong financial profile benefits from significant revenue raising flexibility
The village's financial position is strong and operations are supported by substantial flexibility provided by home rule status. The village
closed fiscal 2018 with an available operating fund (general, debt service and pension contribution funds) balance of $21.2 million or
41% of operating fund revenue. The vast majority of the reserves were in the general fund, which provides a greater degree of operating
flexibility. While audited results are not yet available for fiscal 2019 (fiscal year ended April 30), a draft of the village's fiscal 2019
audited results show available operating fund balance increasing to $22.3 million, or 40% of revenue. For fiscal 2020, the village has
adopted a balanced budget.
In addition to the operating funds, the village maintains significant reserves in it Capital Projects Fund, which the village uses to finance
infrastructure improvements. The primary revenue source of the Capital Projects Fund is a quarter percent share of the village's home
rule sales taxes. As of fiscal 2019, draft audited financial statements report an available fund balance of $6.5 million.
LIQUIDITY

The village expects to close fiscal 2019 with an operating net cash position of $27 million, or a healthy 48% of revenue. The village's
net cash position declined from fiscal 2018 because of the use of about $11 million in bond proceeds. Of the $27 million cash held in
the operating funds, about $700,000 remain as unspent bond proceeds.
The village's primary enterprise operations are its water, sanitary sewer and stormwater utilities. Total enterprise liquidity is likely to
remain very strong at the close of fiscal 2019 with well over a year's cash on hand across all enterprise funds.
Debt and pensions: above average debt burden and pension burdens
We expect growth in Northbrook's total leverage will slow given improved pension contribution practices and continued revenue and
tax base growth. Net of $51 million of GO debt that is repaid by the village's self-supporting utility funds, the direct debt burden is
slightly above average for the rating category at 1.1% of full value and 1.5x fiscal 2019 operating revenue. As part of its five-year capital
plan, the village expects to issue up to $25 million of GO debt over the next five years.
The village's pension burden is elevated. The village's three-year average Moody's adjusted net pension liability (ANPL), based on our
methodology for adjusting reported pension data, is high for the Aaa rating category at high $220 million or 3.9x fiscal 2019 operating
revenue and 2.9% of full value. The three-year average ANPL has grown from $114 million or 2.4x revenue and 1.6% since fiscal 2014.
The village's fixed costs, consisting of debt service and retirement contributions, totaled $15 million or 26% of operating revenue in
fiscal 2019. Debt service expense has historically accounted for 10% of operating revenue. Pension contributions have grown from 9%
of operating revenue in fiscal 2014 to 15% in fiscal 2019 largely because of growing pension contributions.
DEBT STRUCTURE

All the village's debt is fixed rate and 60% of principal is scheduled to be repaid within the next 10 years.
The village's general obligation bonds are secured by the village's general obligation pledge and authorization to levy a dedicated
property tax, unlimited to rate or amount, to pay debt service.
DEBT-RELATED DERIVATIVES

The village does not have any debt-related derivatives.
PENSIONS AND OPEB

Village employees participate in one of three defined benefit pension plans: a single-employer police plan, single-employer fire plan
or the multi-employer agent Illinois Municipal Retirement Fund (IMRF). Key sources of growth in the village's pension burden in
recent years include a reduction in the public safety plans investment rate of return from 8% to 7% and village contributions that,
while conforming to the state's statutory minimum contribution, have not been sufficient to fully cover annual interest accruals on
accumulated unfunded liabilities.
The village's fiscal 2019 contributions, net of enterprise support, for all three plans was $8.3 million or 15% of operating revenue,
up from $4.2 million or 9% of operating revenue in fiscal 2014. The village has financed the increase in contributions with property
taxes and an ambulance fee beginning in fiscal 2019 for the public safety plans. The village's police and fire plan have larger unfunded
liabilities than the IMRF plan and accounted for 80% of the village's three-year average ANPL. The village's fiscal 2019 public safety
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contributions totaled $7.2 million, or about $1 million (2% of fiscal 2019 operating revenue) short of the amount necessary to forestall
growth in the plans' reported net pension liabilities assuming other plan assumptions hold, that is, tread water. 1 The IMRF contribution
for fiscal 2019 was strong at 192% of the amount necessary to tread water. Beginning in fiscal 2020, the village intends to start sizing
the public safety pension contributions at an amount that prevents negative funding given the plan's actuarial assumptions. Fiscal 2020
contributions will grow to $9.1 million and will forestall growth in the plans' reported net pension liabilities assuming the other plans
assumptions are met.
The village has a modest other post-employment benefit (OPEB) unfunded liability of $8.0 million, which primarily represents the
implicit rate subsidy of allowing retirees to stay on the village's healthcare plans. Retirees pay 100% of post-employment healthcare
premiums.
Management and governance: home rule status provides ample revenue raising flexibility
Northbrook's management team is strong, as indicated by its sound operating performance and history of positive budget to actual
variances. Management has a formally adopted policy to maintain unassigned fund balance of at least 40% of revenues, a target
it currently exceeds. The village also maintains a 5-year capital improvement plans and recently completed a cybersecurity risk
assessment. The village maintains a separate cybersecurity insurance policy and the village's Chief Information Officer regularly
provides cybersecurity awareness training to employees.
The composition of the village's primary operating revenue are relatively diverse and include property taxes (33%) and sales taxes
(24%), other taxes — utility, hotel, etc. — (11%), licenses and permits (10%) and charges for services (10%). While property taxes have
historically been stable and predictable, sales taxes are a more economically sensitive revenue stream. However, this risk is partially
mitigated by the village's home rule status that affords a large degree of legal financial flexibility. State income tax, distributed on a
per capita basis, represents the village's primary exposure to the State of Illinois (Baa1 stable) and was $3.4 million or 6% of operating
revenue in fiscal 2019.
Illinois cities have an Institutional Framework score of “A”, which is moderate. Revenue-raising ability is moderate overall but varies
considerably. Non-home rule entities are subject to tax rate limitations. In addition, total operating tax yield for entities subject to the
Property Extension Limitation Law (PTELL) is capped to the lesser of 5% or CPI growth, plus new construction. Home rule entities have
much greater legal flexibility than the rest of the sector with substantial revenue-raising authority. Revenue predictability is moderate,
with varying dependence on property, sales and state-distributed income taxes. Expenditures are moderately predictable but cities have
limited ability to reduce them given strong public sector unions and pension benefits that enjoy strong constitutional protections. Fixed
costs are driven mainly by debt service and employer pension contributions. For single employer public safety plans, the State of Illinois
requires most entities to make annual pension contributions that cover current benefit accruals, plus an amount designed to achieve a
90% funded ratio by 2040.
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Rating methodology and scorecard factors
The US Local Government General Obligation Debt methodology includes a scorecard, a tool providing a composite score of a local
government’s credit profile based on the weighted factors we consider most important, universal and measurable, as well as possible
notching factors dependent on individual credit strengths and weaknesses. Its purpose is not to determine the final rating, but rather to
provide a standard platform from which to analyze and compare local government credits.
Exhibit 2
Rating Factors

Measure

Score

Economy/Tax Base (30%) [1]
Tax Base Size: Full Value (in 000s)
Full Value Per Capita
Median Family Income (% of US Median)

$7,607,878

Aa

$226,486

Aaa

207.3%

Aaa

42.5%

Aaa

Finances (30%)
Fund Balance as a % of Revenues
5-Year Dollar Change in Fund Balance as % of Revenues
Cash Balance as a % of Revenues
5-Year Dollar Change in Cash Balance as % of Revenues

9.8%

A

47.5%

Aaa

7.8%

A

A

A

1.0x

A

Management (20%)
Institutional Framework
Operating History: 5-Year Average of Operating Revenues / Operating Expenditures (x)
Notching Factors:[2]
Unusually Strong or Weak Budgetary Management and Planning

Up

Other Analyst Adjustment to Management Factor (specify):

Up

Debt and Pensions (20%)
Net Direct Debt / Full Value (%)
Net Direct Debt / Operating Revenues (x)
3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%)
3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x)

1.1%

Aa

1.5x

A

2.9%

A

3.9x

Baa

Scorecard-Indicated Outcome

Aa1

Assigned Rating

Aaa

[1] Economy measures are based on data from the most recent year available.
[2] Notching Factors are specifically defined in the US Local Government General Obligation Debt methodology.
[3] Standardized adjustments are outlined in the GO Methodology Scorecard Inputs publication.
Source: US Census Bureau, Moody's Investors Service

Endnotes
1 Our “tread water” indicator measures the annual government contribution required to prevent reported net 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 because of 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.
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