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Cook County S.D. 162 (Matteson), IL
Update to credit analysis following affirmation

Summary
Cook County School District 162 (Matteson), IL (Aa3) benefits from a healthy financial
position which will remain stable given increases in state aid. The modestly-sized, wealthy
tax base has experienced recent recovery, but remains below pre-recession highs. The
district's primary credit challenge is its exposure to the contingent liability risk associated
with participation in the Illinois Teachers Retirement System (TRS), the costs of which are
predominantly covered by the state at this time.

On May 6, 2019 we assigned a Aa3 to the district's $9 million General Obligation School
Bonds (Alternate Revenue Source), Series 2019C and affirmed the Aa3 rating on the district's
outstanding general obligation unlimited tax (GOULT) debt, general obligation limited tax
(GOLT) debt service extension base (DSEB) debt and GOLT lease certificates.

Credit strengths

» Healthy fund balance and liquidity

» Above average resident income indices

Credit challenges

» Exposure to sizeable pension liabilities associated with the state's teachers pension system

» Elevated overlapping debt burden

Rating outlook
Outlooks are generally not assigned to local government credits with this amount of debt.

Factors that could lead to an upgrade

» Sustained tax base expansion

» Material strengthening of reserves and liquidity

» Moderation of the district’s debt burden

Factors that could lead to a downgrade

» Material declines in operating reserves or liquidity

» Increases in the district's debt or pension burden

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBM_1172110
https://www.moodys.com/credit-ratings/Cook-County-SD-162-Matteson-IL-credit-rating-800008312
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Key indicators

Exhibit 1

Cook County S.D. 162 (Matteson), IL 2014 2015 2016 2017 2018

Economy/Tax Base

Total Full Value ($000) $1,152,346 $1,077,033 $1,033,667 $1,083,481 $1,175,652 

Population               25,667               25,416               25,053               24,816               25,053 

Full Value Per Capita $44,896 $42,376 $41,259 $43,661 $46,927 

Median Family Income (% of US Median) 122.0% 121.7% 121.8% 119.4% 119.4%

Finances

Operating Revenue ($000) $45,139 $46,160 $49,948 $45,760 $49,798 

Fund Balance ($000) $11,870 $12,226 $12,939 $11,993 $12,118 

Cash Balance ($000) $12,573 $12,679 $12,925 $12,815 $13,636 

Fund Balance as a % of Revenues 26.3% 26.5% 25.9% 26.2% 24.3%

Cash Balance as a % of Revenues 27.9% 27.5% 25.9% 28.0% 27.4%

Debt/Pensions

Net Direct Debt ($000) $39,106 $36,431 $35,422 $33,211 $33,210 

3-Year Average of Moody's ANPL ($000) $14,998 $14,205 $14,931 $16,290 $16,768 

Net Direct Debt / Full Value (%) 3.4% 3.4% 3.4% 3.1% 2.8%

Net Direct Debt / Operating Revenues (x) 0.9x 0.8x 0.7x 0.7x 0.7x

Moody's - adjusted Net Pension Liability (3-yr average) to Full Value (%) 1.3% 1.3% 1.4% 1.5% 1.4%

Moody's - adjusted Net Pension Liability (3-yr average) to Revenues (x) 0.3x 0.3x 0.3x 0.4x 0.3x

Sources: Moody's Investors Service, the district's audited financial statements, US Census Bureau

Profile
Located approximately 35 miles south of Chicago (Ba1 stable), the district provides pre-kindergarten through eighth grade education to
roughly 2,800 students within the villages of Matteson, Olympia Fields, Park Forest (A2 negative), Richton Park and University Park.

Detailed credit considerations
Economy and tax base: recovering tax base remains well below historical peak
The district's tax base is exhibiting modest signs of recovery, but remains well below pre-recession levels. After contracting more
than 40% between 2011 and 2016, rebounding home values and commercial development resulted in growth of 4.8% and 8.5%
in 2017 and 2018, respectively. Full valuation is moderate at $1.2 billion, though it remains 33% below its historical peak. Taxpayer
concentration is modest with the top ten taxpayers accounting for 12% of assessed value. The local economy is diverse, driven
by health care and manufacturing, and residents benefit from easy access to employment opportunities throughout the Chicago
metropolitan area. Resident income levels are above average at 119.4% of the national median.

Financial operations and reserves: solid financial position supported by increased state aid
The district's financial position is expected to remain stable given positive operating trends and increases in state aid. Matteson 162
closed fiscal 2018 with an available operating fund (general, working cash, transportation, IMRF and debt service) balance of $12.1
million, or 24.3% of operating revenue. Management estimates closing fiscal 2019 with an operating deficit of roughly $150,000,
though this is primarily due to a delay in property tax revenue associated with a tax appeal. A settlement is currently underway and the
district will receive the taxes in fiscal 2020.

Preliminary budgeting has begun for fiscal 2020, with management anticipating a reduction in personnel costs due to several staff
retirements which, in addition to the aforementioned tax receipts, are expected to result in a $500,000 surplus.

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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https://www.moodys.com/credit-ratings/Chicago-City-of-IL-credit-rating-171610
https://www.moodys.com/credit-ratings/Park-Forest-Village-of-IL-credit-rating-600004562
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State operating aid accounted for 31% of operating revenue in fiscal 2018. Inclusive of on-behalf pension payments, state support rises
to 46% of total operating revenue. Designated as a tier 1 district under the state's new evidence-based funding (EBF) model, Matteson
162 received $290,000 in additional aid in fiscal 2019.

LIQUIDITY
The district closed fiscal 2018 with a cash position of $13.6 million, equivalent to a healthy 27.4% of operating revenue.

Debt and pensions: elevated leverage; exposure to underfunded state pension plan
Long-term leverage is expected to remain above average but manageable given limited near-term borrowing plans. Following an
upcoming sale, net direct debt will be elevated at 3.9% of full value but more modest when compared to operating revenue at 0.9x.
Inclusive of borrowings by overlapping municipalities, overall debt is a high 8.6% of full value. The district has no plans for additional
debt in 2019, but anticipates issuing the remaining $4.5 million in authorized borrowing in 2020.

The district’s pension burden is low, solely due to heavy state support. The Moody’s three-year adjusted net pension liability (ANPL) for
the district, our measure of a local government’s pension burden, is $16.8 million, or a low 1.4% of full valuation and 0.3x operating
fund revenue. Fixed costs, inclusive of debt service, pension and other post-employment benefit (OPEB) contributions, totaled $4.2
million, or a modest 8.4% of fiscal 2018 operating revenue.

DEBT STRUCTURE
All of the district's debt is fixed rate. Amortization is average with 73.7% of principal retired within in ten years.

DEBT-RELATED DERIVATIVES
The district is not a party to any debt-related derivatives.

PENSIONS AND OPEB
The state currently assumes responsibility for funding the majority of teacher pensions on behalf of local school districts. Given the
large unfunded liabilities for teacher pensions across the state, a reduction in this support by the state represents a contingent risk for
all local school districts. District teachers participate in the Teachers Retirement System (TRS) of Illinois, while other staff participate in
the Illinois Municipal Retirement Fund (IMRF), an agent multiple-employer plan. Very high unfunded pension liabilities are a significant
drag on the state’s credit quality, and TRS represents a material portion of the state’s total pension burden.

The State of Illinois (Baa3 stable) contributes to TRS using a very back loaded and annually rising payment schedule. These rising
costs have played a significant role in the state’s ongoing budget challenges. Certain state legislators and the past two governors
have considered shifting pension costs to Illinois schools and universities for a number of years, but to date have shown no inclination
toward forcing local districts to pay for accumulated unfunded liabilities. Typically the proposals call for shifting current year benefit
accruals to local districts, called “normal cost” or “service cost,” over the course of anywhere between the next four years to over a
decade.

OPEB liabilities are not expected to pose a credit challenge over the near term. The district participates in the Teacher Health Insurance
Security (THIS) Fund, a cost-sharing, multiple employer defined benefit post-employment healthcare plan. Fiscal 2018 contributions
totaled $149,000 and 0.3% of operating revenue. As of 2018, the Moody's adjusted net OPEB liability was $17.9 million, or 0.4x
operating revenue.

Management and governance: moderate institutional framework
Property taxes make up a large portion of the district's operating revenue, estimated at 43% in fiscal 2018. Matteson 162 is in a tax-
capped county and is therefore subject to property tax levy limitations, with growth in the district's operating levies restricted to the
lesser of 5% or growth in the consumer price index (CPI), plus new construction. The district is a tier 1 school under the new state
funding formula, which means it receives the largest share of any increases in state aid compared with districts in higher tiers. If the
district were to have enrollment declines it would not negatively impact state aid as its revenue base is held harmless.

Illinois school districts have an Institutional Framework score of A, which is moderate. Institutional Framework scores measure a
sector's legal ability to increase revenues and decrease expenditures. School districts have moderate revenue-raising ability since they
are subject to tax caps, but districts can seek voter approval for additional local property tax funding. Revenue predictability is disparate
across the state: revenue for property tax dependent districts are very stable, while revenue for state aid dependent districts are less
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stable. Strong public sector unions somewhat limit districts’ expenditure reduction ability. Still, districts have some cost-cutting ability
given manageable fixed costs, as the state currently assumes most pension costs. Expenditures consist primarily of personnel costs,
which are highly predictable.

Rating methodology and scorecard factors
The US Local Government General Obligation Rating 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

Cook County S.D. 162 (Matteson), IL

Rating Factors Measure Score

Economy/Tax Base (30%) 
[1]

Tax Base Size: Full Value (in 000s) $1,175,652 A

Full Value Per Capita $46,927 A

Median Family Income (% of US Median) 119.4% Aa

Finances (30%)

Fund Balance as a % of Revenues 24.3% Aa

5-Year Dollar Change in Fund Balance as % of Revenues 3.7% A

Cash Balance as a % of Revenues 27.4% Aaa

5-Year Dollar Change in Cash Balance as % of Revenues 6.1% A

Management (20%)

Institutional Framework A A

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

Debt and Pensions (20%)

Net Direct Debt / Full Value (%) 3.9% A

Net Direct Debt / Operating Revenues (x) 0.9x A

3-Year Average of Moody's Adjusted Net Pension Liability / Full Value (%) 1.4% Aa

3-Year Average of Moody's Adjusted Net Pension Liability / Operating Revenues (x) 0.3x Aaa

Notching Factors:
[2]

Standardized Adjustments 
[3]

:  Contingent risk associated with state pension support Down

Scorecard-Indicated Outcome A1

Assigned Rating Aa3

[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 dated December 16, 2016.
[3] Standardized adjustments are outlined in the GO Methodology Scorecard Inputs Updated for 2018 publication.
Source: Moody's Investors Service, the district's audited financial statements, US Census Bureau
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