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Update to credit analysis

Summary
Highland Park (Aaa stable) has a long track record of maintaining a very healthy financial
position. The city's strong finances are supported by an exceptional ability to raise revenue
because of an extremely broad legal flexibility coupled with a high practical capacity to
raise revenue given the city's very high resident wealth and income. The city raised taxes
and redirected revenue in recent years to accommodate higher public safety pension
contributions (Exhibit), in order to enhance budgetary predictability and smooth out what
would otherwise be an ascending payment schedule if the city contributed only at the state
required minimum. Going into the current pandemic, the city had history of strong financial
performance which resulted in the accumulation of very healthy liquidity. Management has
also made several budgetary adjustments during the current fiscal year to help mitigate the
revenue disruption caused by the pandemic.

We regard the coronavirus outbreak as a social risk under our ESG framework, given the
substantial implications for public health and safety. We do not see any material immediate
credit risks for the city. However, the situation surrounding Coronavirus is rapidly evolving
and the longer term impact will depend on both the severity and duration of the crisis. If our
view of the credit quality of the city changes, we will update our opinion at that time.

Exhibit 1

City's public safety pension contributions up nearly 70% from 2014 levels; consistently exceeds
tread water benchmark in recent years
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Source: Highland Park audited financial statements, Moody's Investors Service, City of Highland Park

Credit strengths

» Large and very affluent tax base tied into the Chicago economy

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1229867
https://www.moodys.com/credit-ratings/Highland-Park-City-of-IL-credit-rating-600024418
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» Broad legal flexibility to raise local taxes and fees given status as an Illinois home rule community

» Ample fund balance and liquidity

Credit challenges

» High pension burden

» Exposure to economically sensitive sales and income taxes

Rating outlook
The stable outlook reflects the expectation that the city will maintain strong finances supported by strong willingness and ability to
implement expenditure controls and to raise revenue. Also incorporated is the expectation that the city will continue to contribute to
its public safety pension funds at the previously adopted increased levels.

Factors that could lead to an upgrade

» Not applicable

Factors that could lead to a downgrade

» Further growth in the city's pension burden, or a weakening of contribution practices

» Significant reduction in reserves and liquidity

Key indicators

Exhibit 2

Highland Park (City of) IL 2015 2016 2017 2018 2019

Economy/Tax Base

Total Full Value ($000) $6,166,389 $6,543,116 $6,948,830 $7,232,466 $7,220,346 

Population               29,819               29,789               29,789               29,796               29,731 

Full Value Per Capita $206,794 $219,649 $233,268 $242,733 $242,856 

Median Family Income (% of US Median) 219.1% 231.5% 231.5% 239.7% 242.5%

Finances

Operating Revenue ($000) $42,894 $45,977 $46,394 $48,499 $50,636 

Fund Balance ($000) $29,982 $28,315 $29,598 $32,450 $39,604 

Cash Balance ($000) $27,103 $26,193 $26,999 $30,419 $41,027 

Fund Balance as a % of Revenues 69.9% 61.6% 63.8% 66.9% 78.2%

Cash Balance as a % of Revenues 63.2% 57.0% 58.2% 62.7% 81.0%

Debt/Pensions

Net Direct Debt ($000) $40,247 $44,658 $44,481 $59,179 $56,463 

3-Year Average of Moody's ANPL ($000) $154,879 $171,597 $179,067 $179,987 $194,439 

Net Direct Debt / Full Value (%) 0.7% 0.7% 0.6% 0.8% 0.8%

Net Direct Debt / Operating Revenues (x) 0.9x 1.0x 1.0x 1.2x 1.1x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 2.5% 2.6% 2.6% 2.5% 2.7%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 3.6x 3.7x 3.9x 3.7x 3.8x

Source: US Census Bureau, Audited Financial Statements

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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Profile
Located in suburban Lake County (Aaa), about 26 miles north of the Chicago central business district, Highland Park is one of eight
Chicago suburban communities north of Chicago fronting Lake Michigan collectively referred to as the “North Shore.” The city's
population is estimated at about 30,000.

Detailed credit considerations
Economy and tax base: affluent north Chicago suburb with large tax base
The coronavirus is driving an unprecedented economic slowdown. We currently forecast US GDP to decline significantly during 2020
with a gradual recovery commencing toward the end of the year. Local governments with the highest exposure to tourism, hospitality,
healthcare, retail, and oil and gas could suffer particularly severe impacts. Highland Park is a bedroom community with residential
properties accounting for almost 90% of equalized assessed valuation. The city is nestled among some of the nation's most affluent
communities. Socioeconomic indicators within the city are very strong with a full value per capita at of about $240,000 and median
family income equivalent to more than 240% of the national figure.

The city's tax base is sizable $7 billion though the base remains about 15% below its peak before the Great Recession and may
experience additional pressure given the current national economic slowdown. While the city is fairly built out, the city does still have
development activity underway primarily from mixed use infill development that is adding density to the city's commercial centers.
Despite the current economic slowdown, officials report little disruption to the several development projects currently underway.

Financial operations and reserves: robust financial profile will help mitigate near-term revenue disruption
We expect the city will continue implementing expenditure controls and tapping its home rule authority to absorb increasing fixed
costs and reduced revenue streams without materially adversely impacting its financial position. The city's combination of high fixed
costs and exposure to economically sensitive revenue are its main sources of operating risk. That risk is somewhat mitigated by city's
high degree of revenue flexibility and ability to reduce the pace of capital spending. Current fiscal 2020 estimates reflect a notable $10
million decline in general fund revenue, primarily driven by declines in sales and other tax revenue. The city is assuming a 20% decline
in sales taxes, an estimate we view as reasonable. The city identified $5.1 million in capital spending reductions and deferrals and $1.5
million in expenditure reductions across city departments, which combined will offset almost 65% of the revenue decline. If realized,
the remaining shortfall would cause a draw in reserves that would be about the same size as its surplus in fiscal 2019. The city has not
yet adopted a fiscal 2021 budget.

Going into the coronavirus pandemic, the city had an established track record of maintaining very strong reserves. The city has had
periodic draws related to non-recurring expenses (Exhibit), most notably a $15 million expenditure to retire debt in fiscal 2015. With
reserves far in excess of its fund balance policy the city decided to ramp up early retirement of debt and capital outlays. At 96% of
revenue at the close of fiscal 2019, the city's general fund balance is more than double the US median for all cities.

Exhibit 3

Strong financial performance with periodic draws for capital and early debt retirement
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LIQUIDITY
Net cash across city operating funds totaled $41 million, or a very strong 81% of operating revenue at the close of fiscal 2019.
We consider the general, debt service, public safety pension levy, environmental sustainability, emergency 911 and multimodal
transportation as operating funds.

The city's enterprise funds account for water, sewer and parking activities. At the close of fiscal 2019, the funds had a combined cash
position of $6 million, equivalent to over 260 days cash on hand.

Debt and pensions: pension contributions increased substantially to address high pension burden
Highland Park is likely to remain leveraged for some time given its outsized pension burden, but the city's recent and significant
increase in pension contributions will help address the burden. The city's fiscal 2019 three-year average adjusted net pension liability
(ANPL), totals about $194 million, equal to an elevated 2.8% of full value and 3.8x revenue compared with 3.0x in 2014 and a median
for all cities of 1.6x.

The city's bonded debt burden is moderate at 0.8% of full value and 1.1x revenue. Fixed costs, consisting of retirement plan
contributions and debt service, typically hover around 25% of revenue. The city's 10-year capital plan calls for $21 million in new debt
to address infrastructure needs.

DEBT STRUCTURE
All of the city's debt is fixed rate. Amortization is somewhat below average with less than 70% of principal retired within 10 years.

The city's general obligation unlimited tax (GOULT) debt is secured by the city's GO unlimited tax pledge in which the full faith, credit
and resources of the city are pledged, and will be payable from ad valorem taxes, which may be levied without limitation as to rate or
amount.

DEBT-RELATED DERIVATIVES
The city is not a party to any derivative agreements.

PENSIONS AND OPEB
Highland Park has two single employer public safety pension plans and its non-public safety employees participate in the Illinois
Municipal Retirement Fund (IMRF). The city’s public safety plans account for a majority of its ANPL. Although the village’s public safety
plans are single employer plans, the city has no control over the benefits because they are established in state statute.

The city has significantly ramped up pension contributions to its public safety pension plans, increasing by nearly 70% between 2014
and 2019. The state requires communities to make contributions to public safety plans sufficient to reach 90% funding by 2040, a
requirement that usually backloads payments. Highland Park has rapidly escalated its pension contributions with the a goal of leveling
out payments. By paying more sooner the city reduces the budgetary risk inherent in an escalating payment schedule. Across its public
safety pension funds, city contributions in fiscal 2019 were equal to about 115% of our tread water indicator. The tread water indicator
represents the contribution required to prevent growth in reported net pension liabilities, if plan assumptions hold. In fiscal 2019, the
city’s tread water indicator was based on an assumed discount rate of 7% for public safety plans.

OPEB obligations do not represent a material credit risk for the city. The city does not offer explicit OPEB benefits, but allows retired
employees to stay on its healthcare plan, creating an implicit rate subsidy. Both the city’s reported net OPEB liability and our adjusted
net OPEB liability for the city, based on the use of a different discount rate, total around $13 million.

ESG considerations
ENVIRONMENTAL

Environmental factors have not had a material impact on the city's credit profile. According to data of Moody's affiliate, Four
Twenty Seven, Lake County has notable exposure to water stress and extreme rainfall and has a relatively limited exposure to other
various environmental risks going forward. The city's proactive management team and strong liquidity will help mitigate potential
environmental pressures.

SOCIAL
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We regard the coronavirus outbreak as a social risk under our ESG framework, given the substantial implications for public health
and safety. We do not see any material immediate credit risks for the city. However, the situation surrounding Coronavirus is rapidly
evolving and the longer term impact will depend on both the severity and duration of the crisis. If our view of the credit quality of the
city changes, we will update our opinion at that time.

GOVERNANCE

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, including the City of Highland Park, 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 4

Highland Park (City of) IL

Scorecard Factors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $7,063,107 Aa

Full Value Per Capita $237,567 Aaa

Median Family Income (% of US Median) 242.5% Aaa

Finances (30%)

Fund Balance as a % of Revenues 78.2% Aaa

5-Year Dollar Change in Fund Balance as % of Revenues -14.3% Ba

Cash Balance as a % of Revenues 81.0% Aaa

5-Year Dollar Change in Cash Balance as % of Revenues 0.0% Baa

Notching Factors:
[2]

Other Analyst Adjustment to Finances Factor: Punative operating trends given reserves still far exceed Aaa threshold and one 

time nature of the draw 
Up

Management (20%)

Institutional Framework A A

Operating History: 5-Year Average of Operating Revenues / Operating Expenditures (x) 1.0x A

Notching Factors:
[2]

Other Analyst Adjustment to Management Factor (specify): Home Rule Status Up

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 0.8% Aa

Net Direct Debt / Operating Revenues (x) 1.1x A

3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%) 2.8% A

3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x) 3.8x Baa

Scorecard-Indicated Outcome Aaa

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, Audited Financial Statements, Moody's Investors Service
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